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The Standing Committee on Finance and 


Economic Affairs 


has the honour to present its 
ELEVENTH REPORT 


In accordance with its mandate under Standing Order 96(2), your Committee has 
examined the White Paper and other related documents on Tax Reform (Stage | of the 
proposals) tabled in the House of Commons on Thursday, June 18, 1987. 
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List of Recommendations 


Chapter 2: Background to Tax Reform and to this Report 


i 


That the Canadian income tax system be reformed along the lines proposed in 
the White Paper on Tax Reform, and in particular that the proposed base- 
broadening measures, conversion to credits and rate structures for the 
corporate and personal income tax be implemented, and that the other 
measures under Stage One of tax reform be adopted, subject to the 
recommendations that follow. 


That the tax system be amended less frequently following reform, and that it 
be kept as stable and simple as possible. 


Chapter 4: Personal Income Tax Reform 


Child Benefits 


3. That for the third and each subsequent child under age 19 a tax payer claims 


as a dependant: 
a) the taxpayer be given an additional exemption credit of $65; 
b) this additional credit be made refundable in the form of a top-up of 
the federal refundable child tax credit of up to $100 per child. This top- 
up is reduced by the portion of the additional exemption credit that is 
used to reduce federal tax as payable to zero; 
c) that the government negotiate with the province of Quebec to provide 
an equivalent tax reduction to taxpayers with eligible children in that 
province. 


4. That a parent be permitted to elect to report a child of 19 to 21 years of age as 


a dependant and claim a dependant tax credit of $130 or, if he or she 
otherwise qualifies, the equivalent-to-married credit, and that by this election 
the child would lose the right to transfer to a supporting relative the unused 
portion of the tuition and education credit he or she may claim. 


That the turning point net income level for the refundable child tax credit be 
increased by $1,500 from $24,000 to $25,500. 


That the parent with the higher income be required to include family 
allowances in income. 


he 


That a spouse or dependant can report up to $1,000 in net income before the 
full value of the tax credit available to the supporting taxpayer begins to be 
reduced. 


Medical Expenses and the Disabled 


8. 


That as a matter of urgency the federal government, in conjunction with the 
other levels of government, examine the tax and welfare systems to ensure 
that they do not act as a deterrent or barrier to the disabled who are or who 
wish to become members of the workforce. 


CPP/QPP and UI Contributions 


o: 


That self-employed individuals receive a 17-per-cent non-refundable federal 
tax credit for their total CPP/QPP contributions in lieu of a partial deduction 
and a partial credit. 


Education Tax Credits 


10. 


That the proposed federal education tax credit should be made available to all 
full-time students enrolled in designated institutions for post-secondary 
education. 


Capital Gains Inclusion Rate 


Iie 


That, as an interim measure only, the proportion of a capital gain or capital 
loss required to be included in computing an individual’s taxable capital gain 
or allowable capital loss be increased from one-half to two-thirds for gains and 
losses realized in 1988 and 1989. 


. That in 1990, following a review of the subject of indexation of capital gains, 


the full amount of capital gains be included in income and the full amount of 
capital losses be deductible, provided such gains and losses are adjusted for 
inflation from the later of the date of ownership or January 1, 1972. 


Lifetime Capital Gains Exemption 


Qualified Farm Property and the Farm Exemption 


Ise 


14. 


That the definition of “qualified farm property” be amended so that it include 
only real property that is: (a) owned by the individual; (b) used prior to the 
year of disposition for a minimum of five years which need not be consecutive; 
and (c) used by the individual, his spouse, or any of his children actively 
engaged in carrying on the business of farming in Canada or by a “family 
farm corporation” or a “family farm partnership.” 


That the definition of “qualified farm property” be amended so that it include 
a share of capital stock of a ‘“‘family farm corporation” or an interest in a 
“family farm partnership”: (a) owned by the individual; and (b) in which the 


individual, his spouse or any of his children was actively engaged in the 
business of farming carried on by the family farm corporation or family farm 
partnership for a minimum of five years, which need not be consecutive prior 
to the year of disposition. 


Small Business Share Exemption 


15. That a gain realized on the disposition of shares of a small business 
‘corporation qualify for the $500,000 lifetime capital gains exemption only if: 
(a) the individual, who disposes of the shares, or the deceased spouse was 
actively engaged in the business, (whether prior to incorporation as a 
proprietor, partner or employee, or after incorporation) for a minimum of five 
years prior to the year of disposition which need not be consecutive; (b) the 
small business corporation was not engaged in the business of farming; and (c) 
the total assets of the small business corporation and all corporations 
associated therewith (determined in accordance with generally accepted 
accounting principles on a consolidated or combined basis, where applicable) 
do not exceed $35,000,000, the limit to which statutory deferred income plans 
are subject when seeking to increase their foreign property holdings by 
investing in small business securities. 


Cumulative Net Investment Losses 


16. That, as proposed by the White Paper, after 1987, net taxable capital gains 
eligible for the lifetime capital gains exemption be reduced by other 
investment losses calculated through a cumulative net investment losses 
formula and deducted by the taxpayer in computing income for tax purposes. 


17. That the definition of investment expenses in the cumulative net investment 
losses formula: (a) exclude any expense incurred before 1988 and amortized 
after 1987 as a result of property acquisitions made before 1988, such as a 
Canadian development expense, Canadian oil and gas property expense and 
capital cost allowance claimed on a multiple unit residential building; and (b) 
include terminal losses realized on the disposition of depreciable property 
acquired after 1987. 


18. That the definition of investment income in the cumulative net investment 
losses formula include capital cost allowance recaptured into income in 
respect of depreciable property acquired after 1987. 


Automobile Expenses 


19. That the proposed 20-90 per cent rule not be adopted, and in its place the 
taxpayer may claim as a deduction the proportion of allowable expenses that 
represents business use less $500. Allowable expenses include capital cost 
allowance and interest on money borrowed to acquire the vehicle, or lease 
costs, up to the maximum amounts proposed in the White Paper; and the 
actual cost of insurance, licensing, parking and all other operating costs. 


20; 


oa, 


That the $20,000 limit on the cost of a passenger vehicle for claiming capital 
cost allowance or lease costs be increased by the amount of the relevant 
provincial retail sales tax on a $20,000 vehicle and that there be a regular 
review of the limit. 


That the current system of allowing a reduced standby charge for an 
employee who drives an employer-provided automobile less than 1,000 
kilometers per month for personal use be retained. 


Business Meals and Entertainment Expenses 


UD: 


That the proposed 80 per cent limitation on the deductibility of business meals 
and entertainment expenses be adopted but that the cost of meals while 
attending a convention, conference or seminar or while travelling overnight 
and out of town be fully deductible. 


Certified Canadian Productions (Films) 


ey. 


That the capital cost allowance rate for certified Canadian productions be set 
at 50 per cent on a straight-line basis and subject to the half-year rule. It is 
further recommended that the put-in-use rule not apply to certified Canadian 
productions. 


Multiple Unit Residential Buildings 


24. That owners of multiple unit residential buildings on June 17, 1987 be allowed 
to continue indefinitely to claim capital cost allowance at a 5 per cent rate to 
create or increase tax-deductible losses. 

25. That the first purchaser of a multiple unit residential building after June 17, 
1987 be allowed to claim capital cost allowance at a rate of 4 per cent to 
create or increase a tax-deductible loss, provided the purchase price is less 
than the vendor’s original cost. 

Averaging 
26. That block averaging be retained for farmers and fishermen. 
27. That an appropriate averaging system be implemented to protect low-income 


earners from losing the benefit of personal tax credits as a result of 
fluctuations in income. 


Taxation of Farmers 


28. 


29. 


That farmers continue to have the option of choosing either cash accounting 
or accrual accounting for income tax purposes. 


That the Minister of National Revenue consider establishing peer review 
committees that include farm operators, assessors and auditors. These 
committees would be used to review the operations and plans of farmers to 


30. 


one 


a2 


33; 


determine whether a farm operation has a reasonable expectation of profit, 
and the taxpayer can be deemed to be a farmer. 


That Revenue Canada ensure that personnel with experience in farming assist 
in the review and audit of farmers’ tax returns. 


That individuals who qualify as being in the business of farming and use cash 
accounting for their farm business may deduct up to $10,000 of farm losses 
against other income, subject to a claw-back of this deduction. For example, 
those with off-farm income of up to $30,000 may have the full deduction; 
those with off-farm income greater than $30,000 will have the allowable 
deduction reduced by $1 for every $2 of income above $30,000. 


That individuals who qualify as being in the business of farming and use 
accrual accounting may deduct all farm losses against other income. 


That the White Paper proposals for modified accrual accounting, a profit test 
and a gross revenue test be dropped. 


Chapter 5: Corporate Income Tax Reform 


Manufacturing and Processing 


34. 


That the rate of capital cost allowance for manufacturing machinery and 
equipment (Class 29) be set at 30 per cent ona declining balance basis and 
not at 25 per cent as proposed in the White Paper. 


Put-in-Use Rule 


Se 


36. 


That in determining eligibility for claiming capital cost allowances and 
investment tax credits in respect of any eligible property, the put-in-use rule 
be changed to a put-in-place rule. 


That for the purpose of either a put-in-use or put-in-place rule, an asset be 
deemed to be put in use or in place, as the case may be, 24 months after it is 
acquired if it has not in fact been put in use or in place by that time. 


Investment Tax Credits 


oie 


38). 


That the investment tax credit for scientific research and experimental 
development expenditures that may be claimed in a year not be limited to one- 
half of federal tax payable. 


That the refundability of R&D investment tax credits should depend on a 
“needs test” based on a corporation’s income and not on whether a taxpayer is 
a public or private corporation. 


Flow- Through Shares 


39: 


Eligible 


40. 


4]. 


42. 


43. 


44. 


That the rate at which the earned depletion allowance can be earned be 
reduced from 33 1/3 per cent to 16 2/3 per cent for eligible expenditures 
incurred after the end of 1988, and that the allowance be abolished for eligible 
expenditures incurred after 1989. 


Capital Property 


That eligible capital property be treated as a separate class of depreciable 
property with a deemed cost equal to the applicable percentage of its actual 
cost, and any proceeds of disposition be deemed to be the applicable 
percentage of the actual proceeds. 


That the “applicable percentage” in respect of eligible capital property be 
increased from one-half to two-thirds. 


That on the implementation of these recommendations the balance of existing 
cumulative eligible capital pools be increased by one-third, and the 
depreciation rate for eligible capital property be reduced from 10 per cent to 8 
per cent. 


That any proceeds of disposition of eligible capital property in excess of 
original cost be treated as a capital gain eligible for the $100,000 lifetime 
capital gains exemption. 


That the existing rules in relation to recaptured depreciation and taxable 
capital gains apply to the recognition of the proceeds of disposition of eligible 
capital property that are not receivable until a later year. 


Real Estate 


45. 


46. 


47. 


48. 


That carrying costs on vacant land continue to be deductible as a current 
expense by real estate development companies. 


That the proposals requiring the capitalization of soft costs incurred during 
construction are appropriate and should be implemented, but the amounts 
should be capitalized totally to the building. 


That the government implement an alternative minimum tax on the real 
estate industry. The tax would be established at a low rate and on an 
appropriately broad base with a de minimis rule. Furthermore, this tax would 
be payable, only to the extent that it was greater than regular corporate 
income tax but would be limited to 28 per cent of the Canadian portion of 
reported accounting income. 


That while the White Paper proposals requiring the reduction in the rate of 
capital cost allowance for buildings from 5 per cent to 4 per cent should be 
adopted, an assessment should be made by the Department of Finance to 
determine whether a preferential rate of capital cost allowance should be 
available to taxpayers who renovate buildings that are over 50 years old. 


Expenses of Issuing Securities 


49. That, as proposed in the White Paper, expenses relating to the issue of shares, 
partnership interests and trust units be amortized over a five-year period: but 
that expenses relating to borrowing funds be amortized over the term of the 
debt obligation including any renewal periods, with a maximum of five years. 
Any unamortized costs should be deductible in the year in which the 
borrowings are repaid. 


Chapter 6: Preferred Share F inancing and Dividend Distributions 


Preferred Share Financing 


50. That the $500,000 exemption of preferred share dividends for any group of 
corporations be reduced to a lower level of exempted dividends or be available 
only to non-taxable firms of a specific size. 


51. That the government take steps immediately to introduce a comprehensive 
advance corporation tax on common and preferred share dividend 
distributions. 


Chapter 7: Financial Intermediaries 


S20) [hats to ensure taxable income reasonably reflects business income, bond and 
mortgage trading profits and losses be amortized over the remaining lifetime 
of the security for all financial intermediaries. 


Financial Reinsurance 


53. That in calculating. required Canadian assets, the calculation be made 
monthly, or at least quarterly. 


54. That the calculation of the Canadian investment fund be made in such a 
manner that an increase or decrease in foreign policy loans does not affect the 
Canadian investment fund. 


55. That the use of financial arrangements, including reinsurance contracts, 
between financial intermediaries be blocked by a specific anti-avoidance rule 
similar to section 845 of the U.S. Internal Revenue Code. 


General Loan Loss Reserves 


56. That authorized general loan loss reserves continue to be set by formula but 
that the level of the reserves be reduced to one-half of its current level over 


five years. 


ode 


58. 


That the Superintendent of Financial Institutions be allowed to require 
additional specific loan loss reserves because of factors such as geographical, 
industrial or sovereign concentration of risk and that these reserves be tax- 
deductible. 


That methods be developed to allocate loan loss reserves by country for 
income tax purposes. 


Claims Reserves 


Do: 


60. 


61. 


62. 


(Oe): 


That the principle of requiring property and casualty claims reserves to be 
established using interest be accepted. 


That structured settlement claims reserves be required to use interest 
immediately. 


That property and casualty claims reserves for existing but unsettled claims 
be allowed to run off as settled. 


That future claims reserves be required to be established using interest as soon 
as the Superintendent of Financial Institutions is satisfied that appropriate 
standards have been established by the Canadian Institute of Actuaries to 
ensure adequacy of reserves. 


That increases in claims reserves or actuarial reserves required by the 
Superintendent of Financial Institutions for solvency purposes be tax- 
deductible. 


Alternative Minimum Margin Tax 


64. 


65. 


66. 


That effective January 1, 1988, the government institute a minimum 
corporate tax on the Canadian earnings of banks, trust companies and life 
insurance companies to be called the “alternative minimum margin tax” and 
that this tax be based on the margins of such financial intermediaries. 


That the limits on equity and real estate investment recommended in the 
White Paper be eliminated. 


That the 10 per cent/5 per cent/2 per cent ownership limitations on certain 
listed preferred shares and taxable SFI shares be reviewed to assess whether 
they would still be required given the adoption of the alternative minimum 
margin tax. 


Investment Income Tax 


67. 


That the proposed investment income tax on life insurance companies not be 
introduced. 


Credit Union Shares 


68. That to the extent that “accumulation unit” shares are permitted in the future 
by the provinces, capital gains treatment be available in respect of credit 
union shares. 


Blue Cross 


69. That the Department of Finance reconsider whether Blue Cross should 
continue to be exempt from income tax. 


Chapter 8: Federal Sales Tax Reform 


70. That parliament enact a law in 1988 to reform the existing federal sales tax 
system, such law to become effective as soon as possible thereafter. 


Related Marketing Companies and the S hift to the Wholesale Trade Level 


71. That the proposals to apply the federal sales tax to marketing companies 
related to the manufacturer and to shift the tax to the wholesale level for a 
limited range of products not proceed; and that in their place a temporary 
federal sales tax surcharge of three per cent of taxes payable be introduced, 
but that this federal sales tax surcharge not be levied on the proposed tax on 
telecommunication services. 


72. That a specific anti-avoidance rule be enacted with respect to related 
marketing companies. 


Tax on Telecommunication Services 


73. That the residential Touch-tone feature be exempted from the proposed 10- 
per-cent telecommunications sales tax. 


74. That all telephone subscribers in the “Remote North’, all of the Northwest 
Territories, Yukon, and other remote locations in Canada where year-round 
road, rail or boat links do not exist be subject to the proposed 10 per cent 
telecommunications sales tax on long-distance calls to a maximum of $3 per 
month. 


Chapter 9: Accelerated Remittances 


7S. That a formal system, financed by the government, should be established to 
allow for members of the Canadian Payments Association to be recognized as 
authorized tax collection agents of the government. 


76. That payments made by taxpayers to the Receiver General for Canada should 
be deemed to be received when paid to a member of the Canadian Payments 


Association. 


Chapter 10: Tax Avoidance and Compliance 


77. That the form of the general anti-avoidance rule proposed by the White Paper 
not be adopted and the following substituted therefor: 


General Anti-Avoidance Provision 


“945(1) The Minister may ignore the consequences of an avoidance 
transaction and may reasonably determine the income, taxable income, tax 
payable or other amount payable of or refundable to any person under this 
Act, having concluded that such amount had been determined as a 
consequence of an avoidance transaction. 


Avoidance Transaction 


(2) An avoidance transaction means: 


(a) any transaction that results in an artificial or undue reduction, deferral or 
refund of tax or other amount payable under this Act; or 


(b) any transaction that is part of a series of transactions or events, which 
series results in an artificial or undue reduction, deferral or refund of tax or 
other amount payable under this Act. 


Interpretation 


(3) For the purposes of this section, “transaction” includes an arrangement, 
scheme, or event. 


Adjustments in the course of a Ministerial Determination 


(4) To make a reasonable determination under subsection (1) of the income, 
taxable income, tax payable or other amount payable of or refundable to any 
person under this Act, the Minister may: 


(a) disallow in whole or in part any deduction in computing income, 
taxable income, or tax payable or any part thereof; 


(b) allocate any deduction or any income, loss or other amount or part 
thereof to any other person; and 


(c) recharacterize the nature of any payment or other amount. 


Adjustments by the Minister to Prevent Double Taxation 


(5) The Minister, in order to eliminate double taxation, shall make any 
adjustment to income, taxable income, tax payable, or other amount payable 
or refundable under this Act of any person other than a person referred to in 
subsection (4), and the Minister shall notify the other person of the 
adjustment within 90 days of the day of mailing of any notice of assessment to 
the person referred to in subsection (4) for the year in which the avoidance 
transaction occurred. 
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78. That no specific penalties be applied to taxpayers who participate in an 
avoidance transaction as defined in proposed section 245. 


Penalties 
79. That the 50 per cent penalty on interest on late or deficient installments not 


be implemented. 


Chapter 11: Tax Reform and Tax Simplification 


80. That, as a pilot project, the relevant government departments form a group to 
follow the recommendations of the report Tax Simplification and simplify the 
sections of the tax system dealing with attribution rules. 


Alternative Minimum Tax 


81. That once the tax system as outlined in this Report is put in place and enough 
time has passed for the reform to be fully phased in, the Minister of Finance 
should review the need for the Alternative Minimum Tax. 
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CHAPTER 1 


Revenue Neutrality: The Impact of the 
Committee’s Proposals on Federal Revenues 


The Committee acknowledges that many of the recommendations in this Report 
will have an impact on federal tax revenues. Some of the recommendations reduce 
revenues, others aim to increase them. In keeping with the approach of the White 
Paper, the Committee has adopted the principle of revenue-neutrality as a constraint 
and, taken together, the recommendations of this report are revenue-neutral. 


Measuring the revenue impact of each recommendation was not an easy task, 
although the Committee did what it could in the short time available to obtain detailed 
revenue impact estimates. In some cases this was straightforward, and precise 
calculations could be done from publicly available data, but in others the implications 
for revenue impact were difficult to determine. The Committee did consult with the 
Department of Finance to obtain detailed and precise revenue impact estimates, and it 
is satisfied that the package of proposals in this Report is approximately revenue- 
neutral. 


An overview of the revenue impact of the Committee’s recommendations is given 
in Table 1. For this purpose, the recommendations have been combined into small 
groups. No estimates were made of the proposed overhaul of capital gains taxation and 
the advance corporation tax, which can be implemented in conjunction with Stage Two 
in a way that is revenue-neutral. Furthermore, the estimates presented indicate the 
average annual revenue impact for the next several years. Presenting detailed annual 
impact estimates for the next five years, as in the White Paper, would suggest a degree 
of precision that was not possible. 


The table indicates how much revenue is gained or forgone for each group of the 
Committee’s amendments to the White Paper package. For instance, the revenue 
impact of the changes in taxation of financial intermediaries and the minimum tax on 
real estate companies is estimated as the total revenue from the Committee’s proposals 
net of the revenue forgone by not implementing the investment income tax proposed in 
the White Paper, and net of an allowance for reduced tax revenues outside the financial 
sector due to trading-away of tax-free financial instruments. By the same token, the 
estimate of revenue from the surtax on the federal sales tax is net of the $300 million 
the White Paper projected could be raised by moving the tax to related marketing 
companies and the wholesale level. 


These revenue estimates represent the net impact of the Committee’s major 
recommendations on federal revenues. The recommendations of the Committee can be 
said to be both balanced and revenue-neutral. 


Table 1 


Revenue Neutrality of the Committee’s Recommendations: 
Estimated Annual Impact on Federal Revenues 


pl) 48. FO LOM ae ee 


(millions 
of dollars) 
Enhanced child benefits, taxation of family allowances and increase in 
dependants’ net income threshold —225 
Capital gains and eligible capital property 0 
Automobile and other expenses, averaging, farm income SN) 
Enhanced write-offs for manufacturing and processing, not restricting investment 
tax credits, and other smaller corporate tax changes — 200 
Changes in taxes on financial intermediaries, including the alternative minimum 
margin tax, and the alternative minimum tax on real estate companies 400 
Net interim sales tax changes is 
Estimated net impact on revenue 0 
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CHAPTER 2 


Background to Tax Reform and to this Report 


If taxes are inevitable, as most people agree they are, then so is tax reform. 
Throughout history, tax reform has been activated by many events, from wars and 
revolutions to royal commissions and legislative changes. On June 18, 1987 the 
Honourable Michael H. Wilson, Canada’s Minister of Finance, presented to 
Parliament a White Paper on tax reform. According to the White Paper, reform is to 
take part in two stages. Stage One includes reform of personal and corporate income 
taxes, to take effect generally in the 1988 tax year, and several interim measures 
affecting the federal sales tax that will be in place until implementation of the second 
Stage of tax reform. Stage Two will deal with reform of the sales tax system; the White 
Paper provides three options for reform, but does not give a timetable for implementa- 
tion. Revenue from sales tax reform will replace revenue from the current federal sales 
tax and allow removal of the personal and corporate surtaxes, further reductions in 
personal income taxes for middle-income individuals and families, and increases to the 
refundable sales tax credit. (Incidentally, the term White Paper is used in a general 
sense to mean both the actual White Paper, which is a relatively brief statement by the 
Minister of Finance, and the related documents on tax reform released by him on June 
Foeeto Se) 


The White Paper proposals were referred to the Standing Committee on Finance 
and Economic Affairs. In this report, the Committee discusses the proposals included in 
Stage One of tax reform. Stage Two will be the subject of further hearings of the 
Committee and a subsequent report. 


The Objectives of Reform 


In a sophisticated economy the tax system is constantly evolving, and the evolution 
in Canada has produced what the Minister recognized as “a crazy quilt of special 
incentives, special deductions and special write-offs.” Each special measure benefits 
someone (or some corporation) but, as the measures increase in number, those not 
receiving benefits begin to see the tax system as unfair. Moreover, such special 
measures often have indirect effects which, if large enough, lead to countermeasures. 
The result is the complicated and inefficient tax system that the White Paper proposes 
to reform. 


According to the White Paper, its tax reform proposals have been designed to meet 
five broad objectives: fairness, competitiveness, simplicity, consistency, and reliability. 
The first three are fairly standard goals of tax reform, although ‘“‘competitiveness”’ is 
often replaced by, and considered part of, the efficiency objective. Consistency refers to 
the need for the personal, corporate and sales tax structures to be well-integrated and 
internally consistent and for the entire tax system to be externally consistent with other 
government policies and programs. Reliability means that revenues raised are 
predictable and based on a fair, broad and secure tax base, and that rules can be relied 
on to stay the same over time. 


Balancing these objectives is the challenge of tax reform. The White Paper 
attempts to balance them by reducing tax rates and the number of tax brackets, 
broadening the tax base, and shifting some of the tax burden from the personal income 
tax to other sources of revenue. On the whole, it achieved its aim, although the 
objective of simplicity appears to have been overlooked or given less emphasis than 
other objectives. There were expectations that tax reform would address the problem 
because of general concern over the growing complexity of the tax system. However, 
although the White Paper introduced some modest simplifications, the problem 
remains. This is taken up in Chapter 11. 


In addition to attempting to balance the five objectives, tax reform had to be 
designed so as to be revenue-neutral; that is, revenues to government from taxes should 
be the same after reform as before, Moreover, reform in Canada was to be consistent 
with recent tax reform in the United States. Consistency in this case does not mean that 
tax reform must be the same here as in the United States, but that, for competitive 
reasons, reform of personal and corporate income taxation must not be too far out of 
line with what has taken place in the United States. As the White Paper put it: “In an 
increasingly interdependent world, it is important not to allow Canada’s tax system to 
put our traders, businesses, investors and highly skilled individuals at a competitive 
disadvantage with other countries.” Of special concern was the widening gap between 
statutory corporate tax rates in Canada and in the United States. This issue will be 
discussed below. 


Overview of Government Tax Revenue 


Income tax is probably the most visible tax to most Canadians. Its visibility, 
however, tends to obscure the contribution to revenue of the rest of the tax system. The 
breakdown of total government tax revenue in Table 2 provides some needed 
perspective. 


In the table, federal personal income taxes do stand out as the largest component 
of tax revenue, representing over 50 per cent of federal revenues. Large as this 
component is, however, tens of billions of dollars are raised from other sources. Because 
most provinces tie their income taxes to the federal income tax, reform by the federal 
government has repercussions for provincial fiscal policy. And a change in provincial 
fiscal policy can affect other revenue items — from provincial sales tax rates to local 
property taxes. Thus federal-provincial interrelationships, which can be direct or 
indirect, emphasize the importance of the consistency objective. 
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Table 2 


Total Government Tax Revenue, 1986 
a eS a ee ee Pe ee 
Federal Provincial 
and Local 


SATE: Tic ca ee eee eee 


(millions of dollars) 


Total tax revenue 70,882 66,913 
Total income taxes 50,145 28,248 
Personal 387321 24,072 
Corporation 10,724 4,176 

On payments to non-residents 1,100 0 
Property and related taxes 0 16,840 
Total consumption taxes 19,427 19.197 
General sales 10,850 13,081 
Motive fuel 1,297 3,389 
Alcoholic beverates and tobacco 2,616 2,000 
Customs duties 4,205 0 
Other 459 1H 
Miscellaneous taxes 1310 2,628 


Source: Based on data from Statistics Canada, CANSIM Division. 


By focussing on a single year, the table of course misses the changes in relative 
importance of revenue sources over time. The most important change, and an important 
stimulus to the current reform proposals, has been the relatively greater contribution to 
revenues by the personal income tax. In the 1950s, personal income tax produced about 
one-quarter of total federal tax revenue; by 1986 this tax produced more than one-half 
of federal tax revenues. The shift has also been apparent in more recent years. As the 
White Paper puts it: 


The relative importance of personal income taxes has increased markedly, 
while the shares of both the corporate income tax and sales tax have declined 
significantly. This shift in the balance of federal tax revenues reflected a 
combination of policy actions undertaken in the 1970s and early 1980s, and 
the uneven impact of economic conditions in the late 1970s and early 1980s on 
the composition and size of the underlying tax bases. 


The White Paper concludes that a rebalancing of federal tax revenue shares is 
needed. 
In the absence of tax reform, increasing reliance on personal income taxes 


would have continued. The tax measures in the first stage of tax reform will 
lower the share of personal income taxes and increase the shares of both 


corporate income and sales taxes. 


The Issue of Tax Expenditures 


What an individual or company pays in taxes, the government receives in tax 
revenue. To these two sides of any tax system must be added another, namely tax 
expenditures. Tax expenditures, which are also called tax incentives, tax preferences or 
selective tax measures, arise when the government introduces a measure that allows an 
individual or corporation to pay less tax than would be paid without the measure. 
Examples include the deduction of tuition fees and investment tax credits. Mhese 
measures may be based on the finest motives — stimulating higher education or 
promoting investment in less developed regions — but they narrow the tax base. 


Concern about tax expenditures has been growing in recent years, and the 
Department of Finance has responded by publishing documents about these measures 
in 1979, 1980 and 1985. The most recent, Account of the Cost of Selective Tax 
Measures, provided estimates for personal and commodity tax measures for 1979 to 
1983 and for corporate income tax provisions for 1979 to 1982. The Department of 
Finance documents are very cautious in presenting estimates of individual selective tax 
measures and warn that simply totalling the estimates will not produce a valuation of 
all the measures in the Canadian tax system. Nevertheless, the total value is in the tens 
of billions of dollars. 


One tax expenditure that has received a great deal of attention is not covered in 
the Department of Finance documents — namely, the scientific research and 
development tax credit (SRTC), which was implemented in January 1984 and 
terminated in May 1985. The experience of the SRTC, especially one type of 
transaction that became known as the “quick flip”, has been called a fiasco. In his 1984 
Annual Report the Auditor General highlighted problems with the SRTC and the 
quick-flip transactions; his 1985 Annual Report included a chapter on income tax 
expenditures in general. In June 1986, the House of Commons Standing Committee on 


Public Accounts issued a more comprehensive report dealing with the problems of the 
SRE: 


Given this experience of the SRTC, eliminating tax preferences would seem a 
desirable way to broaden the tax base. Tax preferences, however, do recognize the 
importance and special problems of specific groups, of which Canadian artists are a 
good example. As the Canadian Conference of the Arts put it during an earlier 
appearance before the Finance Committee: 


Although we recognize the government intends its tax reform to be beneficial 
to Canadians in general . . . we caution that such a global and general 
approach will drown out yet again the recognition we have been striving to 
achieve for artists and arts organizations within the tax system. 


This Committee recognizes the special place of artists in Canadian society and 
would like to see them supported in as efficient a way as possible, because Canada 
cannot afford to neglect its culture or the artists who contribute to it. Other special 
interest groups, however, could similarly argue that their special circumstances merit 
special treatment in the tax system. An important part of tax reform is the rebalancing 
of the tax system to give more weight to the goals of equity and simplification than to 
the arguments of special interest groups. 


Thus, although the White Paper attempts to broaden the tax base by removing 
some tax preferences, it recognizes limits to this process: “The tax reform proposals put 
forth in this White Paper strike a balance between removing specific preferences and 
recognizing Canadian priorities and needs.” One of the tasks of the Finance Committee 
is to see how the balance was struck. 


U.S. Tax Reform 


Tax reform in the United States has provided a stimulus to reform in Canada. In 
fact, the U.S. Tax Reform Act of 1986 put pressure on all industrialized countries in 
the West to examine and reform their tax systems. The most prominent features of U.S. 
tax reform are a reduction in top tax rates for individuals and corporations, a 
broadening of the tax base by reducing or eliminating numerous tax benefits, and a 
shifting of the tax burden from individuals to corporations. 


In 1988, personal income tax in the United States will have a two-tier structure — 
I5 per cent for taxable income below US$29,750, and 28 per cent for taxable income 
above that level. Prior to tax reform, there were 15 personal tax brackets, with the top 
one at 50 per cent for taxable income greater than US$175,250. The top corporate tax 
rate in the United States drops from 46 per cent to 34 per cent. 


Capital gains will be taxed as income, and individuals will no longer be able to 
deduct the interest charges on car loans, credit card purchases and other consumer 
loans. Corporations will also be affected by the new treatment of capital gains and, in 
addition, they face restrictions on business meals and entertainment expenses, less 
generous depreciation deductions, and a minimum tax based on a broadened definition 
of income. The net effect is estimated to be an increase in corporate taxes of US$120 
billion over five years. 


To provide competitive conditions, the tax system in Canada should not get too far 
out of line with that in the United States. Canada should not, however, simply copy the 
U.S. reforms. For one thing, there is an important provincial dimension to federal tax 
reform in Canada because of the way most provinces link their tax systems to that of 
the federal government. Links. between the states and the federal government are 
weaker in the United states. Moreover, the United States had much greater opportunity 
for broadening the tax base before reform than Canada has now. Social benefits and 
medical programs are more extensive in Canada than in the U.S., so income taxes have 
been higher here, and they will continue to be higher as long as Canada enjoys more 
extensive social benefits. 


Other Influences on Tax Reform 


Recent reform of the U.S. tax system is not the only influence on tax reform in 
Canada. As is the case in most sophisticated economies, Canada has had periodic 
reviews of its tax system. The most sweeping review was the Royal Commission on 
Taxation appointed in 1962. The Commission, called the Carter Commission after its 
Chairman Kenneth E. Carter, finished its report in December 1966. The report, which 
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was tabled in the House of Commons in February 1967, comprised six volumes and an 
index. In addition, there were about thirty volumes of related studies. 


The Commission focussed on personal and corporate taxation and proposed 
comprehensive changes to the tax system that were based on several popular objectives 
of taxation with equity given the greatest weight. The first conclusion of the report 
sounds a note that is familiar and relevant 20 years later: 


The present system does not afford fair treatment for all Canadians. People in 
essentially similar circumstances do not bear the same taxes. People in 
essentially different circumstances do not bear appropriately different tax 
burdens. 


The changes proposed also have a familiar ring, because of the issues they raised 
and the solutions they offered to perceived flaws in the tax system. Among the proposed 
changes were a comprehensive concept of income (the principle that “a buck is a buck”, 
so gifts, bequests, capital gains and other forms of income should be treated the same); 
a new schedule of progressive tax rates that would lower top marginal tax rates; 
recognition of the family or the unattached individual as the basic tax-paying unit; 
integration of corporate and personal income taxes; and replacement of the 
manufacturers’ sales tax by a more comprehensive retail tax. 


The Report of the Carter Commission was followed in 1969 by a White Paper 
which in turn was followed by Reports of Committees in the House of Commons and 
Senate. The government finally enacted tax reform legislation in the budget of June 18, 
1971, and tax reform was implemented effective January 11, 1972. The tax reform 
measures were not as sweeping as those put forward by the Commission, but they did 
include broadening the tax base, integrating personal and corporate income taxes, 
lowering the top marginal rates, increasing personal exemptions and making one-half of 
capital gains taxable. 


Subsequent budgets introduced large changes to the tax system, and their partial 
reforms and tinkering — found in most budgets — eventually led to the complicated 
tax system we have today. 


Work of the Committee 


By its nature, the Committee often deals with tax-related issues, regularly 
examining ways and means motions and analyzing specific proposals that would require 
changes to Canadian tax laws. In early 1986, the Committee reviewed the issue of tax 
simplification and in June 1986 issued the Report Tax Simplification, which 
concentrated on the personal income tax system. 


In his speech to the House of Commons on October 23, 1986, the Minister of 
Finance presented guidelines for the then forthcoming tax reform. He asked the 
Standing Committee on Finance and Economic Affairs to review the guidelines and 
“make recommendations on how the government’s goal for tax reform can best be 
achieved, while maintaining a system that suits Canada’s needs.” 
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There were nine guidelines set out in the Minister’s speech to the House: 


fairness, economic growth, 

simplicity and compliance, Canadian priorities, 

balance, transitional implementation, and 
stability (of revenue), consultation. 


international competitiveness, 


The list of guidelines can be considered an extension of the three characteristics usually 
considered important to an ideal tax system — fairness, simplicity and efficiency — or 
an extension of the five objectives given in the White Paper. 


The Committee held public hearings with more than 20 groups from November 
1986 to April 1987. In addition to these sessions, the Committee met several times with 
representatives of the Department of Finance. Although certain of these sessions were 
in camera hearings about tax reform, the Department did not divulge the specifics of 
forthcoming tax reform. Other sessions with the Department of Finance were 
concerned with the ways and means motion in October 1986 implementing the 
February 1986 budget measures. All of these hearings touched upon issues important to 
tax reform, as did the appearance of the Department to discuss its Main Estimates for 
the 1987-88 fiscal year. 


With only a general outline of the prospective tax reform, the Committee 
developed what could be viewed as an investigative role during its early hearings. 
Instead of probing to discover how a witness reacted to a specific proposal, the 
Committee let each witness establish the ground to be covered. Some witnesses 
presented comprehensive tax reform proposals; others focussed on one or two specific 
issues (such as tax credits for low-income Canadians or capital cost allowances for 
manufacturers). Several discussed the implications of replacing the existing federal 
sales tax with a business transfer tax (BTT), although no specific proposal was before 
the Finance Committee. Nevertheless, these early hearings provided an excellent 
preview of the work that would follow the White Paper. 


The Minister of Finance presented the White Paper on Thursday evening, June 18, 
1987, and the Committee began hearings on tax reform the following Monday. The 
initial sessions were with officials from the Department of Finance who surveyed the 
White Paper for the Committee and reviewed specific issues. 


Even before the White Paper was presented, the Finance Committee had begun 
assembling a staff of accountants, lawyers, economists and other researchers. Over the 
summer, this research staff met several times with officials from the Department of 
Finance, and these meetings led to further inquiries for information and interpretation 
as the critical issues of tax reform emerged and while the Report was being prepared. 


Also during the summer, briefs from interested Canadians — individuals and 
groups — began arriving, in a trickle at first and then in a flood around the August 18 
deadline. Over 550 briefs were sent to the Committee, and they were analyzed 
according to the issue or issues addressed, with the information stored by computer. 
After review by Committee members and the researchers, the briefs formed the basis 
for inviting witnesses to appear before the Committee, and in turn as preparation for 
the hearings. 
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The Committee held hearings with 174 witnesses. (The Departments of Finance 
and National Revenue are each counted once although they appeared several times.) 
These hearings were held in Ottawa and, during the last two weeks in September, in 
cities in the west and east. In addition to the public hearings, the Committee held 
numerous in camera working meetings to discuss issues raised by the White Paper, and 
the briefs submitted to review the testimony of the witnesses. In the middle of October, 
the Committee spent three days at Mont Ste.-Marie, Quebec, to concentrate on its 
Report. 


The Committee’s mandate was to examine the proposals for Stage One of the tax 
reform as presented in the White Paper. Specifically, this Report examines issues raised 
in the White Paper document Income Tax Reform as well as the issues having to do 
with transitional measures proposed in the White Paper. 


The perceived importance of the issues raised in the White Paper documents 
changed as the Committee reviewed briefs and progressed with the hearings and 
discussions of tax reform. The structure of this Report is based loosely on the structure 
of the Income Tax Reform document, with the addition of chapters on Stage One 
federal sales tax changes and simplification. 


In a report of this nature the emphasis given specific topics depends on several 
factors, including the complexity of the topic, the emphasis given the topic in briefs and 
hearings, and whether the Committee agreed substantially with the White Paper — in 
which case a topic is treated briefly or not at all. In some cases, the discussion of a topic 
in one section covers related topics that are then not treated in the other relevant 
sections. 


In general, the Committee agrees with the stated objectives and thrust of tax 
reform. The shift from deductions and exemptions to credits, the lowering of tax rates, 
and the broadening of the tax base make the system fairer and more progressive, and 
the Committee welcomes these moves. As the “List of Recommendations” shows, 
however, the Committee does not accept many of the details found in the White Paper. 
The reasons for disagreement and the Committee’s analysis of the recommendations 
are set out in the text of the Report. 


Therefore, the Committee recommends: 


1. That the Canadian income tax system be reformed along the lines proposed in 
the White Paper on Tax Reform, and in particular that the proposed base- 
broadening measures, conversion to credits and rate structures for the 
corporate and personal income tax be implemented, and that the other 
measures under Stage One of tax reform be adopted, subject to the 
recommendations that follow. 


2. That the tax system be amended less frequently following reform, and that it 
be kept as stable and simple as possible. 


CHAPTER 3 


The Effects of Tax Reform on the Economy 


One of the objectives of tax reform is encouraging competitiveness, growth and 
jobs. The White Paper argues that reducing subsidization of particular types of 
investment through the tax system makes the economy more efficient; that lower tax 
rates are the best way to reward success and will stimulate economic activity; and that 
the tax system should not place Canadians at a competitive disadvantage in 
international and domestic markets. 


While examining the effects of the White Paper proposals on the economy, the 
Committee invited some economic policy research organizations to present their 
analyses. There was general agreement that the proposed tax reforms would have some 
impact on the macroeconomy in the next few years. Personal tax reform should give a 
boost to consumer spending in late 1988 and 1989, 


Reform will also have some lasting structural consequences. These will be positive 
if sales tax reform under Stage Two goes ahead. The witnesses agreed that the 
Canadian tax system will remain competitive with the U.S. system. No analysis was 
offered of regional economic impacts, but witnesses did indicate that differences were 
likely to be very minor. 


Macro-Economic Impact 


As the White Paper proposals are revenue-neutral and involve only a limited 
restructuring of revenue sources, their short-term impact on the economy will be 
modest. The timing of the elements of the package has an influence on the short-term 
impact. Stage One provides for a personal income tax reduction in 1988 and 
particularly in 1989 (through refunds), which will boost consumer spending. The tax 
cut is financed in part by acceleration of revenue collections, which has very little effect 
on the economy. Increases in sales and corporate taxes will temper the stimulative 
effect of higher disposable incomes of consumers, the more so after 1989 since the 
corporate tax changes are phased in gradually. 


A temporary boost to economic activity results. According to several independent 
studies presented to the Committee, production in 1989 may be as much as 0.5 per cent 
higher than without tax reform. There could be 30,000 to 100,000 more jobs, and the 
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unemployment rate would drop by 0.2 to 0.4 per cent. By 1991 the change in 
employment would be higher still. The annual change in the Consumer Price Index 
would be 0.1 to 0.2 per cent higher over the period 1988-91 because of higher sales and 
corporate taxes and higher activity levels. 


Several witnesses noted with approval the more even taxation of all types of 
investment, observing that this will improve quality of investment over the longer haul 
by reducing tax-induced distortions. However, some warned that in spite of this Stage 
One alone may well be a drag on the economy in the longer term, because the increase 
in taxation of investment it imposes could slow down economic growth. 


The economic experts all called for early implementation of Stage Two. Although 
sales tax reform would have transitory inflationary effects when introduced, it is 
expected to have lasting economic benefits. Replacing the current federal sales tax 
reduces distortions, removes taxes on business inputs, and enhances the competitive 
position of Canadian products and services. Insofar as Stage Two would include income 
tax cuts, it might also stimulate saving and investment, work effort and enterprise, and 
thus offset any lasting negative effect of Stage One on economic growth. 


Competitiveness 


The macro-economic analyses presented to the Committee implicitly assume that 
Canada’s tax system would remain internationally competitive under the White Paper 
proposals, especially compared to the tax system in the United States. The testimony 
heard by the Committee suggested that on the whole the tax system does remain 
competitive, and an analysis by the Conference Board of Canada showed that the 
corporate tax system continues to give Canadian manufacturers a slight if somewhat 
reduced edge. These matters are examined in more detail in other parts of this report. 
The point to be made here is that, in the absence of reform, the Canadian tax system 
would lose that competitive edge. Tax revenues, investment and jobs would be lost to 
the United States. Preventing such a situation surely is one of the economic benefits of 
reform, one that may well outweigh the other effects discussed earlier, and it certainly 
lends urgency to tax reform. 


The Deficit 


As the White Paper indicates, the Stage One proposals have virtually no effect on 
the federal deficit in the medium term. Insofar as Stage One stimulates economic 
activity in the next few years, some extra revenue will be generated. 


Some economic policy research groups expressed the view that reform should have 
contributed to deficit reduction and not merely be revenue-neutral. They were 
concerned that the economic projections presented in the White Paper may be too 
optimistic, and that the deficit could turn out to be larger if the economy performs 
worse than projected. It was noted that the yield from base-broadening measures is 
uncertain, and could be lower than projected. The concern about the projected size of 
the federal deficit was shared by a number of representatives of the business 
community. 
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The Committee, however, feels that tax reform is a worthwhile endeavour on its 
own merits, and that combining tax reform with a change in fiscal strategy would 
complicate matters greatly and make the enterprise more risky, 


As for the uncertainty attached to yield estimates of base-broadening measures, it 
may be recalled that the existence of many generous tax preferences has led to 
unanticipated revenue shortfalls in the past. By closing down or tightening these 
preferences, base-broadening reduces the risk of revenue shortfalls in future. Many of 
the measures directly stem the ongoing erosion of the revenue base and prevent future 
such erosion. Although ‘the yield of individual base-broadening measures may be 
impossible to estimate with precision, taken together they are sure to make revenue 
projections more accurate by providing a more reliable revenue base. Therefore, the 
Committee endorses this thrust of tax reform. It has thoroughly reviewed the proposals 
to ascertain whether they do indeed ensure a reliable revenue base, and through many 
of its recommendations contributes to this objective. 
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CHAPTER 4 


Personal Income Tax Reform 


Impact and Review 


In the White Paper proposals for personal income tax reform, three broad sets of 
changes are envisaged that reduce federal revenues from personal income taxes by $2- 
$2.4 billion per year over the next five years: 


¢ lower tax rates and reduction of the current ten tax brackets to three; 
* conversion of personal exemptions and certain deductions into tax credits; and 


e base broadening. 


In its examination of personal income tax reform, the Committee was aided by 
comments from many briefs and from a large number of witnesses. Naturally the 
comments focussed on the fairness of the reformed system. The introduction of tax 
credits and the base broadening thrust received high marks. Yet the overall impact of 
the changes on progressivity, many witnesses noted, is rather neutral, and they 
expressed disappointment that the White Paper did not propose full indexation of 
brackets and credits. 


The Tax Credit Proposals 


Almost all briefs and witnesses welcomed the conversion of personal exemptions 
and certain deductions into tax credits. By providing the same tax reduction to all 
qualifying taxpayers irrespective of income, tax credits help to make the tax system 
fairer and more progressive. 


Two general questions were raised in the Committee’s hearings. A number of 
witnesses wondered why some deductions are to be replaced by the tax credits and 
others are not. Many also observed that conversion to credits is not an isolated step and 
that it needs to be evaluated in the context of reform as a whole. These questions are 
addressed in turn. 


The Committee has spent many hours discussing the scope of the conversion to 
credits with officials of the Department of Finance and witnesses. All personal 
exemptions are converted, making for a coherent, well-integrated set of reform 
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measures that enhance fairness and may actually simplify tax filing to some extent. The 
Committee is not in full agreement with the proposed changes in the tax treatment of 
dependent children, but it agrees with the basic thrust of the introduction of tax credits 


that replace personal exemptions. 


As regards deductions, the White Paper proposes that tuition fees and education 
expenses, CPP/QPP and UI contributions by employees, charitable donations and medical 
expenses be treated through credits. Pension and RRSP contributions, union and 
professional dues, child care expenses and the CppP/QpP contribution payable on self- 
employed earnings will continue to be treated as deductions. 


The reasoning behind why some deductions are converted and others are not is 
based on the general principle that expenses incurred to earn income should be 
deductible. By contrast, tax incentives and recognition of special circumstances of the 
taxpayer, in line with the treatment of dependants, are fairer when they are in the form 
of credits. In the view of the Committee the new credits for tuition and education 
expenses, charitable donations and medical expenses are justified on this basis. As for 
the deductions that remain, the Committee has examined CppP/QpP contributions on 
self-employed earnings and concludes that these ought to be treated as credits in the 
interest of tax simplification. The White Paper indicates that the government will deal 
with child care expenses in the context of its review of the policy on child care. Union 
and professional dues may be regarded as employment expenses that should be treated 
as a deduction. 


Officials of the Department of Finance explained to the Committee why 
deductions for retirement savings are not converted to credits. A tax credit at the 17 per 
cent federal rate would reduce tax assistance for employee contributions to RPPs and for 
RRSP contributions out of incomes in the middle and upper brackets. This would 
discriminate against contributory plans and RRSPs, and create a tax incentive to shift to 
greater employer contributions. High-income contributors approaching retirement 
would prefer to drop out of their plans instead of saving federal taxes at 17 per cent on 
contributions towards benefits a few years later that would be taxed at 26 or 29 per 
cent. In other words a tax credit for contributions could not be introduced without re- 
examining how benefits should be taxed. Clearly there are practical obstacles to a tax 
credit for private retirement savings plans. 


No such obstacles stand in the way of a tax credit for CpPP/QPP contributions, since 
the contributions are mandated by the government. The same applies to UI contribu- 
tions. Comparing the fairness of a tax credit and a deduction is not simple, however, 
because the tax treatment of benefits is an important factor. For social insurance plans 
it can be argued with some justification that they provide an income floor, and that the 
plans operate almost entirely in the lowest income brackets. The switch to a tax credit 
raises a large amount of revenue, and by taking it from middle and upper incomes a 
contribution is made to keeping the personal income tax system progressive. 


Progressivity 
It is clear that the White Paper proposals will not redistribute the tax burden 


among different income groups in a major way. The average tax reduction per 
household is 0.9 per cent of income. Households with incomes in the $15,000 to $30,000 
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range experience reductions of 1.4 per cent, those in the $50,000 to $100,000 range a 
0.6 per cent reduction; the other groups are very close to the average of 0.9 per cent 
(Table 3). The share of federal taxes payable is somewhat reduced for incomes under 
$30,000 and increased for incomes above this level (Table 4). 


Table 3 


Overall Impact of Tax Reform for all Households Affected 
SEE eee 
Average Change in Federal/Provincial Personal Income Tax 
Due to Tax Reform Measures, 1988 


Change as Change as 
Number Average a percent a per cent 


Income range affected change of tax of income 
($000) (000) ($) (%) (%) 
Under 15 2,860 —90 —15.5 —0.8 
15-30 epenly) —320 -—10.2 —1.4 
30-50 Propils — 310 —4.] —0.8 
50-100 1,740 — 395 — 2.6 —0.6 
100 and over 235 —1,615 —3.2 —1.0 
Total 10,720 — 295 — 4.5 —0.9 


Source: Department of Finance, Tax Reform 1987: Income Tax Reform, Table 2, p. 33. 


Table 4 


Share of Federal Income Taxes Paid by Individuals 
by Income Group, 1988 


Share of federal tax 


payable 

After 
Share of Before tax tax 

Income range taxfilers reform reform 
($000) (%) (%) (%) 
Under 15 46.7 1.6 13 
15-30 28%) 25.2 24.0 
30-50 Lee 38.3 38.5 
50-100 Des) 22.8 23,8 
+100 0.8 Ve 12.4 
100.0 100.0 100.0 


Total 


Source: Department of Finance. Tax Reform 1987: Income Tax Reform. Table 4.4, p. 37. 
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These figures show the combined result of base broadening, conversion to tax 
credits, and rate reductions. Base broadening involves eliminating or restricting a 
variety of tax preferences that are most attractive to and therefore used mainly by high- 
income people. Thus, as shown by impact data in the White Paper, the proportion of 
households that experience an increase in taxes as a result of reform rises with income. 
Although tax preferences are curtailed, however, the share of taxes borne by high- 
income people remains almost the same, partly because of the sharp reduction in the 
top marginal federal rate from 34 to 29 per cent, and partly because of the modest 
nature of a number of the base-broadening measures. 


As pointed out earlier, the conversion of exemptions and deductions into tax credits 
in itself makes taxes more progressive, since the value of a deduction is greater the 
higher the income tax bracket, whereas a credit gives the same amount of tax reduction 
to all. But the progressivity of the tax system changes little when the rate cuts are taken 
into account. Thus two powerful mechanisms for making the tax system more 
progressive — base broadening and replacing exemptions and deductions with credits 
— have been used to accommodate a shift to a less progressive rate structure in a way 
that leaves the distribution of the tax burden by income class virtually unchanged. 


Partial Indexation 


Many witnesses appearing before the Committee deplored the fact that the White 
Paper did not propose full indexation of the personal tax system. The Committee has 
carefully reviewed this matter with the help of analyses of the impact of partial 
indexation from some of the briefs. 


If prices and incomes are rising as they currently are in Canada, the absence of full 
indexation means that the revenue from personal income taxes increases faster than 
incomes. The tax burden rises, and this happens not evenly across the income scale, but 
most rapidly for those with incomes in the lower ranges of each tax bracket, including 
low taxable incomes. The income threshold at which people begin to pay income tax 
falls in real terms. 


What the witnesses and briefs that addressed partial indexing suggested was that 
the gains from personal income tax reform are transitory, as several years without full 
indexation will raise the tax burden on incomes back to the level where it would be in 
1988 without tax reform. This is obviously a valid point if the annual inflation rate 
equals or exceeds the maximum indexation factor of 3 per cent per year. The White 
Paper projects that the rate will be 3 per cent on average for the years 1989-92. 
Calculations made for the Committee indicate that, after three years of partial 
indexation when inflation is at or above 3 per cent, personal income tax revenue will 
reach approximately the same level in relation to income as in 1988 before reform. 


This led the Committee to compare the impact of tax reform and of three years of 
partial indexation. The question the Committee asked was whether a taxpayer in 199] 
would pay less tax in relation to income than in 1988 without reform. It is recognized 
that tax reform reduces the tax burden in 1988 and subsequent years. The comparison 
is between the personal income tax burden in 1991 — after reform and three years of 
partial indexation — and in 1988 without reform. 
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It was found that a single taxpayer with only income from employment will still be 
better off in 1991 than he would have been in 1988, irrespective of his income. A one- 
earner family of four with income in the low or high bracket will also still be better off 
in 1991. However if the earner in this family has income in the middle bracket, the 
family will be worse off by 1991. Partial indexation erodes the value of the refundable 
child tax credit, especially for families who receive a partial credit, and of the new child 
exemption credit. The tax benefits for parents of dependent children are also reduced 
under tax reform. Hence tax reform does not correct for the erosion of child benefits 
through partial indexation, and it reduces child benefits for middle income families still 
further. For larger families these effects will be more severe. This matter is addressed in 
the section “Child Benefits”’. 


It can also be shown that the White Paper proposals would raise the income 
threshold at which a one-earner family of four starts paying tax by an amount that 
offsets the effect of three years of partial indexation. For most other taxpayers the 
threshold is raised by even more through tax reform. In this way the White Paper 
proposals reduce to zero the taxes of 850,000 people who would otherwise pay taxes. 
Families with incomes below the threshold are not affected by tax reform, but they 
experience a reduction in the real value of their tax refunds as a result of partial 
indexation. However it should also be noted that the refundable child tax credit has 
been increased substantially since 1985. 


The Committee is of the view that the fiscal situation of the federal government 
rules out full indexation. It has considered full indexation of the basic personal credit 
and other personal credits as a way to automatically update the taxable threshold and 
offset the effect of partial indexation on low taxable incomes, but has had to reject it 
because of its high cost and inadequate targeting. The Committee notes with approval 
that tax reform corrects for the effects of several years of partial indexation on incomes 
in the low bracket and on the income threshold above which people pay federal income 
tax, and urges the government to continue to make such corrections at regular intervals. 


A Competitive Rate Structure 


Commentary on the competitiveness of the Canadian personal income tax system 
tends to focus on a comparison of the top marginal rate with that in the U.S. The 
importance to Canadian well-being of highly-paid professionals, entrepreneurs and 
investors and the idea that these individuals have a high degree of geographic mobility 
underlies this concern. 


The top federal rate of 29 per cent is close to the top U.S. rate of 28 per cent. 
When provincial and state taxes are brought into the equation, however, the 
comparison is substantially less equal. On the other hand, the US. federal rate exceeds 
28 per cent over a wide range of income because of the recapture of the benefit of the 
15 per cent rate and the phase-out of the personal exemption. Thus, a rate of 33 per 
cent applies from $43,150 to $101,760 for single taxpayers and from $71,900 to 
$171,650 for joint filers. 


Certain witnesses wondered how critical the top personal marginal rate is for 
competitiveness. It was argued that all Canadians enjoy the benefit of a larger public 
sector role, and that the choice of location depends on quality of life and many other 
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factors besides taxes. Other witnesses however stressed the mobility of the movers and 
shakers who are so vital to the Canadian economy. Some also made the point that in the 
U.S. recently high incomes contributed more tax revenues after the top marginal rate 
was reduced. 


The Committee concludes that the White Paper proposals for personal income tax 
reform have been carefully crafted so as to effect an acceptable compromise among the 
criteria of fairness, efficiency and competitiveness. This is only a global assessment, of 
course, and the Committee is proposing amendments to some specific White Paper 
proposals. For instance, the Committee proposes some improvements in child tax 
benefits. However the overall impact of the package is appropriate and the Committee 
endorses the new rate structure along with the thrusts of base broadening and 
conversion to credits. 


Specific Tax Credits 


Child Benefits 


The tax recognition of children is an integral part of the family benefit system, 
which is currently undergoing substantial changes that are augmented by the White 
Paper proposals. Many briefs, as well as the witnesses at the Committee hearings, 
addressed the changes in child benefits, and they did not confine their comments to the 
White Paper proposals. All expressed concern about the sweeping restructuring of 
family benefits and the sharp erosion of benefits for middle- and upper-income families. 


Evidence presented to the Committee indicates that, over a span of seven years 
from 1984 to 1991, real child benefits will be cut by half or more for upper- and 
middle-income families, whereas real benefits for low-income families will end up being 
at the same level in 1991 as in 1984, if the government does nothing to change the 
effects of partial indexing and the White Paper proposals. However, the government 
has made commitments with respect to the child benefits area, and, although the 
government may choose to focus exclusively on a new national child care policy, it 
would be unreasonable to take the projected level and structure of benefits in 1991 asa 
starting point for policy recommendations. 


Thus the Committee is faced with a dilemma. Its task is to examine the White 
Paper; yet larger changes are occurring, and it is these the Committee was urged to 
address. In the end, the Committee has decided to confine its recommendations more or 
less to the White Paper proposals and to the tax recognition of children. Elsewhere in 
this report some comments are offered in respect of partial indexation, which pertain 
also to child benefits, and the Committee feels that there will be other opportunities to 
address family benefits in future. 


The White Paper proposals contain five sets of changes to child benefits, which are 
discussed below: 


1. Converting the child tax exemption into a tax credit. This follows upon the 
steps taken in the May 1985 Budget to reduce the child tax exemption. The 
Committee is concerned about the effect of this proposal on large families. 
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2. Removal of the tax recognition of dependent children over 18 except for those 
who are infirm, and introduction of a tuition and education credit. The 
Committee feels these changes go too far. 


3. A reduction in the “turning point” family income level above which the 
existing child tax credit is phased out. This is a byproduct of conversion of 
several tax deductions to tax credits, and the Committee regards it as 
undesirable. 


4. . A progressive tax on family allowances because the exemption is replaced by a 
tax credit. The question arises as to which parent should report children as 
dependants. 


5. The net income allowed a dependant without a reduction in the tax credit for 
the supporting relative is set at $500 for all dependants. This threshold is too 
low. 


The Child Tax Exemption Credit 


The conversion of the child exemption to a credit has been welcomed by all asa 
progressive step. However there has been concern about the level of the credit, at $65 
per child. This level represents a confirmation of the policy of the May 1985 Budget 
which reduced the child exemption to the same level as family allowances, thus 
offsetting income taxes on the allowances. The credit goes further, however, in that it 
does not offset the tax on family allowances for a parent with income taxable at the 26 
or 29 per cent federal rate. 


The Committee feels that such changes would be too great and too rapid for large 
families. It therefore proposes that the federal child exemption credit be doubled for the 
third child and subsequent children, providing approximately $100 more per child, if 
the provinces followed the federal lead. 


Such an increase in the proposed tax credit would provide some relief to large 
middle-income families who could otherwise experience a reduction (or complete loss) 
of the refundable child tax credit, and whose gains from personal income tax reform 
would be relatively small. It would also provide relief to large families with relatively 
low taxable income. However, its effect in alleviating poverty would be restricted if the 
increase in benefits were not extended to families with no taxable income. 


The Committee proposes that the government make the increase in the credit 
refundable. The refund, to be made by the federal government, would be $100 per 
eligible child to reflect the value of the credit for federal and provincial taxes combined. 
As a mechanism, a top-up in the refundable child tax credit for third and subsequent 
children in families with incomes below the taxable threshold is suggested. This minor 
complication in the tax system would aid in concentrating benefits where they are most 
needed. 


The cost of such a measure would be moderate, in the order of $55 million for the 
federal government, including the refundable portion. The cost to be provinces 
(excluding Quebec) would be $17 million. About 600,000 families would benefit. 
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Therefore, the Committee recommends: 


3. That for the third and each subsequent child under age 19 a taxpayer 
claims as a dependant: 


a) the taxpayer be given an additional exemption credit of $65; 


b) this additional credit be made refundable in the form of a top-up of 
the federal refundable child tax credit of up to $100 per child. This 
top-up is reduced by the portion of the additional exemption credit 
that is used to reduce federal tax payable to zero; 


c) that the government negotiate with the province of Quebec to 
provide an equivalent tax reduction to taxpayers with eligible 
children in that province. 


Dependent Children of 19 Years of Age and Over 


The White Paper proposes drastic changes in tax support for dependent children 
and students over 18 years of age. Those over 18 will be regarded as adults who can be 
claimed as dependants by others only if they are infirm. A credit of $250 for infirm 
dependent children over 18 years of age will replace the current exemption. 


The exemption for dependent children aged from 18 to 21 will be eliminated, as 
well as the exemption for children over 21 who are studying full-time at colleges or 
universities. This exemption was projected to have a value of $1,000 in 1988. A single 
parent, however, will lose the equivalent-to-married exemption for a dependent child 
over 18, unless he or she has another dependant eligible for the new equivalent-to- 
married credit. 


To replace these exemptions, the White Paper proposes a new credit for tuition 
fees and education expenses that can be transferred to a supporting spouse, parent or 
grandparent. The credit will be $10 per month of full-time attendance at a designated 
educational institution, plus 17 per cent of tuition fees paid in the calendar year, up toa 
combined maximum of $600 per year. The ample transferability feature makes it 
highly likely that the full cost of tuition fees and allowed education expenses will be 
credited against federal taxes. 


In addition, persons over 18 years of age qualify as adults for the federal sales tax 
credit. This credit, introduced in 1986 with a rate of $50 per adult with a net income 
under $15,000, will be raised to $70. 


The combined effect of these changes is a shift away from tax assistance based on 
age and dependency status to tax assistance for the cost of post-secondary education. It 
is by no means simple to work out the impact on the group affected, since so many 
changes are made at once. This may well be a major reason why the Committee has 
received few representations on these matters. 


Very early in its examination of the White Paper, the Committee observed that 
many children are still in high school in the year in which they reach the age of 18 and 
according to the White Paper proposals these children would not be recognized as 
dependants. Depending on the family situation this could mean a sharp reduction in 
benefits at a time when the child is evidently still a dependant. An announcement by 
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the Department of Finance dated August 31, 1987, indicates that in the year in which a 
person turns 18 he or she is still regarded as a child under 18 for the refundable child 
and sales tax credits and the dependant and equivalent-to-married tax credits. In the 
view of the Committee, this announcement deals with the problem in a satisfactory 
manner. 


The Committee feels, however, that tax assistance is too drastically curtailed for 
those at ages 19 to 21 who for whatever reason are not self-supporting nor in post- 
secondary schools. Lack of opportunity in high-unemployment areas, or difficulty in 
choosing or adjusting to full participation in the labour market may force people to 
remain dependent on parental Support after their high school years. Single parents 
could suffer a major setback because of the elimination of the equivalent-to-married 
exemption for a child over 18. 


To assist these young people and their Supporting parents, and to mitigate the 
negative effects of tax reform on this group, the Committee proposes that a dependant 
tax credit be made available as an option for children until and including the year they 
become 21 years of age. The amount of the tax credit should be $130, as it replaces the 
current exemption which is twice as large as the exemption for children under 18. The 
equivalent-to-married credit should also be available for dependants up to age 21. 
According to another proposal by the Committee, these credits should be reduced by 17 
per cent of income of the dependant in excess of $1,000. 


The Committee recognizes that transferability of the tuition and education credit 
will provide tax assistance to many students that is generous compared to that under 
current rules. Therefore the Committee does not want to extend the dependant tax 
credit to students who elect to transfer the unused portion of their tuition and education 
credit to a supporting parent. The student has a choice, and the Committee estimates 
that most students paying normal tuition fees will prefer to avail themselves of the 
transfer of the tuition and eduction credit and forgo the dependant tax credit. The 
Committee feels that all persons over 18 years of age, including those who elect to use 
the dependant tax credit, should be treated as adults for the purpose of the sales tax 
credit. 


This proposal provides targeted assistance to a group that would lose tax assistance 
under the White Paper proposals. 


Therefore, the Committee recommends: 


4. That a parent be permitted to elect to report a child of 19 to 21 years of 
age as a dependant and claim a dependant tax credit of $130 or, if he or 
she otherwise qualifies, the equivalent-to-married credit, and that by this 
election the child would lose the right to transfer to a supporting relative 
the unused portion of the tuition and education credit he or she may 
claim. 


The Refundable Child Tax Credit 


The federal child tax credit will reach a value of $524 per child by 1988. It is 
refundable, and it is reduced by 5 per cent of net family income in excess of a threshold 
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level which will reach approximately $24,000 in 1988. The White Paper proposes no 
changes to the credit, but rather changes to the definition of net income. After reform, 
employment expenses, tuition fees and cpp/app and UI contributions are no longer 
deductible in calculating net income. Therefore families will have higher income on 
paper after reform, and those with net family income in excess of $24,000 will receive a 
lower child tax credit. 


The amount by which the credit is reduced depends on family income. Single- 
earner families claiming no tuition fees may have a maximum increase in net income of 
$1,684, the sum of the maximum current deductions for employment expenses, CPP/QPP 
contributions, and UI contributions. Two-earner families may face an increase of twice 
this amount if their income is high. In any event they lose the $500 employment 
expense deduction for both earners. Since the credit is reduced by 5 per cent of net 
income above the $24,000 threshold, a single-earner family may lose up to $84 in tax 
assistance for children. Two-earner families lose more than $100, on average. 


The Committee notes that the turning point above which the tax credit is phased 
out is partially indexed, so that the credit for families with income above the turning 
point is eroded more rapidly than other child benefits. The erosion of the partial child 
tax credit and the change in net income affect many families in widely varying 
circumstances. The group affected includes single-earner families with incomes of 
$25,000 to $30,000, for whom the overall impact of income tax reform is rather 
favourable. But it also includes families with somewhat higher incomes whose gains 
from personal income tax reform are small. 


The Committee wishes to provide a one-time increase in the turning point to slow 
down the erosion of the child tax credit for families with incomes near and above the 
turning point. A sum of $1,500 per family would roughly offset the effect of tax reform 
on single-income families, and go a long way towards neutralizing the effect on two- 
earner families. The cost of this measure is in the order of $90 million. 


Therefore the Committee recommends: 


5. That the turning point net income level for the refundable child tax 
credit be increased by $1,500 from $24,000 to $25,500. 


Taxation of Family Allowances 


The new child tax credit of $65 will be equivalent to a 17 per cent tax on the 
family allowance. The credit will offset taxes on family allowances for incomes in the 
17 per cent bracket, but not for the higher income brackets. Thus the White Paper 
introduces progressive taxation of family benefits. 


The Income Tax Act requires that the parent who claims the child tax exemption 
report the allowance. Generally the parent with the higher income will elect to do so 
because this income is subject to higher marginal rates than that of the spouse. After 
tax reform, evidently, it will generally be to the advantage of families to have the spouse 
with the lower income report the children. 


To examine this more closely, assume a parent has income over $55,000. If this 
parent reports family allowances, the allowances are taxed at 29 per cent. This rate 
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applies for a single parent or a couple with two incomes over $55,000. If the spouse 
earned $20,000, however, he or she would report the children and avoid the 29 per cent 
tax. If the spouse earned $3,000 and reported family allowances, no tax would apply 
and the child tax credit would not be used, but the married credit claimed by the other 
spouse would be reduced by 17 per cent. Hence this couple will decide to have the high- 
income spouse report the allowance. These examples show that, under the new rules, 
family allowances will not be progresively taxed based on family income. Some couples 
will be able to engage in a limited form of income splitting which is largely prohibited 
for other forms of income. 


Taxation of family benefits based on family income would probably be the fairest 
method, as already is done with respect to the child tax credit. However, extending the 
method to family allowances would require a new regime with its own brackets if not 
rates, this would be unacceptably complex. The Committee feels that fairness would be 
enhanced by making the spouse with the higher income report the children as 
dependants. 


Therefore the Committee recommends: 


6. That the parent with the higher income be required to include family 
allowances in income. 


The Income of Dependants 


The White Paper proposes an income threshold of $500 for all dependants. In the 
case of the married credit, the equivalent-to-married credit and the credit for 
dependants, the spouse or dependant would be able to report up to $500 in net income. 
The credit is reduced by 17 per cent of net income in excess of $500. 


In 1986, the thresholds were $520 for a spouse, $2,760 for a child under 18 years 
old, and $1,340 for a dependant over 18 other than an infirm child. The married 
exemption was reduced by income above the threshold, and the credit for dependent 
children was phased out by one half of income over the threshold. Clearly the White 
Paper proposes very little change in the treatment of income of spouses, and restricts 
drastically the income allowed dependent children. 


The Committee regards a $500 threshold for a dependant’s income as unrealistic. 
Income just over $500 should not be subject to a 17 per cent federal tax rate, as it 
effectively will be when the dependant tax credit is clawed back at this rate. A net 
income of only $900 for a dependent child under age 18 should not completely 
eliminate the child tax credit. 


The Committee proposes that the net income threshold for all dependants be raised 
to $1,000. By raising the threshold for all dependants by the same amount, the 
simplicity achieved in tax reform of having one common income threshold is 
maintained. As well, in the case of the married and equivalent-to-married credits, the 
credit is reduced to zero at $6,000, the income level corresponding to the basic personal 
tax credit. 


Many dependants report income, and this measure has a greater cost in revenue 
forgone than any other recommendation in respect of dependants. Nonetheless the 
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Committee judges that the measure is justified. It is fair and provides a greater 
incentive to dependants to contribute to family income. 


Therefore, the Committee recommends: 


7. That a spouse or dependant can report up to $1,000 in net income before 
the full value of the tax credit available to the supporting taxpayer 
begins to be reduced. 


Medical Expenses and the Disabled 


The White Paper proposes to replace the special deduction for disabled persons by 
a federal tax credit of $550 commencing in 1988. Also, the medical expense deduction 
will be replaced by a non-refundable federal tax credit of 17 per cent of allowable 
medical expenses that exceed 3 per cent of a taxpayer’s net income. 


The Committee welcomes tax credits generally because they provide the same 
amount of tax assistance irrespective of the income of the taxpayer. The impact on a 
taxpayer of the conversion of a particular exemption or deduction into a tax credit is 
limited by the size of the exemption that is replaced, and generally the impacts are 
modest. However, the credit for medical expenses can have great impact when expenses 
are very high. The Committee recognizes that there are some for whom the effects of 
tax reform are dominated by this element of the package. Those who have chronic, high 
medical expenses for care and appliances not covered by medicare or other insurance, 
and with incomes of their own or of supporting relaives in the middle or upper tax 
brackets, will experience a sharp loss in tax assistance. However the Committee is 
inclined to accept this and to approach the tax treatment of the disabled in a different 
way. 


The Committee is impressed by the arguments for making it easier for the disabled 
to become full and equal members of the Canadian workforce. The Committee strongly 
supports the aspirations of the Coalition of Provincial Organizations of the Hand- 
icapped (COPOH) when they stated that ‘“‘as disabled people we collectively aspire to be 
independent and to participate in the mainstream of society.” 


After examining the testimony respecting both the taxation and welfare systems as 
they affect the disabled, the Committee believes that greater efforts must be made by 
all levels of government, working in co-operation, to give the disabled the opportunity of 
becoming increasingly independent by helping them integrate more fully into the 
workforce. As pointed out by COPOH, “an unnecessarily dependent disabled person is a 
person who could have been a taxpaying citizen.” 


Among the problems identified by the witnesses is the fact that the disabled may 
have special expenses needed to make them employable, and that these are not tax- 
deductible. The option of granting the disabled the Opportunity to deduct expenses 
needed to make them employable has a lot of appeal, but the Committee realizes that 
this will not be simple to develop and manage, because of the diverse needs of the 
disabled and the different provincial regimes of support for them. 


The Committee was also made aware by such groups as COPOH that “the working 
poor’ are disadvantaged by the interaction of the present tax and welfare systems. It 
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was noted that people with no income are entitled to full welfare benefits, which can 
include full assistance for the payment of such items as prosthetic devices and 
wheelchairs. On the other hand, a person with taxable income will be able to obtain 
some relief through tax credits. However, “‘the working poor” who do not earn 
sufficient to pay taxes are situated in a no-man’s-land between these two groups, and 
cannot receive either the full benefits of “the welfare System’’, or those of the “income 
tax system”. They are thus unduly penalized for working. The Committee was advised 
that the effective marginal tax on the first dollars earned by the “working poor” is 50 
per cent as a result of the social assistance claw-back. Feeling that this is counter- 
productive, the Committee believes that welfare payments and related benefits for paid 
care, medicine and disability-related devices should be phased out more gradually with 
earned income. 


The Committee also considered the question of enhancing employment 
opportunities for the disabled by encouraging small businesses to make their premises 
more accessible to the disabled. COPOH recommends that “a one-time-only” reasonable 
accommodation deduction of $45,000 should be allowed to businesses that make capital 
expenditures to accommodate disabled employees, consumers or tenants. COPOH also 
noted that the 1986 United States tax reform package included such an “accommoda- 
tion expense” of US$35,000. The Committee is attracted to this recommendation but 
notes that comparable provincial grant programmes may exist, as for example in 
Ontario. 


The Committee endorses the aspirations of the disabled to become more 
independent and participate fully in the workforce, and wishes to draw attention to the 
ideas that were put forward for reducing the obstacles that stand in the way. Without 
necessarily endorsing any of these suggestions without further examination, the 
Committee recommends: 


8. That as a matter of urgency the federal government, in conjunction with 
the other levels of government, examine the tax and welfare systems to 
ensure that they do not act as a deterrent or barrier to the disabled who 
are or who wish to become members of the workforce. 


Charitable Contributions 


For charitable contributions, the White Paper proposes a two-tier non-refundable 
federal tax credit. Contributions up to $250 annually will give rise to a 17 per cent 
credit; a 29 per cent credit will apply to donations in excess of $250. 


Many witnesses expressed disappointment with the complexity of the proposal. 
Some of the briefs submitted to the Committee misinterpreted the proposal, and also 
expressed concern about the adequacy of tax support for charitable institutions after 
reform. The Committee has examined these submissions with care, and has finally 
decided to endorse the proposed credit. 


Making the amount of tax assistance dependent only on the amount donated to 
charities and not on the income of the taxpayer certainly is an improvement in fairness. 
No longer will the tax system subsidize giving by the rich more than giving by middle- 
and low-income people. No longer will the government show a preference for one donor 
over another, apart from a preference for donors who give more! 
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Some witnesses expressed concern that the credit will reduce the tax incentive for 
charitable giving, but the Committee has concluded that this concern is not well- 
founded. In fact, the reduction in tax rates would reduce the tax assistance for 
charitable giving if contributions continued to be deductible. The new credit offsets the 
rate reduction and gives far more people than currently tax assistance at 29 per cent. 
According to calculations in the White Paper, the credit will cost $50 million in forgone 
federal revenue, which means more tax support for charities. 


The credit has little impact on people in the top income bracket. For them the 17 
per cent credit for charitable contributions up to $250 is lower than the value of a 
deduction, but for annual contributions in excess of $250 there is no difference between 
a credit and a deduction. But for people with incomes in the bottom bracket, the 29 per 
cent rate for the credit means a substantial enrichment. Currently, there are some 
three-quarters of a million individuals in this bracket who give more than $250 a year 
to charities for an average of close to $1,000, and these people will see their taxes 
reduced. They and many others may be tempted to give more to charities as they find 
their cost of giving reduced. Taxpayers in the bottom bracket contribute more than one- 
third of total donations. By contrast, although there are proportionately more donors in 
the top bracket, their number is smaller and they contribute only one-quarter of the 
total. Indeed, charities in Canada are not very dependent on donations out of high 
incomes. The new credit reflects this reality by providing an equal incentive for giving 
across the entire income spectrum. 


The $250 threshold is arbitrary, and it has been suggested that it be lowered to 
$100 or removed. Removal would be attractive as a simplification measure and would 
also help charities in fundraising, as tax assistance would be easier to explain. However, 
such a step has a cost to the government; moreover, the limited evidence available 
suggests that giving is not very sensitive to the rate of tax assistance so that charities 
would gain less than the government would lose. In the view of the Committee, giving 1s 
motivated primarily by concern for the cause. 


A two-tier credit requires an extra calculation in tax filing for those who donate 
more than $250. A single credit at an intermediate rate, say, 26 per cent, might be 
simpler but still requires a separate calculation. As it turns out, the two-tier structure 
can be integrated with the calculation of credits by grossing up the amount in excess of 
$250 by 70 per cent, after which the 17-per-cent credit rate can be applied (29 is 170 
per cent of 17). Thus, the added complexity seems manageable. 


In their fundraising, charities naturally like to stress the tax advantage of giving. 
Currently, they advertise the fact that donations are tax-deductible, and after reform 
they might want to advertise the rate of tax assistance. Doing so will be complicated by 
the two-tier structure and provincial income taxes. Not everyone has immediately 
understood that the credit rates of 17 and 29 per cent reflect only federal taxes, and 
that tax assistance is much more generous when provincial taxes are factored in. 
Roughly speaking, the combined federal-provincial credit for charitable donations will 
be 25 cents per dollar up to $250, and 45 cents beyond $250. Thus a more precise 
indication of tax assistance can be given than was possible before reform. 
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CPP/QPP and UI Contributions 


The White Paper extends the conversion of exemptions into credits to CPP/QPP and 
UI contributions. A non-refundable federal tax credit of 17 per cent will apply to 
contributions and premiums for all employees and self-employed taxpayers. The 
employer portion of contributions, including that of self-employed individuals on their 
own behalf, will continue to be treated as a deduction. 


The Committee agrees that the conversion to credits is fair, since credits provide 
the same tax relief to all taxpayers. However, the Committee has concluded that the 
requirement for the self-employed to claim a partial deduction and a partial credit for 
their CpP/QPP contributions will lead to unwarranted complexity in the design of the T1 
individual income tax return, and will make the preparation of the Tl] particularly 
confusing for those self-employed individuals who also make CPP/QPP contributions in 
respect of employment during the year. Therefore, the Committee recommends: 


9. That self-employed individuals receive a 17-per-cent non-refundable 
federal tax credit for their total CPP/QPP contributions in lieu of a 
partial deduction and a partial credit. 


Education Tax Credits 


The White Paper has proposed that tuition fees will no longer be deductible, but 
will be replaced by a transferable tax credit equal to 17 per cent of fees. Furthermore, 
the $50 per month education deduction will be replaced by a $10 per month 
transferable credit. 


The Federation of Independent Schools in Canada and the Ontario Association of 
Alternative and Independent Schools noted that the tax credits available for education 
exclude costs related to elementary and secondary schools. Although the Committee 
sympathizes with the concerns of those providing alternative forms of elementary and 
secondary schooling, the issue of school funding is within the realm of the provincial 
governments. Accordingly, it is not within the scope of the federal government’s tax 
reform proposals to extend incentives to those taxpayers who wish to fund elementary 
or secondary school education privately. 


The Canadian Association for Distance Education appeared before the Committee 
and addressed the issue that only students who are physically in attendance at classes 
on campus receive the education deduction of $50 per month of study. Therefore, 
students who enroll full-time in correspondence courses are not eligible for the 
deduction. These students might be disabled or located in remote regions. The 
Canadian Association for Distance Education estimated that 200-300 full-time students 
enrol for correspondence courses. The Association remarked in its brief: “. . . the 
current regulations . . . are antiquated and do not recognize the changing patterns of 
education in Canada today.” 


The Committee heard testimony from representatives of two universities, 
Athabasca University and the University of Waterloo, who stressed the growing 
practice of long-distance education in Canada. To be equitable, they said, the proposed 
federal education tax credit should be available to all full-time students, and the 
criterion should be whether the student studies full-time, not whether the student 
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attends classes. The Committee also heard testimony requesting that the proposed 
federal education tax credit be extended to part-time students. However, part-time 
students are currently allowed a tax credit for tuition fees paid, and the Committee was 
not convinced that the education tax credit need be extended. Therefore the Committee 
recommends: 


10. That the proposed federal education tax credit should be made available 
to all full-time students enrolled in designated institutions for post- 
secondary education. 


Base-Broadening Measures 


The Capital Gains Inclusion Rate and Dividend Income 


The changes to the taxation of capital gains and losses proposed by the White 
Paper affect both the proportion of a capital gain included in income and the amount 
and calculation of the lifetime capital gains exemption. Proposed changes to the 
taxation of dividend income are also discussed in this section to show the relative merits 
of earning dividends and capital gains. 


The Income Tax Act now requires a taxpayer to compute income by including one- 
half of capital gains and deducting one-half of capital losses. The gains or losses arise 
only when a taxpayer disposes of “‘capital property” as defined in the Income Tax Act. 


The White Paper Proposals 


Under the White Paper proposals, a taxpayer will be required to include two-thirds 
of net capital gains in income in 1988, with the proportion increasing to three-quarters 
in 1990. The higher inclusion rate is projected to raise the top effective federal tax rate 
on an individual’s capital gain in excess of the lifetime capital gains exemption from 
approximately 17 per cent in 1987 to 19 per cent in 1988 and 1989 and 22 per cent in 
1990 and subsequent years. The federal-provincial tax rates on capital gains will be 
higher and will vary from province to province as seen in Table 5, which is taken from 
one prepared by Clarkson Gordon, chartered accountants, for its publication, Tax 
Reform in Canada. 


The timing would be a little different for most corporations, which will be required 
to include two-thirds of net capital gains income for taxation years commencing after 
June 30, 1988 and 75 per cent for taxation years commencing after 1989. These 
changes will increase the effective federal tax rate on gains from the current rate of 18 
per cent to 18 2/3 per cent in 1988 and to 21 per cent in 1990 and subsequent taxation 
years. For taxation years that straddle July 1, 1988 or January 1, 1990, the appropriate 
proportion will be prorated based on the number of days in the year that fall on either 
side of the effective date. For Canadian-controlled private corporations that realize 
capital gains, the July 1, 1988 effective date will be advanced to January 1, 1988 to 
correspond with both the personal and corporate tax rate reductions on such income 
which are effective on that date. For such corporations with taxation years that straddle 
January 1, 1988, the inclusion rate will be determined by prorating the one-half and 


two-thirds inclusion rate based on the number of days in the taxation years on either 
side of that date. 
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Table 5 


Top Marginal Federal-Provincial Tax Rates on Capital Gains 


Top Rate on 

Capital Gains! 
Province 1987 1988-89 1990 

(per cent) ; 

Ontario 26.27 29 Si, 33.60 
Quebec? 28.29 34.83 SOxL8 
British Columbia 26.27 29ST 33.60 
Alberta 26.55 30.29 34.08 
Saskatchewan eae 31.86 35.84 
Manitoba 2903 33.02 S715 
Newfoundland saga 31051 35.45 
Northwest Territories 24.82 28.23 31.76 
Yukon 25.16 28.61 32.19 
New Brunswick 273) STR 35:02 
Nova Scotia 27, 30.84 34.69 
Prince Edward Island 26.86 30:55 34.37 


' All years include surtaxes and other provincial taxes on income in effect or proposed at June 18, 1987. 


Rates for 1988 and future years assume that Quebec parallels federal capital gains changes. 


Taxation of Dividend Income 


The dividend gross-up and tax credit assist in the integration of corporate and 
personal taxes and attempt to prevent double taxation. Their object is to ensure that 
business and investment income earned by a Canadian-controlled private corporation 
bear approximately the same total tax as if the income had been earned directly by the 
shareholders. A taxpayer now grosses-up taxable dividends from taxable Canadian 
corporations by one-third and claims a dividend tax credit of 16 2/3 per cent of the 
grossed-up dividend. 


The White Paper proposes to reduce the dividend gross-up to one-quarter. This 
change will in turn reduce the dividend tax credit to 13 1/3 per cent of the grossed-up 
dividend, because the credit will remain at two-thirds of the gross-up. The dividend tax 
credit will adequately compensate a shareholder of a Canadian-controlled private 
corporation for a federal (12 per cent) and provincial (8 per cent) tax rate of 20 per 
cent on active business income. 


Testimony of the Witnesses 


Officials from the Department of Finance testified that it was “really a judgment 
call as to the appropriate inclusion rate” for capital gains and that a variety of 
considerations led them to an inclusion rate “somewhere between two-thirds and three- 
quarters.” They in turn rejected the American approach of taxing capital gains in full 
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for three reasons: (a) the need to reward risk associated with holding capital property; 
(b) the reluctance to create too much of a difference between the effective rate of tax 
on dividends and capital gains, and (c) the need for some allowance for the fact that 
property was held for long periods of time, recognizing that some of the gain may be 
due to inflation. Mr. David Dodge, the Assistant Deputy Minister, Tax Policy and 
Legislation Branch, stressed that there was “‘no real magic’ about the three-quarters as 
opposed to 70 per cent or two-thirds and that the three-quarters figure was chosen to 
“keep the tax rates as low as possible”. The move from two-thirds to three-quarters was 
expected to yield $135 million in 1990 and was estimated to be worth “approximately 
half a point of rate reduction on the corporate side to prevent major revenue drains to 
the U.S. treasury.” The inclusion rate was also based on the Department’s belief in 
integration at the small business rate and that this number would result from the 
adoption of a 25-per-cent dividend tax credit and a 12-per-cent small business rate with 
an allowance for provincial tax. 


Comments in various briefs on this subject and the testimony of witnesses were 
both laudatory and critical of the White Paper proposal on the capital gains inclusion 
rate. The Joint Securities Industry Committee on Tax Reform, for example, advocated 
limiting the increase to two-thirds. Mr. Donald Huggett, F.C.A., a consultant with 
Coopers & Lybrand, argued for maintaining the existing dividend gross-up and tax 
credit mechanism but conceded that the inclusion rate for capital gains could be 
advanced to two-thirds provided it was reduced by some inflation factor. There were 
also more extreme views. The Canadian Gift’and Tableware Association argued for 
retention of the 50 per cent rate while the Consumers Association of Canada, for 
example, demanded the taxation of the entire amount of capital gains. The reasons put 
forward by the various groups for their differing views might be summarized as follows: 


e The full taxation of capital gains will introduce simplicity and fairness into the 
tax system; 


e The full or increased taxation of capital gains will distort debt-equity ratios and 
discourage investors from investing in new equity capital; and 


e The full or increased taxation of capital gains is retroactive and taxes accrued 
gains that were previously only subject to a possible 50 per cent inclusion and 
moreover may be the product of inflation rather than real growth. 


A number of witnesses supported the full taxation of capital gains only if these 
amounts were adjusted for inflation. Other witnesses such as the Joint Committee on 
Taxation of the Canadian Bar Association and the Canadian Institute of Chartered 
Accountants expressed concern about the proposed increase in the tax burden on 
realized capital gains, and urged the government to give serious consideration to 
provisions allowing for inflation adjustments to the cost base of assets. The Department 
of Finance officials cited various arguments for not indexing capital gains and 
expressed a reluctance to treat other types of yields such as interest differently from 
capital gains, even though in 1982, the United Kingdom adopted a system of taxing the 
non-inflationary component of a capital gain. 


Finance officials also indicated that they had examined other concepts when 
considering increasing the capital gains inclusion rate to two-thirds. For example, they 
rejected the introduction of another Valuation Day concept to provide transitional relief 
and thus favoured simplicity at the expense of retroactivity and fairness. They also 


44 


declined to use an arbitrary holding period such as five years as a means of determining 
whether an asset is “capital property’ based on their assessment of the difficulties with 
this method in the United States. American taxpayers have apparently recognized 
losses within the holding period to take advantage of fully deductible losses, and have 
held property beyond this time limit to ensure they will obtain capital gains treatment. 


Observations of the Committee 


The Committee recognizes the importance of base broadening in lowering tax 
rates, and it supports the proposed increase in the capital gains inclusion rate to two- 
thirds to ensure that there is little difference between the marginal rates at which 
dividends and capital gains are taxed. Projected top marginal rates for dividends and 
capital gains under the White Paper proposals are contained in Table 6, which was 
prepared by Clarkson Gordon, chartered accountants, for its publication Tax Reform 
in Canada. 


Table 6 


Top Marginal Federal Provincial Tax Rates 
on Dividends and Capital Gains 


Top Rate on Top Rate on 

Dividends! Capital Gains! 
Province 1987 1988 1987 1988/89 1990 
Ontario Spe /Al 30.26 2607 29.87 33.60 
Quebec? 41.87 38.82 28.29 34.83 39.18 
British Columbia BS 30.26 2607] 29.87 33.60 
Alberta 36.74 3126 26.55 30.29 34.08 
Saskatchewan 38.99 33.24 27.8. 31.86 35.84 
Manitoba 40.11 Baio) 29.03 33.02 Se LS 
Newfoundland 37.67 S192 2g | BRE Su 35.45 
Northwest Territories 33.74 28.59 24.82 Zee 31.76 
Yukon 34.20 28.98 25. 6 28.61 82219 
New Brunswick S724 31.53 25334 Siisl3 35202 
Nova Scotia 36.86 31.24 DES ci 30.84 34.69 
Prince Edward Island 36.52 30.94 26.86 30.55 eye 


' All years include surtaxes and other provincial taxes on income in effect or proposed at June 18, 1987. 
* Rates for 1988 and future years assume Quebec parallels federal capital gains changes, but not the dividend gross-up 
and credit changes. 


The two-thirds inclusion rate will also assist the government in simplifying the Income 
Tax Act. It will contribute to narrowing the difference in the tax base between capital 
gains and dividends and may eliminate the need for some 15 pages of complex anti- 
avoidance rules, which would be necessary to prevent the exploitation of such 
differences in the tax base. 
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The rates for various income tax brackets are set out in Table 7, which was 
prepared by Touche Ross, chartered accountants for its publication Understanding Tax 
Reform - 1987 - Personal Tax Planning. 


Table 7 


Combined Federal and Provincial' Tax Rates on Investment Income 
including Federal Surtax 


Taxable Income 1987 1988 1989 1990 
(per cent) 
S22 50sto 36,952 
Dividends TeO Dae 24.2 A 
Capital gains (ey 265) 265 29.8 
$36,953 to 55,000 
Dividends DED 24.2 24.2 24.2 
Capital gains 230) 2005 2655 29.8 
$55,001 to 63,347 
Dividends ee 30.0 30.0 30.0 
Capital gains 23.0 29.6 29.6 Bon 
$63,348 and over 
Dividends 35.4 30.0 30.0 30.0 
Capital gains 26.0 2G 29.6 33:3 


' Assumes a 50% provincial tax rate. 


The Committee has concluded that the increase in the capital gains inclusion rate 
to two-thirds should be an interim measure only. Moving to an inclusion rate of three- 
quarters rather than 100 per cent is considered to be inappropriate because, as the 
previous tables show, the gap between the taxation of dividends and capital gains 
widens in 1990. The Committee also urges the government to reconsider the conclusions 
of the Department of Finance found in the November 1980 paper A Review of the 
Taxation of Capital Gains in Canada. In that paper, the Department concluded that 
various factors had prompted “‘no industrialized country” to provide a comprehensive 
inflation adjustment of capital gains or other investment or business incomes. The 
Committee appreciates that full inflation adjustments are difficult to justify when only 
partial indexation is found elsewhere in the Income Tax Act. However, although 
inflation adjustments may lead to some complexities and inequities, the Committee 
advocates taking another look at indexation as an alternative means of taxing capital 
gains, in view of the use and apparent success of this approach in the United Kingdom 
since 1982. Consequently, the Committee would advocate that the full amount of 
capital gains be included in income and the full amount of capital losses be deductible, 
and recommends: 


11. That, as an interim measure only, the proportion of a capital gain or 
capital loss required to be included in computing an individual’s taxable 
capital gain or allowable capital loss be increased from one-half to two- 
thirds for gains and losses realized in 1988 and 1989. 
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12. That in 1990, following a review of the subject of indexation of capital 
gains, the full amount of capital gains be included in income and the full 
amount of capital losses be deductible, provided such gains and losses 
are adjusted for inflation from the later of the date of ownership or 
January 1, 1972. 


The Lifetime Capital Gains Exemption 


Until the May 23, 1985 federal Budget, taxable capital gains were exempt from 
the income tax base only in limited circumstances. For example, gains from the 
disposition of a principal residence were not included in income. Furthermore, in its 
1980 paper A Review of the Taxation of Capital Gains in Canada, the Department of 
Finance rejected the non-taxation of Capital gains for a variety of reasons. 


Nevertheless, in his May 23, 1985 Budget Speech, the Minister of Finance 
heralded the introduction of the lifetime capital gains exemption: 


Individual Canadians will be granted a lifetime capital gains exemption of 
half a million dollars. All capital property will qualify for the exemption. The 
lifetime exemption limit will be phased in over six years beginning this year. 


The full exemption will be available immediately for capital gains realized on 
the sale of farm property. Based on my consultations with the farming 
community, I believe this to be the most effective way to provide the necessary 
assistance to this vital sector of the economy. 


This measure will encourage more Canadians to invest in small and large 
businesses. It will help Canadian companies to accelerate their return to a 
healthy financial position by attracting new equity investment. It will assist 
small businesses in raising capital to pursue new ideas and new directions. It 
will help raise capital for research and development. 


Existing Quantitative Limits 


Current legislation provides for a $500,000 lifetime capital gains exemption limit 
for individuals resident in Canada throughout the year. For gains on qualified farm 
property, the full $500,000 lifetime capital gains exemption limit commenced in 1985. 
For gains on all other capital property, the $500,000 limit was to be phased in over six 
years and was scheduled to reach the $500,000 level in 1990. The cumulative phase-in 
limits for net capital gains are as follows: 1987 - $100,000; 1988 - $200,000; 1989 - 
$300,000; and 1990 - $500,000. 


One-half of capital gains net of capital losses in excess of the exemption limit are 
currently included in income. The alternative minimum tax calculation also requires the 
addition back into taxable income of the non-taxable half of a capital gain. Capital 
gains reserves claimed in respect of properties disposed of after 1984 are not eligible for 
the higher phase-in limits for the taxation years in which the reserves are included in 
income. 
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Existing Qualitative Restrictions 


Gains realized on all capital property, as defined in the Income Tax Act, are 
eligible for the lifetime capital gains exemption. “Qualified farm property”, as defined 
in the Income Tax Act, is eligible for the immediate use of the $500,000 lifetime capital 
gains exemption. Qualified farm property is defined to apply to real property used by 
the individual taxpayer, his spouse or any of his children in the course of carrying on 
the business of farming in Canada. It also applies to property used by a corporation or 
partnership which is a “family farm corporation” or “family farm partnership”. Real 
property is deemed to be used by an individual in the course of carrying on the business 
of farming in Canada if such property was used in the carrying on of the business in the 
year of disposition or in at least five years during which the property was owned by the 
individual, his spouse or child. Qualified farm property also includes a share of a 
“family farm corporation” or an interest in a “family farm partnership,” which must 
use all or substantially all of its property to carry on the business of farming in Canada, 
and the individual owning shares of the corporation or an interest in the partnership 
must be actively engaged in the business. This test is also satisfied if the spouse or child 
of the individual has been actively engaged. The “actively engaged” test has no 
stipulated time frame, so that an individual could be actively engaged in the business 
for a short period to qualify for the lifetime capital gains exemption. An individual is 
also not required to own or hold the real property, shares or partnership for any 
stipulated period before qualifying to claim the lifetime capital gains exemption. 


The White Paper Proposals on the Lifetime Capital Gains Exemption 


The White Paper aims to impose additional quantitative and qualitative 
restrictions on the lifetime capital gains exemption. These proposed rules will reduce 
the maximum lifetime capital gains exemption to $100,000 for all capital assets other 
than “qualified farm property” and shares of a “‘small business corporation,” and will 
delay an individual’s utilization of the lifetime capital gains exemption until cumulative 
net investment losses realized after 1987 have been offset. The $500,000 lifetime capital 
gains exemption limit will be available for shares of small business corporations 
beginning in 1988. Yet capital gains from dispositions of shares of small business 
corporations that are being included in income after 1987 through the capital gains 
reserve mechanism will be eligible for the $500,000 lifetime capital gains exemption 
where the shares have been disposed of after June 17, 1987. 


Qualified Farm Property 


Qualified farm property still remains eligible for the $500,000 lifetime capital 
gains exemption, which is also referred to for convenience as the farm exemption. The 
definition becomes more restrictive for real property acquired by an individual after 
June 17, 1987 for it contains additional tests. Real property will not qualify unless: 


(a) it was owned by an individual, his spouse or child for at least 24 months 
prior to disposition; and 


(b) in at least two calendar years during which the property was owned, the 
gross revenues from the farming business for a fiscal period ending in the 
year in which the property was used exceed the net income of the 
taxpayer, his spouse or child from all other sources. 
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Real property owned by an individual and used by a “family farm corporation” or 
“family farm partnership” of which the individual, his spouse or child was a member 
will qualify only if the corporation or partnership used the property in the course of 
carrying on the business of farming in Canada for at least 24 months before disposition. 


No changes are proposed to the rules dealing with the shares of family farm 
corporations or the interests in a family farm partnership. 


Small Business Corporations 


A capital gain on the disposition of a share of a “small business corporation” will 
be eligible for the $500,000 (not $100,000) exemption only where: 


(a) the corporation is a small business corporation at the time of disposition; 


(b) the shares are not held by anyone other than the taxpayer or persons 
related to the taxpayer throughout the 24 months immediately preceding 
disposition; and 


(c) more than 50 per cent of the value of the assets of the corporation have 
been used in an active business carried on by it primarily in Canada 
throughout the holding period. 


For convenience, this Report refers to this $500,000 exemption as the ‘“‘small 
business share exemption”. Additional technical rules are proposed to deal with 
circumstances in which shares of one corporation are held by a holding company and 
the shares of the holding company are sold. 


As defined in the Income Tax Act, a “small business corporation” at any 
particular time means a particular corporation that is a Canadian-controlled 
corporation all or substantially all of the assets of which were at that time: 


(a) used in an active business carried on primarily in Canada by the 
particular corporation or by a corporation related to it, 


(b) shares of the capital stock of one or more small business corporations that 
were at that time connected with the particular corporation (within the 
meaning of subsection 186(4) on the assumption that such small business 
corporation was at that time a “‘payer corporation” within the meaning of 
that subsection) or a bond, debenture, bill, note, mortgage, hypothec or 
similar obligation issued by such a connected corporation, or 


(c) assets described in paragraphs (a) and (b), 


and, for the purposes of paragraph 39(1)(c), includes a corporation that was at any 
time in the 12 months preceding that time a small business corporation. 


Cumulative Net Investment Losses 


Under the White Paper proposals, individuals will be required to postpone claims 
for lifetime capital gains exemption until they have earned sufficient investment income 
to offset investment losses suffered through direct or indirect ownership of property. It 
would appear that the rationale for this cumulative net investment losses rule is that 
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individuals are required to pay taxes on all investment income to the point where there 
are no net tax subsidies for their investments before they can become entitled to the use 
of a lifetime capital gains exemption, another tax preference, to offset the gain resulting 
from the disposition of an investment. 


After 1987, net taxable capital gains eligible for the exemption will be reduced in 
respect of other net investment losses deducted by the taxpayer in computing income 
for tax purposes. Investment losses are calculated on a cumulative basis. Cumulative 
net investment losses incurred after 1987 will reduce the portion of the capital gains 
eligible for the lifetime capital gains exemption for 1988 and subsequent years. At the 
end of the year, cumulative net investment losses are composed of the difference 
between the taxpayer’s Investment Expenses for the year and prior years commencing 
after 1987 and the taxpayer’s investment income for those years. 


Investment expenses consist of the following items that are deducted in computing 
income for the year: 


(a) deductions, including interest, with respect to property that will yield 
interest, dividends, rent or other income from property; 


(b) carrying charges, including interest, with respect to an interest in, or a 
contribution to, a limited partnership or any other partnership or 
ownership arrangement where the individual is not actively engaged in 
the business; 


(c) the individual’s share of deductions attributed to a resource flow-through 
share or relating to Canadian exploration and other resource expenses of 
a partnership or co-ownership arrangement where the individual is not 
actively engaged in the business; and 


(d) any loss for the year from the renting or leasing of real property owned 
by the individual or a partnership not otherwise included in investment 
expenses. 


Excluded from investment expenses will be capital cost allowance claimed in 1988 in 
respect of a certified film production acquired in 1987. 


Investment income consists of the following items included in income: 
(a) interest, taxable dividends and other income from property; 


(b) the individual’s share of the income from a limited partnership or any 
other partnership or co-ownership arrangement where the individual is 
not actively engaged in the business; and 


(c) income for the year from the renting or leasing of real property owned by 
the individual or a partnership not otherwise included. 


Summary of the Testimony and Briefs 
Qualified Farm Property and the Farm Exemption 


Various farming groups commented on the restrictions placed on the definition of 
“qualified farm property”. For example, both the Saskatchewan Wheat Pool and the 
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Canadian Federation of Agriculture expressed concern that the property must be 
owned for at least two years preceding the disposition by the taxpayer, his spouse or 
child and that during this period, the owner must be a bona fide farmer. Therefore, 
these groups recommended that the Farm Exemption be available to a bona fide farm 
operator or a farmer who has operated the farm unit for any five years prior to 
disposition regardless of whether the farm unit is later rented to and farmed by persons 
other than family members. 


The Small Business Share Exemption 


Some groups, such as the Canadian Organization of Small Business, criticized the 
scope of the small business share exemption and the consequent lack of neutrality that 
will exist between incorporated and unincorporated small businesses. Although most 
sales of small business involve the disposition of assets rather than shares, a vendor will 
only be permitted to sell shares rather than assets used in an unincorporated business to 
take advantage of the small business share exemption or the $100,000 lifetime capital 
gains exemption. Incorporation of a business would first be required to enable an 
individual to effectively sell the assets of a proprietorship or partnership. 


Cumulative Net Investment Loss Rules 


Of the changes affecting the calculation of the lifetime capital gains exemption, 
the cumulative net investment losses rules attracted the most criticism. The adverse 
comments came principally from interest groups involved in certain sectors of the 
economy (e.g., resources and film) who concluded that the after-tax return from an 
investment in such tax-favoured instruments as flow-through shares or films would 
decline significantly if investors were unable to utilize the lifetime capital gains 
exemption. 


The Lifetime Capital Gains Exemption Limit 


A number of social policy groups such as the National Anti-Poverty Organization 
and the National Council of Welfare advocated the elimination of the lifetime capital 
gains exemption because of the perceived advantage it affords wealthier Canadians. 
Professional groups also supported such views. For example, the Institute of Chartered 
Accountants of British Columbia stated that the lifetime capital gains exemption is 
“poor tax policy” because “the potential deduction is not a material influence on 
investors making new investments (with the exception of flow-through shares)”’ and 
“has resulted in a significantly more complex tax system with the addition of anti- 
avoidance measures required to block perceived abuses of the deductions”. In contrast, 
the Joint Securities Industry Committee on Tax Reform recommended that the 
$500,000 ceiling also be retained for the shares of listed Canadian companies because 
the lifetime capital gains exemption “has been an important factor in encouraging 
Canadians to purchase record amounts of equity capital of Canadian business” which 
has “contributed importantly to growth and job creation in the Canadian economy”. 


Adequacy of the White Paper Proposals 


The Committee recognizes that the lifetime capital gains exemption has 
contributed significant complexity to the tax system and has necessitated the 
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introduction of many anti-avoidance rules. Nevertheless, on balance, the Committee 
has concluded at this stage that the lifetime capital gains exemption does provide an 
inducement for Canadians to be entrepreneurial and to invest their capital in new and 
risky ventures and should be maintained. Yet, to prevent the misuse of the lifetime 
capital gains exemption, the Committee endorses the White Paper proposal to cap the 
lifetime capital gains exemption limit at $100,000 of cumulative net capital gains 
arising on the disposition of most forms of capital property. 


The Committee also agrees with the comments of Mr. Allan Short, Assistant 
Director Legislation of the Department of Finance, to the effect that the $500,000 
lifetime capital gains exemption limit provides “a fairly sizeable recognition of the 
importance the government attaches to the small business and agricultural sectors.” 
Subject to further comments on the adequacy of the proposed rules dealing with 
qualified farm property and small business corporations, the Committee recommends 
that the the farm exemption and the small business share exemption limit of $500,000 
be available at this stage for cumulative net capital gains arising on the disposition of 
these types of capital property. 


Bearing in mind that the purpose of the small business share exemption is to afford 
relief to small business corporations, the Committee rejects the suggestion that a 
$500,000 lifetime capital gains exemption limit should extend to shares of all 
corporations because of the potential revenue loss to the government. 


The Farm Exemption and Rules for Qualified Farm Property 


The Committee is of the view the proposed changes do not go far enough to 
prevent the abuse of the farm exemption. If the proposed rules were enacted, 
individuals could carry on the business of farming for a limited two-year period before 
selling real property. Consistent with the stated purpose of the rule to restrict the farm 
exemption to bona fide gains with respect to farm real property and preclude 
speculators from farming for one year and then taking the exemption, the Committee 
suggests changes that will require the active participation of an individual or an 
immediate family member in the Canadian farming business. These suggested changes 
should ensure that it should be irrelevant whether the farming business is owned 
directly or indirectly, provided the ownership interest is held for any five-year period 
immediately before the year of disposition, and the business is actively carried on at any 
time before disposition for a total of five years, which need not be consecutive. 
Accordingly, the Committee also advocates changes to the existing rules dealing with 
the characterization of shares of family farm corporations or family farm partnerships 
to ensure that gains resulting from the ownership of a direct or indirect interest in a 
farming business are treated equally. 


The Committee also recognizes that a taxpayer may be able to multiply the use of 
the farm exemption within a family unit by having the taxpayer first transfer a direct or 
indirect ownership in the farm property or farming business to his children on a tax 
deferred or rollover basis in anticipation of a sale of the whole property or business to a 
third party. The Committee suggests that it may be appropriate for the government to 
review whether the rollovers permitting the inter vivos transfer of direct or indirect 
interests in the farm property or farming business should be available if the principal 
purpose of the rollover is to enable the transferor’s family to obtain the benefit of farm 
exemption when the transferor could not have obtained the same benefit. 
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Small Business Corporations and the Small Business Share Exemption 


The Committee has concluded that the proposed rules affecting the small business 
share exemption are too broad because they reward passive ownership of an enterprise. 
They also extend the exemption to shareholders of large Canadian-controlled private 
corporations who do not require the $500,000 lifetime capital gains exemption limit to 
risk their capital. Consequently the Committee has determined that the small business 
share exemption limit should only be available for the owner manager who is “actively 
engaged or employed” in a business carried on by a corporation that meets a particular 
size test. The Committee recognizes that there are many different size tests or caps that 
may be appropriate. The size test of $35,000,000 of assets suggested by the Committee 
is found in the Income Tax Regulations and is now used as a benchmark in connection 
with investments in small businesses by Statutory deferred income plans as a means of 
also increasing their foreign property holdings. Other size standards exist in the 
provincial stock savings and venture capital legislation as well. Although the 
Department of Finance officials criticized “size caps” in their testimony because they 
encourage corporations to “stop growing”, the Committee has concluded that the small 
business share exemption is intended to induce persons to invest in risky ventures and 
that an incentive as generous as $500,000 should not be awarded once a corporation has 
reached a certain size. The Committee therefore recommends the adoption of rules that 
stress the active involvement of the owner manager in an active business for a minimum 
of five years prior to the disposition of shares of the corporation that carries on such a 
business. The Committee recognizes that some businesses may be carried on in an 
unincorporated form either as a proprietorship or partnership prior to incorporation and 
believes that the vehicle for carrying on business should not disentitle the owner 
manager from claiming the small business share exemption. Accordingly, the 
Committee believes that the period during which the owner manager was actively 
engaged in carrying on the business in its unincorporated form should count towards 
determining the five-year period. The Committee is also concerned about the need for 
rules that would prevent a corporation from qualifying as a small business corporation 
if it also could not be characterized as a family farm corporation. Consequently, the 
Committee advocates the specific exclusion of a corporation from carrying on the 
business of farming in Canada from the definition of small business corporation for 
purposes of determining an individual’s entitlement to the small business share 
exemption. 


The Committee also acknowledges that the small business share exemption will 
create a bias towards selling shares rather than assets even though the purchaser in 
many cases would prefer to acquire the assets for tax and commercial reasons. 
Nevertheless, the Committee recognizes that the small business share exemption will 
enable proprietors or partners of unincorporated businesses to gain access to an 
exemption limit of $500,000 rather than $100,000 or perhaps nil, in some cases, by first 
transferring the assets on a tax-deferred basis to the corporation prior to selling the 
shares. The Committee believes that the costs associated with the incorporation of the 
business will not impair the vendor’s desire to incorporate. Nonetheless, the Committee 
shares the concerns of witnesses such as the Canadian Organization of Small Business 
that certain asset sales should also be subject to the lifetime capital gains exemption. It 
also urges officials of the Department of Finance to attempt to formulate solutions in 
this area and suggests that, as a start, eligible capital property should be treated as 
depreciable property to at least enable resident Canadian individuals to gain access to 
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the $100,000 lifetime capital gains exemption on assets that most likely appreciate in 
value such as goodwill. This topic is canvassed further in the Report in the section on 
eligible capital property. 


The Cumulative Net Investment Loss Rules 


The lifetime capital gains exemption is deductible from taxable income. The 
deduction enables a taxpayer to reduce cumulative net taxable gains once the taxpayer 
has also deducted any available capital loss carry-over and any allowable business 
investment losses claimed in the taxation year. The White Paper proposes to further 
reduce a taxpayer’s claim for the lifetime capital gains exemption by the amount of 
cumulative net investment losses claimed after 1987 for tax purposes. Its stated purpose 
is “to reduce tax shelter possibilities and to better match deductions with tax-exempt 
income.” Consequently, a person without investment income who deducts interest 
expenses on money borrowed to buy shares will be required to delay a claim for the 
lifetime capital gains exemption on the sale of the shares or other capital property until 
an equal amount of taxable income is earned from all other investments. The 
calculation of the cumulative net investment losses is done in two stages. The first 
requires a calculation of various elements within the definitions of investment income 
and. investment expenses. The second involves the determination as of December 31 
whether the investment expenses exceed the investment income. 


The Committee endorses the cumulative net investment losses concept because it 
prevents an individual from deriving a net economic benefit through the tax system. 
This could occur because interest expenses are deductible in full even though capital 
gains derived from the use of these borrowed funds may be exempt from taxation 
through claims for the lifetime capital gains exemption. The Committee appreciates the 
role that the cumulative net investment loss provision should play in limiting the 
proliferation of tax shelters. 


The Committee is sensitive to representations made about the adverse impact of 
the cumulative net investment losses on the after-tax return of certain investments. 
Nevertheless, it considers that the availability to investors of other tax incentives such 
as unrestricted capital cost allowance (for MURBS) or current deductions (Canadian 
exploration expenses), sufficiently enhances the attraction of an investment without 
unduly distorting the economics of the investment. To the extent that the Committee 
does recommend the elimination of certain tax incentives from the cumulative net 
investment losses rule, it does so only as a means of affording transitional relief to 
certain taxpayers or correcting structural flaws within the cumulative net investment 
losses formula resulting from the adoption of the “‘pooling” concept. Nevertheless, the 
Committee believes that certain elements within the cumulative net investment losses 
formula may lead to a retroactive denial of thé lifetime capital gains exemption. Assets 
acquired in 1987 prior to the proposal of the cumulative net investment losses formula 
were not expected to affect the lifetime capital gains exemption available upon the 
disposition of another capital asset. 


The Committee is of the view that the deduction of certain costs in 1988 and 
subsequent years that relate to the costs incurred for acquisition of property in 1987 
and previous years should be excluded from the calculation of cumulative net 
investment losses. To the extent that the exclusion of these amounts would prove too 
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awkward and would unduly complicate the Income Tax Act, the amounts might then 
remain in the calculation. Ideally, all capital cost allowance relating to Capital assets 
that were acquired prior to June 18, 1987 should be excluded from the cumulative net 
investment losses calculation. Yet, for simplicity, the Committee restricts its remarks 
on exclusion from the cumulative net investment losses exclusively to certain resource 
expenses such as Canadian development expenses and to capital cost allowance relating 
to MURBS and Canadian certified productions that can contribute to investment 
expenses. The income from these investments might also then be excluded from 
investment income. 


The Committee also urges the Department of Finance to consider other technical 
matters such as the need to include the recapture of capital cost allowance and terminal 
losses in cumulative net investment losses and the ability of taxpayers to readjust their 
cumulative net investment losses balance created in statute-barred taxation years. This 
latter adjustment would be required in the event that Revenue Canada later determined 
that an investment should have been classified as a business asset. 


The Committee recognizes that, ideally, the cumulative net investment losses 
concept should be calculated with reference only to the asset to which it relates. 
Consequently, the deduction of a lifetime capital gains exemption with respect to a 
particular asset would only be deferred until the cumulative net investment losses 
created from the acquisition, ownership, use and disposition of that asset is exhausted. 
Nevertheless, the Committee appreciates that to “quarantine” or “ring fence” an 
investment would only increase the complexity of the tax system and could prove 
difficult for Revenue Canada to administer. Therefore, by broadening the cumulative 
net investment losses calculation to embrace flows from the direct and indirect 
ownership of all investments, the Department of Finance is demonstrating that equity 
has been sacrificed for simplicity. 


The Committee, however, realizes some of the problems inherent in the pooled 
calculation of investment income and expenses and that the cumulative net investment 
losses formula, as presently designed, leads to some arbitrary results and to some 
inequities. As the following example illustrates, the cumulative net investment losses 
rule, as drafted, may force taxpayers to order their investment affairs in a tax-driven 
fashion, contrary to one of the White Paper’s precepts to prevent distortions in 
economic decisions. For example, a taxpayer may have acquired real estate in 1988 that 
has appreciated substantially in value by 1990. In 1989, the taxpayer may have 
borrowed funds to acquire shares that reflect an accrued loss in 1990. A sale of the real 
estate may not entitle the taxpayer to claim the lifetime capital gains exemption in 
1990 because the debt service costs related to another asset, the shares, will have 
created cumulative net investment losses at the end of 1989. Had the taxpayer sold the 
real estate before acquiring the shares, he would have been able to claim lifetime 
capital gains exemption with respect to the gains realized on the sale. Although this 
example shows that cumulative net investment losses should be calculated by 
“quarantining” or “ringfencing’” investments, the Committee agrees with the 
Department of Finance’s adoption of the simpler approach to the calculation of 
cumulative net investment losses at the expense of fairness and “rough justice.” 
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Recommendations on the Lifetime Capital Gains Exemption Proposals 


Qualified Farm Property and the Farm Exemption 


13. 


14, 


That the definition of “qualified farm property” be amended so that it 
include only real property that is: (a) owned by the individual; (b) used 
prior to the year of disposition for a minimum of five years which need 
not be consecutive; and (c) used by the individual, his spouse, or any of 
his children actively engaged in carrying on the business of farming in 
Canada or by a “family farm corporation” or a “family farm 
partnership.” 


That the definition of “qualified farm property” be amended so that it 
include a share of capital stock of a “family farm corporation” or an 
interest in a “family farm partnership”: (a) owned by the individual; and 
(b) in which the individual, his spouse or any of his children was actively 
engaged in the business of farming carried on by the family farm 
corporation or family farm partnership for a minimum of five years, 
which need not be consecutive prior to the year of disposition. 


Small Business Corporations and the Small Business Share Exemption 


15. 


That a gain realized on the disposition of shares of a small business 
corporation qualify for the $500,000 lifetime capital gains exemption 
only if: (a) the individual, who disposes of the shares, or the deceased 
spouse was actively engaged in the business, (whether prior to 
incorporation as a proprietor, partner or employee, or after incorpora- 
tion) for a minimum of five years prior to the year of disposition which 
need not be consecutive; (b) the Small Business Corporation was not 
engaged in the business of farming; and (c) the total assets of the Small 
Business Corporation and all corporations associated therewith 
(determined in accordance with generally accepted accounting principles 
on a consolidated or combined basis, where applicable) do not exceed 
$35,000,000, the limit to which statutory deferred income plans are 
subject when seeking to increase their foreign property holdings by 
investing in small business securities. 


Cumulative Net Investment Losses 


16. 


| hs 


That, as proposed by the White Paper, after 1987, net taxable capital 
gains eligible for the lifetime capital gains exemption be reduced by 
other investment losses calculated through a cumulative net investment 
losses formula and deducted by the taxpayer in computing income for 
tax purposes. 


That the definition of investment expenses in the cumulative net 
investment losses formula: (a) exclude any expense incurred before 1988 
and amortized after 1987 as a result of property acquisitions made 
before 1988, such as a Canadian development expense, Canadian oil and 
gas property expense and capital cost allowance claimed on a multiple 
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unit residential building; and (b) include terminal losses realized on the 
disposition of depreciable property acquired after 1987. 


18. That the definition of investment income in the cumulative net 
investment losses formula include capital cost allowance recaptured into 
income in respect of depreciable property acquired after 1987. 


The Investment Income Deduction and the Elderly 


The Committee heard from a number of witnesses representing the senior citizen 
community. Their major concerns were the removal of the $1,000 investment income 
deduction, taxation of capital gains and indexation. Many expressed the view that 
senior citizens will not be better off after tax reform. 


The Committee has examined the specific points raised in the context of the 
impact of the personal income tax reform proposals as a whole. The elimination of the 
investment income deduction is not an isolated move and, placed in the context of other 
proposals, it proves to be not a serious loss to the elderly. 


As over 70 per cent of taxfilers aged 65 and over will have income in the bottom 
bracket in 1988, the level of the new tax credits and the replacement of several rates by 
a common 17 per cent rate is of particular concern. The proposed personal basic tax 
credit of $1,020 is set at a level so as to offset the elimination of the 6 per cent and 16 
per cent lowest federal tax rates, and provides a cushion for the loss of the employment 
deduction and the investment income deduction. The large majority of taxpayers in this 
income range will therefore see their income taxes reduced as a result of the White 
Paper proposals. 


As for the elderly, few are affected by the elimination of the employment expense 
deduction. Seniors in the bottom tax bracket will also benefit from the new age credit of 
$550 that compares favourably with the current exemption, whose value would be $455 
at the 17 per cent rate. The pension income deduction is also continued, in the form of a 
credit of 17 percent for income up to $1,000, roughly equivalent to the current 
deduction. The combined effect is that lower income seniors will pay less tax as a result 
of reform. 


A number of seniors with low incomes will see their taxes reduced to zero. With 
the enhanced personal credits, the taxable income threshold is increased, especially for 
seniors. Before tax reform the typical single senior with public pension benefits and 
bank interest could earn $7,900 (ignoring guaranteed income supplements) before 
paying federal tax. After reform income up to $9,300 will be tax-free. Similarly, a 
married senior couple could earn $14,200 tax-free before tax reform compared to 
$17,500 post-reform. For those with eligible pension income the thresholds are higher 
both before and after reform. 


Senior citizen representatives advocated full indexation of the tax system and 
social program benefits. While full indexation may be desirable, seniors are less 
affected than some other groups of taxpayers, because the benefits most of them receive 
outside the tax system (OAS and cpp) are fully indexed. The issue of full indexation is 
discussed in more detail elsewhere in this report, as is capital gains taxation. 
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To sum up, the Committee judges that personal income tax reform will not 
increase taxes for low-income elderly. The Committee accepts the claim of the White 
Paper that personal income tax will be reduced for almost 9 out of 10 Canadians over 
age 65. 


Automobile Expenses 


Revenue Canada and the Department of Finance have long been concerned that 
some expenses deducted as a cost of business actually represent personal consumption. 
Automobile expenses present an obvious problem for tax treatment. The same car that 
is used by a professional to visit clients or by a salesperson for business purposes can 
also be used for a family vacation. And while on the way to visit a client or to sell a 
piece of real estate or an insurance contract, the professional or salesperson may run a 
personal errand, so that it is difficult to disentangle the business and personal use of an 
automobile. Rules are now in place that attempt to exclude some personal use from the 
allowable deductions for automobile expenses, but the problem remains. 


The White Paper, therefore, proposes tightening up these rules: 


Deductions for depreciation and lease costs on automobiles will be limited to 
the first $20,000 of the cost of the car, and limits will apply to deductible 
financing charges. Further reductions in allowable claims by employed and 
self-employed individuals will apply unless the automobile is used all or 
substantially all (i.e., at least 90 percent) for business purposes. 


At the hearings before the Finance Committee, officials from the Department of 
Finance suggested that the proposed rules for automobile expenses would add 
approximately $150 million to federal government revenue in 1988. (The White Paper 
estimates that the revenue gain in 1988 from reduced deductions for home offices, 
business meals and entertainment, and automobile expenses would be $230 million.) 


The proposed change in the treatment of automobile expenses attracted more 
complaints from those submitting briefs to the Finance Committee than any other 
aspect of tax reform. More than 90 briefs addressed the issue. The two areas of greatest 
concern were the definition of what constitutes “substantial use for business purposes” 
and the $20,000 limit on capital cost allowance or leasing costs. 


Those who use their automobiles 20 per cent to 89 per cent of the time for business 
purposes face the greatest changes in the handling of automobile expenses. For this 
group, only one-fifth of the maximum capital cost allowance, lease costs and interest 
charges may be claimed. In addition, this group may deduct none of the ordinary 
charges for insurance, licensing and parking (at the regular place of business). This 
group may, however, deduct their full business percentage of all other operating costs 
(fuel, maintenance and repairs). 


In contrast, those with business use equal to or greater than 90 per cent, may claim 
as a deduction the proportion of the maximum capital cost allowance, lease costs and 
interest charges as well as the costs of insurance, licensing and parking and all other 
operating costs that represents the business use. Those with business use less than 20 
percent may also deduct the proportion of the maximum capital cost allowance, lease 
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costs and interest charges, as well as all other operating costs that represents business 
use, but may not claim any deduction for the costs of insurance, licensing and parking. 


The Finance Committee agrees that expenditures on personal consumption should 
not be included in a business deduction. The 90 percent rule and other restrictions on 
allowable automobile expense deductions, however, appear to go to the other extreme 
and disallow some legitimate business expenses. The Canadian Real Estate Association 
presented the basic argument against the new rules: 


The automobile is a necessity to a real estate agent. The capital cost or lease 
payments, financing costs and insurance are as much a business expense as 
office rent is to an employer who provides office accommodation. 


As an alternative the Committee suggests that allowable automobile expense 
deductions continue to be based in all cases on the proportion that represents business 
use. However, the Committee has concluded that a fairer and simpler way to address 
the issue of personal consumption in automobile expense claims is to reduce the 
calculated amount of the deduction by a specified sum. The Committee suggests that 
the reduction should be $500 for a full year. Therefore, the Committee recommends: 


19. That the proposed 20-90 per cent rule not be adopted, and in its place the 
taxpayer may claim as a deduction the proportion of allowable expenses 
that represents business use less $500. Allowable expenses include 
capital cost allowance and interest on money borrowed to acquire the 
vehicle, or lease costs, up to the maximum amounts proposed in the 
White Paper; and the actual cost of insurance, licensing, parking and all 
other operating costs. 


The second major criticism of the treatment of automobile expenses concerned the 
$20,000 limit on the cost of an automobile for claiming capital cost allowance or lease 
costs. Several briefs and witnesses before the Committee claimed the limit was 
arbitrary and inadequate and suggested raising it to $30,000 or $35,000. The 
Committee considered the arguments for a higher limit but was not convinced by them. 
A limit in the order of $20,000 ensures that ordinary taxpayers are not helping to foot 
the bill for the business use of a luxury automobile. 


The Canadian Automotive Leasing Association (CALA) provided estimates of the 
current cost of suitable business automobiles. For fleet cars, CALA concluded: 
“Replacement costs for suitably equipped mid-size business cars will average $19,657 
for the 1988 model year.’ The sample of cars included the Chrysler New Yorker, Ford 
Taurus GL, Pontiac 6000 and Ford Aerostar Passenger Van; the suitable equipment 
included air conditioning, AM/FM radio, cruise control, four doors and a six-cylinder 
engine. The CALA survey showed costs close to the $20,000 limit for fleet purchases. 
Individuals, of course, generally pay more for an automobile than a company buying a 
fleet of cars. The average “‘non-fleet price” for the CALA sample was $21,157, a price 
that included freight, pre-delivery inspection, dealer mark-up, sales tax and license fee. 


Several briefs brought up the problem of regional variations in automobile costs, 
and the Federation of Automobile Dealer Associations suggested that “the $20,000 
limit is really a vehicle price limit of about $18,000 when freight, pre-delivery expenses 
and provincial sales tax are taken into account.” The issue of freight is not considered a 
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problem, however, given the equalization policy followed by most automobile 
manufacturers in Canada. Many briefs also expressed concern that the limit was not 
indexed. The Committee concluded that the regional disparities resulting from different 
provincial sales taxes across Canada are a valid concern. 


Considering all these factors, the Committee recommends: 


20. That the $20,000 limit on the cost of a passenger vehicle for claiming 
capital cost allowance or lease costs be increased by the amount of the 
relevant provincial retail sales tax on a $20,000 vehicle and that there be 
a regular review of the limit. 


Corporations and employees who drive an employer-provided automobile are also 
affected by the proposed changes. Corporations are subject to the $20,000 cost limit 
and the related limit of $250 per month for carrying charges. They must calculate the 
capital cost allowance separately for each vehicle instead of on a pooled basis as 
generally applies to the tax system. As pointed out in Chapter 11 of this Report, 
businesses face increasing complexity in the tax system as a result of the changing 
requirements for the tax treatment of automobile expenses. 


Employees who drive an employer-provided automobile may face an increase in 
their taxable benefits because of the removal of the permitted reduction in the standby 
charge in respect of personal use of the vehicle. The standby charge is generally two per 
cent per month of the original cost of the automobile or two-thirds of the lease costs. 
Under the current system, this charge can be reduced if personal use is less than 1,000 
kilometers per month — the extent of the reduction depends on the proportion of the 
1,000-kilometre limit actually driven for personal use. 


The White Paper proposes to eliminate entirely the ability of an employee to 
recognize a reduced standby charge when there is only incidental personal use of an 
employer-provided automobile. Considering that the annual standby charge is 
calculated essentially as 24 per cent of the original cost of the automobile with no 
adjustment for depreciation, the Committee has concluded that the proposed change 
goes too far and treats some legitimate business use as personal consumption. 
Therefore, the Committee recommends: 


21. That the current system of allowing a reduced standby charge for an 
employee who drives an employer-provided automobile less than 1,000 
kilometres per month for personal use be retained. 


Business Meals and Entertainment Expenses 


Currently, business meals and entertainment expenses incurred for business 
purposes can be deducted in full, subject to their being reasonable in amount. However, 
in theory, if not in practice, every business meal or entertainment has an element of 
personal consumption. To that extent, there is an element of personal expense that 
should not be deductible. 


The White Paper proposes to reflect the fact that there is a personal consumption 


benefit to a business meal or entertainment by limiting the deduction for business meals 
and entertainment expenses to 80 per cent of their cost. The limitation will also apply to 
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gratuities, cover charges, room rentals at a hotel or a resort to provide entertainment, 
and to the cost of private boxes at sports facilities. As well, it will apply to the cost of 
meals while travelling or attending a convention, conference, seminar or similar 
function. Similar rules have been adopted in Britain, Australia and the United States. 


The Committee heard representatives from a large number of business groups on 
this issue, who felt that any personal consumption benefit to a businessperson in a meal 
or entertainment could be sufficiently addressed by existing provisions in the Income 
Tax Act. The Committee also heard from the Canadian Food & Restaurant 
Association which proposed that meals be deductible in full where the expense was 
incurred while travelling out of town, at a seminar or convention, or at a business 
meeting where the taxpayer was accompanied by a client or colleague. 


The Committee agrees that there is an element of personal consumption in a 
deduction for business meals and entertainment expenses. Indeed, the Committee 
believes that a deduction of 80 per cent for certain entertainment expenses such as 
private boxes at sports events or room rentals at resorts is generous. 


However, the Committee recognizes that where a meal expense is incurred at a 
convention, conference or seminar, or while travelling away from home overnight, there 
is no such personal consumption benefit since the taxpayer must consume a restaurant 
meal. Therefore, the Committee recommends: 


22. That the proposed 80 per cent limitation on the deductibility of business 
meals and entertainment expenses be adopted but that the cost of meals 
while attending a convention, conference or seminar or while travelling 
overnight and out of town be fully deductible. 


Home Office Expenses 


Under the current tax system, self-employed individuals may deduct from business 
income all expenses related to a home office used for business purposes. As part of the 
broadening of the tax base, the White Paper introduces restrictions on the home office 
deductions: 


A self-employed person will be allowed to claim a prorated portion of 
expenses (such as rent, capital cost allowances and mortgage interest or 
operating costs such as heating, electricity or insurance) relating to his or her 
home office only if the space is used exclusively on a regular and continuous 
basis for the purpose of earning business income. To qualify, the home office 
must also either be the taxpayer’s principal place of business, or be used on a 
regular basis for meeting clients, customers or patients. 


The problem addressed by the White Paper on this issue is similar to the problem 
faced in the treatment of automobile expenses. Taxpayers should not be allowed to 
deduct as a business expense an expense for personal consumption. In general, the same 
groups that commented on automobile expenses also commented on home office 
expenses. Most of the concern of these groups, however, was directed at the change in 
treatment of automobile expenses. 


Those affected by the restrictions, not surprisingly, would like to see the current 
treatment of home office expenses retained. There were two frequently expressed 
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objections to the proposed treatment. The first was that it would treat differently two 
taxpayers who have almost identical jobs and require identical office space and supplies 
— say, two insurance agents or two interior designers, one an employee and the other 
self-employed. The second is that the proposed rules do not allow for the vast distances 
that may have to be travelled by someone for business purposes. On this second point, 
the president of the Canadian Real Estate Association appeared before the Committee 
and explained: 


The geographic make-up of Canada does not allow everyone in Canada to live 
within a reasonable distance of his main place of employment, and the way 
Canadians sell real estate it could mean that your main office could be 50 
miles away. 


One group that is certainly affected by Canada’s geography are farmers, and they 
are of special concern to the Committee. Farms can be small, family-run operations in 
rural communities; although the house on such a farm may have no space devoted 
exclusively to earning business income, without the farmhouse there would be no farm. 


The example of farmhouses highlights the need for clarification of the rules and 
definitions behind the new proposals. The White Paper attempts to ensure that the 
home office deduction will be allowed only where the home office is necessary to the 
conduct of business. Under current rules, some expenses for home offices that are 
incidental to the conduct of business can be deducted as a business expense. 


The problem of the seemingly different treatment of individuals who perform 
almost identical work remains. As was brought out during the meeting with the Life 
Underwriters Association of Canada, there are important differences between 
employees and the self-employed, even when they appear to be doing the same work. 
The tax system should recognize these differences. 


The White Paper gives examples of those who will be affected by the new 
treatment of home office expenses. Unfortunately, the examples do not cover several of 
the problems raised in the briefs or hearings (for example, those affecting farmers, 
authors, artists and interior designers). What the examples do bring out is that business 
people and professionals who use home offices for convenience will not be allowed a 
business deduction for these offices. If, however, a home office is the principal office or 
used on a regular basis for meeting clients, customers or patients the deduction will be 
allowed. 


The Committee is in general agreement with the proposed change in the treatment 
of home office expenses. For the reasons given above, however, the rules and definitions 
need clarification. 


Certified Canadian Productions (Films) 


The White Paper proposes three changes that will reduce the special tax treatment 
of investment in films that are certified Canadian productions. First, the existing 
accelerated capital cost allowance would be reduced from 100 per cent to 30 per cent 
(calculated on a declining balance basis and subject to the half-year rule), but this 
capital cost allowance would remain available to offset income from all sources. 
Second, an additional capital cost allowance would be introduced to permit the 
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unrestricted deduction of the undepreciated capital cost of certified Canadian 
productions from the net income from such productions after claiming the regular rate 
of capital cost allowance. The additional capital cost allowance would be calculated 
without regard either to the half-year rule or to the proposed put-in-use rule. Third, the 
capital cost allowance claimed in respect of an investment in a film would be included 
in the calculation of the cumulative net investment loss which serves to postpone the 
ability of an individual to use the lifetime capital gains exemption. 


The original transition period for implementing these changes was amended on 
August 31, 1987 by a Department of Finance press release (487-128) which noted that 
the nature of film productions is not uniform across the industry. Hence, series 
productions will enjoy the benefits of the current capital cost allowance provisions 
provided certain conditions are met, as will other certified productions acquired in 1987 
if principal photography is complete before July 1, 1988. Furthermore, investments in 
those productions will not trigger an inclusion in the proposed cumulative net 
investment loss provisions in 1988. 


The public hearings held by the Committee provided a forum for representatives 
and employees of the industry and raised concerns about the reduction of the capital 
cost allowance rate. The press release of August 31, 1987 seems to have adequately 
addressed the industry’s concerns for a longer transition period. Moreover, the proposed 
additional allowance, to increase the capital cost allowance which may be deducted 
against film income, was acceptable to the industry’s representatives. 


Industry representatives did, however, express concerns about the reduced capital 
cost allowance. First, the witnesses indicated that private investment would be reduced, 
as the investors’ initial perception of a film investment would not compare favourably 
with other risky investment opportunities. Next, they noted that private Canadian 
funding is critically important in developing Canadian productions that are not 
controlled by the government through grants or by U.S. distributors through their 
investment. Third, the Committee heard that the industry is still in its infancy and 
continues to require government support, and that, in the industry’s view, tax assistance 
for individuals is less of a burden on the government than direct grants. Finally, the 
industry believes that it contributes significantly to job creation in Canada. In 
summary, the industry argued for continuation of the current tax assistance for 
Canadian productions. 


The Committee generally agrees with the tightening of the rules for film investors. 
It believes, however, that several changes are necessary to avoid an adverse effect on 
film investment and to be consistent with the government’s policy of promoting an 
indigenous industry. A 30 per cent declining balance regime is too strict and does not 
reflect the reality of the film business. 


At the risk of oversimplification, the life cycle of a film may be sketched as 
follows. Typically, major expenditures for a film are made in the first year of 
production. Editing and release of the film take place in the second year, and most of 
the film income from distribution in theatres and through video is earned before the end 
of the third year. There is normally very little income after the fourth year. A S50 per 
cent straight-line regime, subject to the half-year rule but without the put-in-use rule, 
approximates economic depreciation and better reflects the short life of a film. With 
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the 30 per cent declining balance regime, on the other hand, it would take eight years to 
write off 93 per cent of the cost of a film. 


Therefore, the Committee recommends: 


23. That the capital cost allowance rate for certified Canadian productions 
be set at 50 per cent on a straight-line basis and subject to the half-year 
rule. It is further recommended that the put-in-use rule not apply to 
certified Canadian productions. 


The White Paper also proposes that no limit be imposed on the deduction of 
capital cost allowance against income from certified Canadian productions. The 
Committee believes that this proposal is an appropriate incentive for the industry and 
should be adopted. 


The Committee was concerned about the tax treatment of the income realized 
upon the disposition of an interest in a film or a unit in a partnership owning a film. 
The Committee heard evidence of taxpayers who invested in a film through a limited 
partnership, and deducted the cost of their investment by way of a partnership loss 
allocated to them, subsequently sold their partnership interest and were treated as 
having realized a capital gain. The Committee considers that an investor in a film 
intends to exploit the film in any practical manner and therefore the sale of the 
investor’s interest in the film should give rise to taxable income, whether this is done 
directly or by selling a partnership interest. The Committee considers that capital gains 
treatment is not appropriate for a film investment. As a consequence, capital cost 
allowance claimed on a film should not be included in the calculation of the cumulative 
net investment loss. 


Multiple Unit Residential Buildings 


As an element of its general base-broadening thrust, the White Paper proposes to 
eliminate the tax incentive benefits of owning a multiple unit residential building, or 
MURB. The MURB program was introduced in 1974 by the government of the day to 
provide a direct incentive through the income tax system for taxpayers to invest in a 
particular type of residential housing. Although beneficial tax treatment ceased for 
multiple unit residential buildings in 1981, the tax status and related tax benefits of 
existing MURBs Continued to be available to purchasers. 


Under the current tax system, a taxpayer has the advantage of being able to create 
or increase the rental loss from a multiple unit residential building by claiming the 
maximum allowable amount of capital cost allowance. 


The White Paper proposes to eliminate the status of a multiple unit residential 
building in the following manner: 


e After June 17, 1987, a multiple unit residential building will cease to qualify as 
a multiple unit residential building on resale. 


¢ The ability to claim capital cost allowance so as to create or increase the rental 
loss on existing multiple unit residential buildings will continue but will expire at 
the end of 1990 for taxpayers who owned the multiple unit residential buildings 
on June 17, 1987. 
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Rental losses from a multiple unit residential building resulting from claiming both 
regular operating expenses and capital cost allowance will be included in an individual’s 
cumulative net investment loss, which may restrict the amount of lifetime capital gains 
exemption that can be claimed on a subsequent sale of an investment. 


A number of briefs have argued that there is a significant problem with the 
changes to the MURB program, in that the White Paper proposes to change the rules 
retroactively. The old rules were relied on by taxpayers who purchased multiple unit 
residential buildings on the basis that they would be entitled to the related tax benefits, 
and the economics of investment in MURBs were determined accordingly. 


The Joint Committee on Taxation of the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants summarized this situation as follows: 


However, where an incentive exists and taxpayers, in good faith, have invested 
based upon the government’s representations, a resulting retroactive denial of 
the tax treatment can only lead to disrespect and cynicism about incentive 
measures and other aspects of our income tax system. 


Therefore, the Committee recommends: 


24. That owners of multiple unit residential buildings on June 17, 1987 be 
allowed to continue indefinitely to claim capital cost allowance at a 5 per 
cent rate to create or increase tax-deductible losses. 


Multiple unit residential buildings have been built and purchased across Canada. 
However, investors in some regions of the country face substantial negative cash flow 
and losses on their investment because of adverse economic conditions, and this 
situation is unlikely to change in the foreseeable future. The White Paper proposal to 
eliminate MURB benefits to purchasers after June 17, 1987 will impose an additional 
hardship on existing owners of multiple unit residential buildings. 


The Canadian Institute of Public Real Estate Companies (CIPREC) summarized 
this situation as follows: 


CIPREC is concerned with the adverse implications of retroactively changing 
the rules of an incentive program in which individuals were encouraged to 
invest to enable governments to meet affordable housing objectives. As a 
result of the White Paper proposals, many investors will incur further cash 
losses and in some cases lose their original investment. The proposals in this 
regard are also difficult to understand in light of the minimum tax provisions 
that now limit the tax benefits an individual investor can obtain from claiming 
capital cost allowance on a multiple unit residential building investment. 


The Committee has concluded that where an existing owner holds a multiple unit 
residential building worth less than its original cost, the tax benefits should be allowed 
to be passed on to a subsequent investor. Maximum capital cost allowance at the new 4 
per cent rate should be deductible from total income if the purchaser is paying less than 
the original cost of the multiple unit residential building to the vendor. To ensure that 
MURB benefits are not extended unreasonably, this provision could be limited to the 
first purchaser of existing multiple unit residential buildings after June 17, 1987. The 
Committee considers it to be unnecessary to extend this concession to taxpayers who 
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sell multiple unit residential buildings after June 17, 1987 for more than the original 
cost. 


To put this amendment in place, some administrative procedures would be 
required. For example, a purchaser could be required to file with Revenue Canada a 
prescribed declaration signed by the vendor, which would acknowledge that the 
purchase price of the multiple unit residential building is less than the vendor’s original 
cost. 


Therefore, the Committee recommends: 


25. That the first purchaser of a multiple unit residential building after June 
17, 1987 be allowed to claim capital cost allowance at a rate of 4 per 
cent to create or increase a tax-deductible loss, provided the purchase 
price is less than the vendor’s original cost. 


The Committee views its two recommendations as a more reasonable approach to 
phasing out preferential treatment for investment in multiple unit residential buildings. 
The phase-out period would not be as abrupt as proposed in the White Paper, and 
taxpayers who relied in good faith on an existing set of tax incentive rules when they 
purchased a multiple unit residential building in the past will not be affected 
retroactively. 


Averaging 


The White Paper proposes to eliminate both the forward averaging available to all 
individual taxpayers and the block averaging for farmers and fishermen. 


Both forms of averaging, which require relatively complex calculations, are 
intended to allow taxpayers to spread the incidence of tax over a number of years. 
Forward averaging allows qualifying income to be averaged into the future provided 
that the tax is paid currently at the maximum rate. Benefits can then be realized in 
future years should income levels drop and the forward-averaged income is taxed at a 
lower than maximum rate. Block averaging provides a mechanism whereby farmers or 
fishermen could average their fluctuating income over a specified five-year period, 
thereby benefitting as much as possible from the graduated marginal tax rate structure. 
Alternative minimum tax is not payable when block averaging is used. 


The Department of Finance argues that averaging is no longer necessary, as there 
are fewer tax brackets and narrower rate differentials between tax brackets. 
Nevertheless, some witnesses advocated its retention. For example, farmers called for 
the retention of block averaging on the grounds that their income can fluctuate 
dramatically for reasons beyond their control, such as the weather and changes in crop 
and livestock prices. 


A number of submissions have identified the need for averaging for those 
taxpayers who have a relatively short, but high-income-earning career, followed by a 
lifetime of moderate earnings, such as professional athletes. In their situation an 
averaging system will be of limited value because the tax bracket structure will be 
compressed by reform. The same applies to those taxpayers who have one year of 
unusually high income among years of steady income. However, the Committee agrees 
with the proposal that forward averaging be eliminated. 
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In contrast, there is no averaging for those who in any one year earn little or no 
income among years of steady but modest income. This group includes authors and 
artists, and individuals who go in and out of the workforce. For these people, all or part 
of their personal tax credits in a low-income year, cannot be used, nor can they be 
recovered later. Thus the savings from an averaging system which allowed carry- 
forward of the unused part of personal tax credits could be significant. 


The Committee believes that a fair tax system should assist low-income individuals 
with irregular income patterns, but not compensate middle- and high-income earners. 
Consequently, it believes that an averaging system should have the following 
characteristics: 


¢ Compensate for fluctuations in earnings, particularly years with nil earnings. 
e Apply only to those whose annual income is relatively low. 
¢ Provide compensation primarily for the value of lost personal tax credits. 


e Not apply to years in which an individual is enrolled at an educational 
institution, or is claimed as a dependant of another individual. 


e Limit the time frame over which benefits could be derived to, say, five years. 


e Be designed so that ideally the benefits of averaging would be calculated 
automatically by Revenue Canada. 


Furthermore, the unique aspects of the farming and fishing industry justify the 
retention of five-year block averaging. The alternative minimum tax should also 
continue not to apply in years of block averaging. 


For other people, a similar block averaging system should be available to enable 
them to recover any personal tax credits they lose in years in which they have little or 
no income. Table 8 illustrates how such a system could work. As is shown, even at 
relatively modest income levels significant tax Savings in percentage terms would result 
from averaging. 


Table 8 


Tax Savings under an Averaging System 


Year 
| 2 3 4 5 
Taxable income $10,000 $12,000 $1,000 $3,000 $15,000 
Tax - no averaging 1,020 15930 0 0 PED he)8) 
Total tax (5 years) $4,845 
Taxable income - averaged over 5 years $8,200 8,200 8,200 8,200 8,200 
Tax with averaging eee OU, 560 560 560 560 
Total tax (5 years) $2,800 
Tax reduction $2,045 


Note: Calculations are for a single taxpayer. Indexing over years is ignored, and the provincial tax is 50 per cent of the 
federal tax. 
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An averaging system of this type would be an effective method to compensate low- 
income earners for periods of unemployment and would encourage them to rejoin the 
workforce so that they could benefit from prior years’ personal tax credits. 


Therefore, the Committee recommends: 
26. That block averaging be retained for farmers and fishermen. 


27. That an appropriate averaging system be implemented to protect low- 
income earners from losing the benefit of personal tax credits as a result 
of fluctuations in income. 


Taxation of Farmers 


The proposed changes in the White Paper may affect farmers more than any other 
group. To the farm groups that sent briefs and appeared before the Committee the 
greatest concern was about at the changing treatment of farm income and losses. The 
most important changes are: 


¢ Replacement of cash accounting with modified accrual accounting; 


¢ Use of an objective profit test (net income of at least $1 in three of seven years) 
to determine who is in the business of farming; 


e Use of a gross revenue test (gross revenue from farming greater than net income 
from other sources in three of seven years) to determine who is a full-time 
farmer. 


These three changes are related to each other and should be treated as a package. 
Additional changes are related to them — for example, the increase from $5,000 to 
$15,000 in the allowable deduction of farm losses against other income for part-time 
farmers, the change in the allowable write-off of the cost of race horses and show 
animals, the new treatment of start-up farmers, and the transitional rules for the 
profitability requirement and gross revenue test. 


In addition to proposing changes to the treatment of farm income and losses, the 
White Paper lists other changes that would also affect farmers. These changes include 
the elimination of five-year block averaging for farmers, new definitions of eligible 
capital property for the lifetime capital gains exemption (the exemption for farmers and 
certain small businesses will be $500,000, while others will have the exemption capped 
at $100,000), restrictions in the treatment of automobile and home office expenses, and 
the proposed put-in-use rules. These proposals are discussed in the relevant sections of 
the Report. 


As mentioned, the move to modified accrual accounting, the profit test and the 
gross revenue test are related; the thrust of the three is to prevent taxpayers who are not 
full-time farmers from taking advantage of what some see as generous tax preferences. 
The profit test provides a supposedly objective test to separate hobby farmers from 
those in the business of farming. The gross revenue test provides a test for distinguish- 
ing full-time from part-time farmers. 


For the profit and gross revenue tests to be objective — that is, to prevent behaviour 
that would render them useless — the cash accounting now used by most farmers must 
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be replaced with accrual accounting. With cash accounting, it is relatively easy to alter 
the timing of inventory purchases and thus manipulate recorded profits. The proposed 
accounting system is called a modified accrual system, because there is a “cash reserve 
adjustment” that is supposed to return profitable farmers to the taxable position they 
would have had under the cash system; the Ontario Federation of Agriculture, however, 
has argued that this equivalence will not hold over time. 


Farmers have been almost unanimous in Opposing the move away from the cash 
system. They point out that the modified accrual system is complex and costly; they 
fear that it is a first step towards full accrual accounting and, perhaps, the reduction or 
elimination of any special status under the tax system; they argue that the proposed 
system will lead to tax-motivated behaviour by farmers, a result at odds with the 
objectives of the White Paper. 


The farm groups have been joined by accountants in pointing out potential 
problems with accrual accounting for farmers. The treatment of inventory will be a 
mess or a mystery, despite some attempt by the Department of Finance to address 
certain problems in its August 31, 1987 press release. Moreover, the transition from the 
existing cash system to the modified accrual System appears to be uncharted territory. 


As the Joint Committee on Taxation of the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants (CBA-CICA) pointed out, all farmers 
would be affected by the proposed changes although the problem has to do only with 
some part-time farmers. If this is the case — if the Department of Finance is worried 
that, say, someone with a high income in Toronto is “farming” on property outside 
Toronto and using the farm losses to shield non-farm income from tax — tax changes 
should be aimed at them instead of blanketing all farmers. 


Table 9 draws attention to the large number of farmers who are not part of the 
problem. 


Table 9 


Profile of Individuals Reporting Net Farming Losses, 1981 


Full-time Part-time 
farmers farmers Total 
Number of individuals in category 277,604 174,800 452,404 
Number of individuals reporting a loss 48,605 124,074 172,679 
Percentage of individuals in category reporting a loss 75% 71.0% 38.2% 
Total losses ($ million) 423.1 618.8 1,041.9 
Amount restricted ($ million) 86.8 
34,471 


Number of individuals with a restricted loss 


Source: Department of Finance, Tax Issues in Agriculture, January 1985, p. 24, Table 10 (based on Revenue Canada 


taxation data). 
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The basic problem, of course, is that farm losses are used to shield other income 
from taxes. Farm losses of more than $1 billion dollars. were claimed in 1981 although 
more than 60 per cent of all farmers did not claim losses. For full-time farmers, the 
proportion of those not claiming a loss jumped to over 80 percent (about 229,000 
farmers). These farmers, who are not part of the problem addressed by the White 
Paper, will be required to switch to modified accrual accounting if they are currently 
reporting on a cash basis for tax purposes. According to a survey prepared for the 
Ontario Federation of Agriculture, 58 per cent of Ontario farmers do not prepare 
financial statements on an accrual basis. 


If the entire amount of farm losses claimed represented tax avoidance, then a 
change that would plug a $1 billion leak should be warranted. But the expected revenue 
gain from the White Paper changes is, according to testimony by officials from the 
Department of Finance, “‘. . . probably in the order of $50 million plus per year. . . all 
of it from part-time or really hobby farmers.” 


All in all, the modified accrual accounting system would probably produce more 
real costs to farmers than benefits to the government. Therefore, the Committee 
recommends: 


28. That farmers continue to have the option of choosing either cash 
accounting or accrual accounting for income tax purposes. 


As is now the case under the Income Tax Act, farmers will not be able to switch 
back and forth between accounting methods. With the retention of the cash accounting 
system, the profit test and the gross revenue test should be dropped, as must the 
changes affecting start-up farmers, and race horse and show animal breeders. Two 
problems remain with respect to farmers. How does Revenue Canada determine who is 
in the business of farming, and how does it distinguish between full- and part-time 
farmers? The Finance Committee has already grappled with the issue of trying to 
determine who is in the business of farming (see the Finance Committee’s April 1985 
report Tax Issues in Agriculture). 


The test of determining who is in the business of farming should continue to be 
based on whether there is reasonable expectation of profit from the farming activities. 
Although there is in this area established jurisprudence relating to what is a 
“reasonable expectation of profit”, there are still disputes between Revenue Canada 
and taxpayers over who is in the business of farming, and uncertainty for those who 
would like to enter the business of farming. 


Other individuals besides farmers face problems in demonstrating to Revenue 
Canada that they are carrying out a business instead of pursuing a hobby. Artists and 
authors, for example, may take a long time becoming established and profitable; 
determining a reasonable expectation of profit, therefore, can be tricky. To help in 
determining the expectation of profit, Revenue Canada has issued an interpretation 
bulletin (IT-504) that lists a dozen factors that should be considered. One of these 
factors includes “public and peer recognition”’. 


Peer review is also used by Revenue Canada in determining whether certain 


activities will receive favourable treatment under the Income Tax Act. Those who want 
an activity considered under the scientific research and experimental development 
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refundable tax credit program must submit an application. Revenue Canada has a staff 
of scientific advisors who screen these applications for eligibility. “Routine engineering 
or routine development” activities are not eligible, but it is often a far from 
straightfoward task to distinguish routine activity from eligible R&D activity. In 
difficult cases, Revenue Canada may hire outside specialists to help determine 
eligibility. The Department has an inventory of almost 1,500 specialists who can be 
hired as consultants; these consultants and the scientific advisors on staff provide a 
form of peer review. 


The 1985 Report of this Committee and several farm groups have suggested a peer 
review process. Therefore, the Committee recommends: 


29. That the Minister of National Revenue consider establishing peer review 
committees that include farm operators, assessors and auditors. These 
committees would be used to review the operations and plans of farmers 
to determine whether a farm operation has a reasonable expectation of 
profit, and the taxpayer can be deemed to be a farmer. 


30. That Revenue Canada ensure that personnel with experience in farming 
assist in the review and audit of farmers’ tax returns. 


These recommendations provide a way of determining who is in the business of 
farming but do not necessarily help distinguish full-time from part-time farmers, nor 
determine how the losses of part-time farmers should be treated. At present, under 
section 31 of the Income Tax Act, the deductibility of farm losses is restricted for part- 
time farmers, while business losses for full-time farmers are unrestricted. 


The problem of trying to determine who is a full-time farmer is about as old as the 
Income Tax Act. Tests have changed over time. The most recent stems from the 1977 
Moldowan decision of the Supreme Court of Canada: full-time farmers are those for 
whom farming may reasonably be expected to provide the bulk of income or the centre 
of work routine. This test, coupled with the restriction on deductible losses for part-time 
farmers, poses problems for beginning farmers and farmers in financial difficulty. At 
the same time, the system seems to give tax advantages to those with high non-farm 
income. 


One possible solution to the so-called Section 31 problem is to remove the need for 
the distinction between part-time and full-time farmers. A way to do this is to base the 
allowable deduction for farm losses on the extent of non-farm income. Therefore, the 
Committee recommends: 


31. That individuals who qualify as being in the business of farming and use 
cash accounting for their farm business may deduct up to $10,000 of 
farm losses against other income, subject to a claw-back of this 
deduction. For example, those with off-farm income of up to $30,000 
may have the full deduction; those with off-farm income greater than 
$30,000 will have the allowable deduction reduced by $1 for every $2 of 
income above $30,000. 


With the retention of cash accounting, the allowable deduction should be lowered 
from the figure of $15,000 proposed in the White Paper. In its 1985 report, the Finance 
Committee suggested doubling the $5,000 allowable deduction which had been in effect 
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since the 1950s; the $10,000 figure has been retained in the above recommendation, 
although without the complication of a full deduction for the first $5,000 loss and one- 
half of the next $10,000 loss. 


In the example, the claw-back provision means that individuals with off-farm 
income above $50,000 would no longer be allowed to deduct farm losses calculated on a 
cash basis from their off-farm income. The policy of restricting the deduction of farm 
losses against off-farm income goes back to 1919. The recommendation above follows 
that policy and adds the new element of excluding those with high off-farm income 
from using farm losses determined on a cash basis to shield this income. 


The example in the recommendation shows how the concept of a claw-back might 
work. The numbers used in the example — the allowable deduction, the maximum 
income at which the full deduction may be taken and the rate at which the claw-back 
takes place — seem reasonable. But the Committee did not have all the information 
needed to estimate the exact cost of the specific example presented. Some of the 
numbers used in the recommendation may be altered in the wake of research by the 
Department of Finance. The Committee believes, however, that the model provides a 
solution to a long-standing problem in the taxation of farmers. 


Those with high off-farm incomes may choose, according to the first recommenda- 
tion in this section, to use full accrual accounting. Accrual losses are equal to economic 
losses and are calculated in the same manner as for other businesses. It makes sense, 
therefore, to allow farm losses calculated on an accrual basis to be treated the same as 
losses for other businesses. Therefore, the Committee recommends: 


32. That individuals who qualify as being in the business of farming and use 
accrual accounting may deduct all farm losses against other income. 


The recommendations above address the problems of determining who is in the 
business of farming and how to treat part-time farmers with large off-farm income. 
These problems have been a concern in the tax system for almost 70 years; in 1985 the 
Finance Committee issued a report about tax issues in agriculture and, during the 
examination of the White Paper on tax reform, a large amount of time was spent 
analyzing and discussing the taxation of farmers. 


The recommendations presented for peer review and the claw-back of allowable 
loss deductions are the result of careful consideration by the Committee. They appear 
reasonable and workable. If the government rejects the Committee’s recommendations, 
it is imperative that solutions be found for the problems addressed by the recommenda- 
tions. 


If necessary, the Department of Finance should be prepared to begin consultations 
with interested parties across Canada — farm groups, accountants, tax lawyers, 
officials from Revenue Canada and other government departments. Finding a solution 
to the problems dealing with the taxation of farmers must be made a priority. The 
Committee has concluded, however, that the proposals in the White Paper are not a 
workable solution. Therefore, the Committee recommends: 


33. That the White Paper proposals for modified accrual accounting, a 
profit test and a gross revenue test be dropped. 
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CHAPTER 5 


Corporate Income Tax Reform 


Manufacturing and Processing 


The tax treatment of manufacturing and processing income has been significantly 
altered by the White Paper. Foremost among the changes will be the phased reduction 
in the federal corporate tax rate applicable to Canadian manufacturing and processing 
income from the present rate of 30 per cent to 23 per cent by 1991, the reduced rate of 
capital cost allowance available for manufacturing machinery and equipment, and the 
introduction of a put-in-use rule. The small business manufacturing and processing tax 
rate will be raised from 10 per cent to the same level as the general small business 
corporate tax rate, which will be 12 per cent under the tax reform proposals. Although 
this is the only part of the manufacturing and processing sector to face a rate increase, 
the Committee has taken note of the strong endorsement of the overall tax reform 
package by small businesspeople, including the Canadian Federation of Small Business 
and the Canadian Organization of Small Business. 


Manufacturing Corporate Tax Rate 


The Committee believes that it is important to ensure that, in the face of major 
reductions in corporate tax rates in the United States, Canada maintains a competitive 
fiscal climate for its manufacturing and processing sector. A substantial gap in tax 
rates between Canada and the United States would result in a large diversion of taxable 
income across the border and a serious erosion of the government’s revenue base. 


The levels of corporate tax rates in Canada and the United States before and after 
reform are shown in Table 10. 


It is clear from the table that Canada will continue to enjoy a competitive 
advantage over the United States in its manufacturing and processing corporate tax 
rate, although somewhat less than that experienced before reform, and that the benefits 
of locating manufacturing and processing industries in Canada will remain. 
Accordingly, the Committee accepts the proposed rates of tax on Canadian 
manufacturing and processing income set out in the White Paper. 
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Table 10 


Corporate Tax Rates in Canada and the United States 
Before and After Tax Reform 


Tax Rates Before Reform 


Canada United States 
(per cent) 
Federal rate 46 46 
Manufacturing reduction —6 0 
Provincial/state reduction —10 —3.7 
Federal surtax ibs 0 
Average provincial/state rates 12 8 
Average statutory rate 43.5 50.3 


Tax Rates After Reform 


Canada United States 
(per cent) 
Federal rate 38 34 
Manufacturing reduction —5 0 
Provincial/state reduction —10 —2.7 
Federal surtax 0.7 0 
Average provincial/state rates 12 8 
Average statutory rate S521 39:3 


Subject to decisions by provincial/state governments 


Capital Cost Allowance 


There have also been substantial changes to the available write-offs for 
manufacturing machinery and equipment (Class 29). The White Paper has changed the 
treatment of such assets from a two-year straight-line write-off to a 25 per cent 
declining balance basis. The half-year rule continues to apply in both cases. Prior to tax 
reform, Canada’s two-year write-off was strongly competitive with the United States’ 
write-off of five years for similar assets. 


These changes have attracted a great deal of concern from all sectors of the 
manufacturing and processing industry. The Committee heard from, among others, the 
Canadian Manufacturing Association, Canadian Chemical Producers, Council of 
Forest Industries of British Columbia, General Motors of Canada, Dow Chemical 
Canada, Bell Canada, the Canadian steel industry and the Canadian Petroleum 
Association. 


Fairly typical of these submissions was the following comment from the steel 
industry brief: “The tax reform proposals to lengthen the write-off period for 
manufacturing assets and the introduction of the ‘put-in-use’ rule will have a long-term 
negative impact on the steel industry and on other capital-intensive industries.” 
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These submissions drew to the Committee’s attention the importance of the capital 
cost allowance system in maintaining a competitive position for Canada as an attractive 
location for new plants. As a submission by Dow Chemical stated: “Our analysis of the 
combined effects of both the U.S. and Canadian tax reform indicates that Canada will 
lose the position it has so far enjoyed as an attractive location for major plants. Under 
tax reform, other things being equal, a multi-national firm having the option of making 
a major capital investment in Canada or the U.S. could find it advantageous to build in 
the U.S. since depreciation is a significant cost element in the production of chemicals.” 


The proposed rates of depreciation for manufacturing assets will fall short of 
similar manufacturing depreciation in the United States. On a discounted cash flow 
basis the discrepancy will be more severe, as illustrated in Table 11. 


It is apparent from the table that, at a 25 per cent declining balance rate, Canada 
may be at a disadvantage in comparison with the United States, and this disadvantage 
would be all the more pronounced in view of Canada’s favourable position in this area 
prior to reform. 


Accordingly, the Committee believes that the rate of depreciation for manufactur- 
ing machinery and equipment should be increased to a level that is comparable to that 
of the United States. 


Table 11 


Manufacturing Machinery and Equipment 
Depreciation Schedules 


United States Canada Canada 
Year 7-Y ear 25 per cent 30 per cent 
(per cent) 
l 14.3 DES 15.0 
y} 24.5 2.9. eS) 
=| 17.5 16.4 17.9 
4 125 123 D2eS 
5 8.1 Ny) 7 
6 8.1 6.9 6.1 
ji 8.1 5.2 4.3 
8 4.5 39 3.0 
Y DRS, 2.0 
10 1.6 le) 
Written off 
after 10 years 100.0 92.8 96.5 
Discounted present 
value of total 
write-off! (De 66.2 70.0 


Assumes a discount rate of 10 per cent 
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Therefore, the Committee recommends: 


34. That the rate of capital cost allowance for manufacturing machinery and 
equipment (Class 29) be set at 30 per cent on a declining balance basis 
and not at 25 per cent as proposed in the White Paper. 


Put-In-Use Rule 


The introduction of the put-in-use rule was a subject of concern to many witnesses 
from the business community who came before the Committee. The rule will defer a 
taxpayer’s ability to claim capital cost allowances and investment tax credits to the year 
in which eligible assets are “put-in-use’”’ as opposed to the year of acquisition under the 
current law. This rule is intended to ensure that depreciation claims and investment tax 
credits are not taken before the eligible assets are placed in operation. 


The application of the put-in-use rule will be felt most severely by manufacturers, 
and real estate and resource developers who undertake large, long-term capital- 
intensive projects in which expenditures are made well ahead of the completion of the 
project. In its submission to the Committee, the Alberta Energy Company said: “The 
rule would have a significant negative impact on proposed capital investments causing 
otherwise viable projects not to be undertaken with obvious adverse consequences to 
regional and national economies.” 


While the Committee agrees with the underlying principle of a put-in-use rule to 
better match income and expenses, it also believes that the rule should apply on the 
basis of when assets are ready for service. For instance, a farmer who traditionally buys 
equipment in the fall cannot “‘use” that equipment until the following spring, yet it is 
nonetheless ready for service at the time of purchase. Similarly, in many new plants 
assets are purchased but cannot be used because their “use” depends on other assets 
being put into operation. The Committee is of the view that using a “put-in-place” rule 
for claiming capital cost allowances and investment tax credits on eligible property 
would alleviate these problems and allow property not “in use” but available for service 
to be claimed. Such a rule would reflect the economic reality of assets which are ready 
for service but which are not actually in use. 


The Committee. is also anxious to ensure that either a put-in-use or put-in-place 
rule does not adversely affect large capital-intensive mega-projects which by their 
nature have long lead times and on-site construction where assets cannot be “in place” 
or ‘“‘in use’. Such projects are particularly sensitive to international competitiveness, 
and the application of a put-in-use or put-in-place rule in conjunction with the proposed 
lower rates of capital cost allowances and investment tax credits could have a 
significant negative impact, causing otherwise viable projects not to proceed. 
Accordingly, the Committee believes that 24 months after the acquisition of an asset a 
taxpayer should be entitled to begin claiming capital cost allowances and investment 
tax credits in respect of the asset even if it has not in fact been put in use or in place. 


Therefore, the Committee recommends: 


35. That in determining eligibility for claiming capital cost allowances and 
investment tax credits in respect of any eligible property, the put-in-use 
rule be changed to a put-in-place rule. 
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36. That for the purpose of either a put-in-use or put-in-place rule, an asset 
be deemed to be put in use or in place, as the case may be, 24 months 
after it is acquired if it has not in fact been put in use or in place by that 
time. 


Investment Tax Credits 


Scientific Research and Experimental Development 


Firms engaged in scientific research and experimental development (R&D) in 
Canada have benefitted from a favourable tax regime as the expenses are generally 
eligible for investment tax credits ranging from 20 per cent to 35 per cent, and the net 
amount is fully deductible. However, as part of the commitment to base broadening in 
tax reform, some R&D tax incentives are being removed or restricted, as follows: 


¢ Buildings acquired after 1987 will no longer qualify as R&D expenditures. 


¢ Generally, investment tax credits claimed in a taxation year ending after 1987 
will be limited to one-half of federal tax payable. Special rules will allow 
Canadian-controlled private corporations to fully offset their tax payable on 
income eligible for the small business deduction, and individuals can fully offset 
their first $24,000 of taxes payable. 


¢ Refundability of investment tax credits earned by large corporations will be 
ended for property acquired or expenditures made after 1987 — one year earlier 
than previously scheduled. 


These changes should increase federal government revenue by $200 million for the 
1988 taxation year ($20 million from buildings, $80 million from the limitation on 
investment tax credit claims and $100 million from eliminating the refundability 
provisions for large corporations a year in advance). For 1989 to 1992, the revenue gain 
will average $135 million a year. 


This increase in federal revenue is a short-term gain and must be balanced against 
the long-run effects on Canada’s technological position. According to the OECD, high 
technology will account for 25 per cent of world trade by 1995, up from the present 12- 
per-cent level. The Canadian Advanced Technology Association (CATA), which 
represents 700 companies that performed more than 80 per cent of privately funded 
industrial R&D in Canada last year, expressed the view that Canada is being left behind 
with a stagnating level of R&D of 1.35 per cent of gross domestic product (GDP) while 
the United States and Japan are approaching 3 per cent. 


While these numbers may be influenced by special factors (for example, the large 
defence and space programs being undertaken in the United States), they still indicate 
that Canada must provide sufficient support to maintain a satisfactory percentage of 
GDP allocated to experimental research and development. It is especially important for 
adequate tax incentives to be provided since non-tax government support in Canada is 
weak compared to that in other countries. According to a table provided by the 
Canadian Manufacturers Association, non-tax government support in the United 
States, Germany, France and the United Kingdom for industrial R&D was on average 
25.5 per cent of total R&D performed in industry, while in Canada non-tax government 
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support was 12 per cent of the total. Until Canada adopts a grant system or other non- 
tax support programs, tax incentives must remain favourable. 


Since 1977, Canada has maintained a tax policy that contributes in a direct and 
supportive manner to the achievement of a high level of R&D. In the April 1983 federal 
budget, improved incentives were provided for R&D. The 50-per-cent limit for claiming 
investment tax credits when taxes exceeded $15,000 was also abolished. Furthermore, a 
special refundable investment tax credit program was introduced. 


Although there is insufficient evidence to assess the precise effects of tax 
incentives, it seems that the tax incentive system for Canadian R&D has been efficient. 
There have been major increases in the number of firms performing R&D. Further- 
more, the amount of R&D performed in the private sector increased after the 1977 and 
1983 tax incentives were introduced. 


Briefs and Testimony 


The briefs submitted to the Committee and the testimony of witnesses have 
stressed that the White Paper proposals will have a negative effect on the amount of 
R&D performed in Canada. A major concern is the limit on annual investment tax 
credit claims. CATA has estimated that up to 40 per cent of the R&D performed by 
Canada’s high-tech companies will no longer be supported by R&D tax incentives. 


The Business Council on National Issues identified this issue in its testimony: 


I think the issue you will have to address is whether for a small group of 
Canadian corporations that have massive research projects, you want to give 
them a restriction on the tax credit that they can claim and in effect, a 
different type of tax treatment that is available to other people that can use 
the entire tax credit immediately because they are not doing that much effort 
and therefore their tax credit is totally absorbable within SO per cent of their 
federal tax payable. 


Limiting the annual investment tax credit claim to 50 per cent of the federal tax 
payable will make the benefits of the investment tax credit carryforward nominal for 
companies that perform significant R&D on a regular basis. This measure 1s equivalent 
to a reduction in the rate of the investment tax credit. The full relief for small 
Canadian-controlled private corporations on their federal tax on active business income 
and for individuals on the first $24,000 of investment tax credit will be of little help in 
stimulating R&D activity, because, as witnesses have testified, these taxpayers generally 
perform very little of the total R&D in this country. 


An investment tax credit rate of 20 per cent on which only 50 per cent may be 
claimed to offset taxes will weaken Canada’s competitive position vis-a-vis the United 
States. It may be true that when comparing the tax incentives in Canada and in the 
United States, Canada is offering a favourable package. It has to be remembered, 
however, that tax incentives in Canada must remain preferential to compensate for the 
weakness of the non-tax government support. 


In the United States, the credit is 20 per cent on current expenditures only and 
then only on incremental expenditures above a base amount. Furthermore, the credit in 
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the United States is temporary and will be eliminated after 1988. However, the limit on 
annual claims is more generous than the proposed 50 per cent restriction in Canada. In 
the United States, there is no limit on claiming investment tax credits up to the first 
US$25,000 of taxes for any taxpayer, and the remainder can be claimed to offset 75 per 
cent of the tax liability. 


The Committee’s View 


The Committee has concluded that the limit On annual investment tax credit 
claims of 50 per cent of federal tax payable is inadequate and does not serve its 
intended purpose. While this proposal was intended to ensure that profitable large 
corporations pay some tax, it is more likely to remove support for the R&D expenditures 
of the medium-size corporations that are the heavy performers of R&D. 


Thus the proposed limitation on the investment tax credit has uneven impacts: 
companies that account for a large proportion of R&D will be most affected. The 
extension of the carry-forward period from seven to ten years is insufficient for these 
companies, especially because the reduction in corporate tax rates will also slow down 
the rate at which unused investment tax credits may be claimed. 


Moreover, the 50 per cent limit applied to investment tax credits earned from April 
19, 1983 but not yet claimed is a retroactive measure. 


If the government wants to change the R&D investment tax credit policy to 
compensate for the reduction in corporate tax rates, it should do so directly and even- 
handedly by reducing the rate and not indirectly by preventing some corporations — 
generally heavy R&D performers — from claiming investment tax credits. 


Therefore, the Committee recommends: 


37. That the investment tax credit for scientific research and experimental 
development expenditures that may be claimed in a year not be limited 
to one-half of federal tax payable. 


Public and large corporations active in R&D have strongly criticized another tax 
reform proposal, namely the one-year advancement of the termination date for 
providing refunds of a portion of unused investment tax credits. While the temporary 
refund program was supposed to end for expenditures incurred after 1988 by any 
taxpayer, it has been terminated one year sooner for large corporations, but extended 
indefinitely for other taxpayers (individuals and Canadian-controlled private 
corporations with taxable income of $200,000 or less.) 


The large corporations include any public corporation and any other corporation 
that has taxable income over $200,000. Mitel Corporation appeared before the 
Committee as an example of a public company that is heavily involved in R&D; it has 
no taxable income and therefore will not benefit from its substantial investment tax 
credit reserve until the company becomes taxable. Under the new rules, when the 
refund program ends Mitel will receive no tax support although it will continue to 
invest substantial amounts in R&D. 
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The Committee questions why a public corporation should automatically be 
excluded from the definition of a qualified corporation that may still benefit from the 
refundability provisions. If a small Canadian-controlled private corporation is allowed a 
100-per-cent refund of its 35-per-cent investment tax credit, then a public corporation 
with no taxable income should at least be eligible for a 20-per-cent refund on its 20-per- 
cent investment tax credit. 


The Committee believes that refundability of investment tax credits should be 
based on “need” rather than on the status of the taxpayers. The critical level of income 
may remain at $200,000 of taxable income as it presently exists for private corpora- 
tions. This would provide a more equitable treatment of the R&D refundable tax credit. 


Therefore, the Committee recommends: 


38. That the refundability of R&D investment tax credits should depend on 
a “needs test” based on a corporation’s income and not on whether a 
taxpayer is a public or private corporation. 


Buildings acquired after 1987 can no longer qualify as R&D expenditures (with the 
exception of buildings for which there was a pre-tax reform agreement that they be 
acquired before 1990). They will be treated like any other building; that is, they will be 
depreciable at a 4 per cent declining balance rate. Prior to tax reform, the purchase of a 
building for R&D would generate a 20 per cent investment tax credit and the net 
amount (purchase price less investment tax credit) would be deductible in the current 
year. 


This measure has been proposed in order to bring the tax treatment of R&D 
buildings in Canada in line with that in other industrialized countries. Indirectly, it 
should also eliminate the significant tax avoidance that took place where taxpayers 
were taking a 100-per-cent write-off for buildings and then using the buildings for R&D 
for only a short period of time. 


In the United States, only expenditures of a current nature are entitled to an 
investment tax credit. In Canada, any expenditure related to an R&D project is treated 
as an R&D expense, whether it is current or capital. Excluding buildings might appear 
arbitrary because other capital property, such as computers, will still be eligible for 100 
per cent deductibility. 


Bell Canada suggested in its brief a possible compromise of a capital cost 
allowance of 20 per cent for R&D buildings. However, no evidence was brought to the 
Committee of a possible detrimental effect caused by the exclusion of buildings as an 
R&D expense. Because this restriction is part of the base broadening and will not harm 
Canada’s competitiveness, the Committee sees no reason to reject the proposal. 


Investment Tax Credits For Specified Areas 


The government is currently supporting regional economic development in Canada 
by providing an enhanced investment tax credit on property used in specific areas such 
as Cape Breton, Atlantic Canada (including Gaspé Peninsula) and special regional 
areas. Under the tax reform proposals, the investment tax credit rates will be reduced 
from 60 per cent to 45 per cent for Cape Breton, from 20 per cent to 15 per cent for the 
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Atlantic region and from 40 per cent to 30 per cent for certified property used in 
prescribed low-growth areas. This reduction in investment tax credit rates is in line with 
the general reduction in tax rates. 


This proposal was addressed by business representatives in Halifax. They regard 
the investment tax credit as a valuable incentive even considering the reduced rates. 
Therefore, the Committee does not disagree with the proposed reductions in the 
regional investment tax credit rates. 


Flow-Through Shares 


Flow-through shares are used in the mining and oil and gas industries by 
corporations that incur exploration expenses but have insufficient taxable income to 
write them off. The mechanism allows the company to pass these deductions on to its 
investors. These investors also benefit from an earned depletion allowance at the rate of 
33 1/3 per cent of eligible expenditures on exploration and development of petroleum 
and mineral resources. Finally, the capital gain realized upon the disposition of shares is 
tax free in most cases because of the lifetime capital gains exemption put in place in 
1985. Thus the present measures make flow-through shares very attractive compared 
with other investments. 


The White Paper does not propose changes in the flow-through mechanism. 
However, it does attempt to make investment in flow-through shares more comparable 
with investments in other sectors and to provide equal treatment between the mining 
and the oil and gas industries: 


¢ The earned depletion allowance will be phased out by reducing the rate at which 
it can be earned from 33 1/3 per cent to 16 2/3 per cent for eligible expenditures 
incurred after June 30, 1988 and by eliminating the ability to earn depletion on 
expenditures made after June 30, 1989. 


¢ The taxable part of capital gains is increased from one-half to two-thirds in 1988 
and to three-quarters in 1990. 


¢ The lifetime capital gains exemption is limited to $100,000. 


e The capital gain eligible for the lifetime exemption will be reduced by 
cumulative net investment losses. Cumulative net investment losses includes 
Canadian exploration expenses and development expenses, Canadian oil and gas 
property expenses, mining earned depletion allowance (until it disappears) and 
interest on funds borrowed to acquire flow-through shares and partnership 
interests. 


e The issuing costs are amortized over five years. 


¢ The definition of “prescribed shares” will be broadened in order to disqualify 
from the flow-through treatment shares that carry any entitlement to a 
payment, repayment, loan or dividend or any retraction or conversion right 
(including a put option but excluding an arrangement that is to take place at fair 
market value). This definition is applicable to shares issued after June 17, 1987 
unless they are issued prior to 1989 according to a prior agreement or public 
documents. 
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¢ The at-risk rules applicable to limited partnerships will be extended to apply to 
resource expenditures incurred by partnerships. 


¢ The oil and gas exploration expenses incurred within 60 days after the end of 
1987 and subsequent calendar years under a flow-through share arrangement 
will be treated as if they had been incurred on the last day of the preceding 
calendar year. 


The elimination of the earned depletion allowance will produce $80 million in 
additional federal revenues in 1990, and $330 million from 1988 to 1992. No estimates 
are available of the revenue provided by the non-eligibility of capital gains for the 
lifetime exemption and the other measures. 


Mining associations, prospectors and developers, brokers and corporations in the 
industries affected submitted briefs and appeared before the Committee. While 
accepting a need for some restrictions, they argued that the proposals went too far. 
They expressed the view that the proposals did not take into account the very high risk 
of investments in exploration. 


Several witnesses emphasized the importance of the industry for employment and 
the economic development of remote areas. A study done by the Association des 
prospecteurs du Québec, for example, found that the flow-through mechanism and 
related incentives for the mining sector contributed to the realization of 71 public share 
issues in 1985 (38 from junior companies and 33 from flow-through shares), which 
resulted in 25 discoveries that in future may generate profits and 66,660 jobs, $2.8 
billion of value added and $300 million of net income for federal and provincial 
governments. Unfortunately, it is impossible to provide accurate forecasts of the effects 
of the changes in the preferential tax treatment of flow-through shares on exploration 
activity and on the economies of remote areas. 


On the other hand, a study prepared for the Economic Council of Canada in June, 
1987 concluded that the flow-through share is an inefficient mechanism for raising 
money because of high issuing cost and high risk premiums to the investors: 


For the seven cases examined in this study, the loss in tax revenue ranges from 
about $1.50 of revenue loss for an additional $1.00 of tax benefits transferred 
to a non-taxable company, to a high of over $16.00 of revenue loss per dollar 
of tax benefits transferred. 


The timing of the reduction of the earned depletion allowances on July 1, 1988 and 
their elimination after July 1, 1989 was heavily criticized. Several witnesses noted that 
changing the rules in the middle of the year would produce unnecessary complications. 
National Investment Management Ltd. also stressed that a decrease in the allowance 
after July 1, 1988 would have a retroactive effect since funds have already been 
collected for 1988 from investors who assumed they would receive a mining earned 
depletion allowance of 33 1/3 per cent. 


The Committee agrees that the earned depletion allowance should be abolished. 
However, they accept the arguments in favour of deferring the phasing out by six 
months. Therefore, the Committee recommends: 
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39. That the rate at which the earned depletion allowance can be earned be 
reduced from 33 1/3 per cent to 16 2/3 per cent for eligible expenditures 
incurred after the end of 1988, and that the allowance be abolished for 
eligible expenditures incurred after 1989, 


Many witnesses argued that the phasing out of the earned depletion allowance, 
combined with the increase in the inclusion rate for capital gains, the cumulative net 
investment losses rules and the amortization of issuing costs over five years will make 
investments in flow-through shares much less attractive after 1988. Some witnesses 
Suggested that no more shares would be issued after 1989. Investors who are now 
willing to pay premiums of up to 35 or 50 per cent, may find that the expected return 
on the investment is insufficient to contemplate payment of any premium for shares 
issued in 1989. This is especially true for shares issued by junior companies. 


The Committee considered many alternatives to the White Paper proposals. These 
included: (a) changing the adjusted cost base from nil to an amount equal to the after- 
tax cost or 50 per cent of the acquisition prices, (b) introducing an investment tax credit 
equivalent to the current earned depletion allowance; and (c) excluding the deductions 
for resource expenditures allowed under an investment in flow-through shares from the 
cumulative net investment losses. The Committee rejected these suggestions as being 
contrary to fundamental tax concepts, inequitable, inefficient or unacceptably complex. 


The Committee agrees, however, that tax incentives or government subsidies may 
be necessary as temporary measures during periods of depressed prices or economic 
downturns to ensure the survival of exploration activities in Canada. 


The proposals to extend the at-risk rules to resource expenditures incurred by 
partnerships and to extend the definition of a prescribed share so as to exclude any 
share offering a guaranteed amount to the investor were designed to ensure that flow- 
through share investment decisions are based more on real economic considerations and 
less on tax considerations. The argument for providing tax incentives to flow-through 
shares is that the investment is risky. The new rules aim to ensure that the investor in 
flow-through shares bears a real risk. The Committee finds itself in agreement with the 
proposed treatment. 


It was also suggested that oil and exploration expenditures be treated in the same 
way as “grass roots” mining exploration expenditures, and that a flow-through investor 
be allowed to deduct in a given year the expenditures incurred in the first 60 days of the 
following year. The Committee agrees with this proposal because it recognizes the 
nature of the oil and gas industry and removes an unjustified difference in treatment 
between industries. 


Eligible Capital Property 


Some business-related expenditures such as goodwill, quota rights, incorporation 
fees, perpetual franchises and certain customer lists are neither deductible currently, 
because they are capital in nature, nor depreciable by way of capital cost allowance. 
Instead, these expenditures on what is termed “eligible capital property” are added to a 
separate pool of costs such that under present rules, one-half of the costs may be 
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claimed as a deduction on a 10 per cent declining balance basis each year. Unlike 
capital cost allowance, the deduction is not subject to a “half-year rule”’. 


When an eligible capital property is sold, one-half of the proceeds are deducted 
from the pool, and the deduction for the year is based on the net balance. If the balance 
in the pool becomes negative at the end of a taxation year, the negative balance must be 
included in the taxpayer’s income. This is similar to the treatment of recaptured 
depreciation except that no capital gain is recognized if the proceeds from the sale 
exceed the original cost of the eligible capital property — as one-half of the full amount 
of the proceeds has been deducted from the pool. In line with this distinction any gain 
realized by an individual on the sale of eligible capital property is neither eligible for 
the lifetime capital gains exemption nor subject to the alternative minimum tax. 


The White Paper proposes a number of changes to the tax treatment of eligible 
capital property ‘‘. . . generally consistent with the proposed increases in the portion of a 
capital gain that is to be included in a taxpayer’s income,” as follows: 


e The portion of an eligible capital expenditure that is added to the pool of 
cumulative eligible capital is to be increased from one-half to three-quarters. 


e The portion of the proceeds of disposition of an eligible capital property that is 
deducted from the balance of the pool will also be increased to three-quarters. 


e To offset the increase in the inclusion rate from one-half to three-quarters, the 
rate of write-off will be reduced from 10 per cent to 7 per cent on a declining 
basis. 


These changes will apply to fiscal periods commencing after June 30, 1988 for 
corporations and after December 31, 1987 for individuals carrying on business as 
proprietors or in partnerships. To keep the system whole, the changes will be matched 
by an increase of one-half in the balance of a taxpayer’s existing pool of unclaimed 
eligible capital expenditures. However, no allowance has been provided, other than 
through the proposed lower tax rates (10 per cent to 7 per cent) for the retroactive 
effect of the increased inclusion rate (three-quarters in place of one-half) applying to 
the accrued gain in the value of goodwill, quota rights and other eligible capital 
property when the tax reform proposals become applicable. 


A further change in the White Paper proposals will increase the disparity between 
the tax treatment of eligible capital property and capital property on sale. After June 
17, 1987, when eligible capital property is sold, the applicable percentage of the 
proceeds must be deducted from the balance of the pool of unclaimed eligible capital 
expenditures at the time of sale, rather than when the purchase price is required to be 
paid by the purchaser. The White Paper states that the proceeds represent “‘. . . in large 
part, the recapture of a write-off that had previously been deducted” and the proposed 
change would be “consistent with the treatment of depreciation recapture.”” However, 
the portion of the proceeds in excess of the original cost of the eligible capital property 
— equivalent to a capital gain for which no deduction had been made — will be treated 
the same way, whereas some of the taxable portion of a gain realized on the sale of a 
capital property can be deferred for up to five years if the proceeds are not due in full at 
the time of sale. This change will prove to be particularly harsh in respect of goodwill 
proceeds realized on the sale of an unincorporated business where the goodwill had 
been built up in the business rather than purchased originally, that is, no amount had 
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ever been deducted for the goodwill. This too may necessitate the incorporation of a 
business prior to sale, if the proceeds will be payable over time. 


The Committee recognizes that the White Paper has not remedied the one major 
disparity between the treatment of eligible capital property and capital property. The 
lifetime capital gains exemption will still not be available to an individual who realizes 
a gain on the disposition of eligible capital property on the sale of an unincorporated 
business carried on as a proprietorship or partnership. This distinction prompted the 
Union des Producteurs Agricoles, for example, to recommend that the $500,000 
lifetime capital gains exemption should be applied to gains realized on the sale of 
production quotas. Although the Committee notes that individuals who dispose of 
shares of a small business corporation will be entitled to a lifetime capital gains 
exemption of up to $500,000, the Committee has concluded that eligible capital 
property should be treated as depreciable property and not like shares of a small 
business corporation. 


The Committee notes that, in principle, eligible capital property should be treated 
in the same manner for tax purposes as depreciable property in respect of the portion of 
the cost that may be claimed as a deduction, and as capital property in respect of 
proceeds realized on sale in excess of the original cost. Consequently, two-thirds of any 
capital gain would be included, like other depreciable assets, in income and would also 
be eligible for the $100,000 lifetime capital gains exemption. This move to a two-thirds 
inclusion would also necessitate a drop in the rate of deductibility to 8 per cent. The 
Committee has reached this conclusion because it perceives that the historical reasons 
for the separate treatment of eligible capital property no longer apply and that 
significant simplification can be achieved by combining the eligible capital property 
rules with those applying to depreciable property. In making this recommendation, the 
Committee believes that the treatment of eligible capital property under the tax reform 
proposals would be consistent with that of capital property, but notes that the extension 
of the lifetime capital gains exemption to gains realized on this type of asset may have a 
significant revenue impact. 


Therefore, the Committee recommends: 


40. That eligible capital property be treated as a separate class of 
depreciable property with a deemed cost equal to the applicable 
percentage of its actual cost, and any proceeds of disposition be deemed 
to be the applicable percentage of the actual proceeds. 


41. That the “applicable percentage” in respect of eligible capital property 
be increased from one-half to two-thirds. 


42. That on the implementation of these recommendations the balance of 
existing cumulative eligible capital pools be increased by one-third, and 
the depreciation rate for eligible capital property be reduced from 10 per 
cent to 8 per cent. 


43. That any proceeds of disposition of eligible capital property in excess of 
original cost be treated as a capital gain eligible for the $100,000 


lifetime capital gains exemption. 
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44. That the existing rules in relation to recaptured depreciation and taxable 
capital gains apply to the recognition of the proceeds of disposition of 
eligible capital property that are not receivable until a later year. 


Real Estate 


The White Paper proposes significant changes to the overall taxation of real estate 
developers, estimating that the changes to the treatment of real estate carrying costs 
and soft costs will raise $10 million in 1988 which would grow to $70 million in 1992 
once the proposals had been fully implemented. No specific estimates are provided for 
the impact of the other changes on real estate. Table 12 compares the current and 
proposed systems. 


The proposals put forward in the White Paper will raise revenue, but important 
issues remain. Will the revenue be raised equitably across the industry? Are the 
proposals reasonable given the nature of the industry? Are the rules consistent with 
taxation rules facing other industries? 


The Committee received briefs and heard testimony from various members of the 
real estate industry, including large, medium and small developers. The general thrust 
of the comments received was that although the industry accepted that more tax in 
total should be paid by its members, the witnesses found the proposed changes 
excessive. Submissions were received from groups representing small real estate 


Table 12 


Tax Treatment of Real Estate Developers 


Before Tax Reform After Tax Reform 


Carrying costs on vancant Currently deductible Capitalize to land 

land inventory 

Carrying costs on vancant Currently deductible Capitalize to land 

land held for expansion 

Construction period “soft Currently deductible Capitalize to land and 
costs” building as appropriate 
Capital cost allowance on 5% declining balance 4% declining balance 
building held for rent 

Capital gains inclusion rate 50% | 66 2/3% growing to 75% 
Cost of obtaining financing Currently deductible Deductible over 5 years for 


share issues, or term of debt 
for debt issues. 


General business rate of tax 36% 28% 


Put-in-use rule N/A Applicable 
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developers indicating that their sector will be hit disproportionately by many of the 
proposed tax changes. As indicated by the Canadian Home Builders Association: 


The competitive advantage that large developers/builders have will be 
increased because of their ability to absorb better the increased costs and 
because the impact of tax reform will be felt sooner by the small companies 
than the larger ones. In addition the tax rate reductions will have greater 
benefit to large corporations than small corporations. 


This position was reinforced by the Canadian Institute of Public Real Estate 
Companies (CIPREC) in their presentation regarding the deduction of carrying costs on 
land inventory. 


. .. this provision will be more prejudicial for non-cIPREC members who are 
small homebuilders since in many cases, these contractors: will now be 
required to pay income tax for years in which they do not ‘make money’. 


There have also been concerns raised that the White Paper proposals do not 
properly reflect an understanding of how the real estate development industry operates. 
For example, the requirement to capitalize carrying costs to the value of the land may 
be self-defeating. That is, situations will occur where after a number of years of 
capitalizing carrying cost, the tax value of the land could exceed fair market value. For 
tax purposes, a write-down to fair market value would be required. This change would 
open up problems of valuation, assessment and appeal. 


Furthermore, a number of witnesses indicated that there is no recognition that 
land must be assembled and carried for a number of years while zoning requirements 
and permits are obtained and financing arranged. Nor has there been any recognition 
that incidental revenue is earned while a project is being developed. Under the White 
Paper proposals, revenue will be taxed currently, while associated costs must be 
capitalized until the project is complete. As the Joint Committee on Taxation of the 
Canadian Bar Association and the Canadian Institute of Chartered Accountants put it: 


A dislocation of the receipt of revenues and the deduction of expenses could 
occur with multi-unit projects. Further, projects that as a whole produce a loss 
may nonetheless result in a tax liability to the developer with respect to the 
first sales that are made. 


Many submissions argued that the real estate industry was being singled out from 
other industries in the treatment of certain costs. A particular complaint of many 
witnesses was that inventory carrying costs will not be allowed as a deduction for real 
estate developers. Witnesses argued that other industries with long inventory-holding 
periods, for example, distillers, are able to claim their carrying costs of inventory as a 
current deductible expense. 


A primary area of concern is the capitalization of interest on vacant land. The 
Committee considers that these costs are an integral component of the development 
industry and are properly currently deductible against income provided the taxpayer is 
in the real estate development business. It is incorrect to attempt to derive tax by 
disallowing the deduction of otherwise justifiable costs. 
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The Committee does believe, however, that soft costs incurred during construction 
(for example, interest charges during construction) can justifiably be said to be capital 
in nature, as opposed to a currently deductible expense. These costs should be 
capitalized to the cost of the building and a deduction allowed in line with the 
appropriate capital cost allowance. 


There was some evidence presented to the Committee arguing that there may be 
some inequities in the application of a put-in-use rule as it relates to the real estate 
industry. The Committee was not convinced, however, that major changes to the put-in- 
use rule for real estate projects were warranted, beyond those already proposed by the 
Committee. 


Therefore, the Committee recommends: 


45. That carrying costs on vacant land continue to be deductible as a current 
expense by real estate development companies. 


46. That the proposals requiring the capitalization of soft costs incurred 
during construction are appropriate and should be implemented, but the 
amounts should be capitalized totally to the building. 


A perceived problem with the industry is that many large real estate companies are 
profitable in an accounting or financial sense but do not have any taxable income and 
therefore pay little or no tax. For example, this may occur where a real estate company 
finances its expansion by way of mortgaging existing properties so as to extract inherent 
gains in value, without paying any current income tax. 


The Committee advocates that the Department of Finance should review an 
alternative source of taxation for the real estate industry. The Committee believes that 
some alternative form of taxation must be devised to ensure that the real estate industry 
pays its fair share of tax. An asset tax based on historical cost or depreciated cost may 
not be appropriate because of its uneven application. Furthermore, an asset tax based 
on the fair market value of assets would be difficult to administer and fraught with 
complications regarding the ongoing valuation of real estate assets. To address the issue 
of taxing the fair market value of the operations of a real estate corporation, one option 
is a form of alternative minimum tax based on a percentage of gross rental revenue. A 
relatively low tax rate could be applied to non-residential rental revenues when they are 
greater than a specified minimum, say $1 million. Such an alternative minimum tax 
would be payable to the extent it exceeded regular income tax payable, but it would be 
limited to 28 per cent of reported Canadian accounting income. This would ensure that 
a company incurring accounting losses does not have to pay tax. 


The intent of this relatively simple proposal is to raise a base level of taxes from 
those companies in the real estate industry that report accounting income, have 
significant rental income and pay little or no regular income tax. 


Therefore, the Committee recommends: 


47. That the government implement an alternative minimum tax on the real 
estate industry. The tax would be established at a low rate and on an 
appropriately broad base with a de minimis rule. Furthermore, this tax 
would be payable, only to the extent that it was greater than regular 
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corporate income tax but would be limited to 28 per cent of the Canadian 
portion of reported accounting income. 


The Committee generally supports the base-broadening implication of reducing 
the capital cost allowance on buildings to 4 per cent, although a concern was expressed 
to the Committee that this rate may be too low to encourage renovation of Canadian 
buildings over SO years old. In the Committee’s view, the Department of Finance should 
undertake a study to assess whether a favourable rate of depreciation should be 
available to taxpayers who renovate older buildings instead of constructing new ones. 
For example, if capital cost allowance rates of 6 per cent were available to those 
taxpayers renovating qualified property versus the general rate of 4 percent, 
compensation by way of a tax incentive would be provided where the cost of renovations 
exceeded the cost of building a new building by up to 30 per cent. 


Therefore, the Committee recommends: 


48. That while the White Paper proposals requiring the reduction in the rate 
of capital cost allowance for buildings from 5 per cent to 4 per cent 
should be adopted, an assessment should be made by the Department of 
Finance to determine whether a preferential rate of capital cost 
allowance should be available to taxpayers who renovate buildings that 
are over 50 years old. 


Expenses of Issuing Securities 


At present, taxpayers may deduct the costs of issuing securities or debt in the year 
they are incurred. These costs include underwriting commissions and sellers’ fees, legal 
and accounting fees, registrars’ and transfer agents’ fees, and printing expenses and 
filing fees relating to an issue. The expenses of issuing trust units and partnership 
interests are also deductible in the year incurred, which has the effect of permitting 
partners in a partnership or unitholders in a trust to deduct part of their investment 
costs, thereby adding to “the tax advantages of tax-motivated investments.” 


To achieve a better matching of expenses with revenues, the White Paper proposes 
that applicable to issue expenses and other costs incurred after December 31, 1987 with 
respect to debt and other securities issued after that date: 


e Expenses relating to the issue of shares, partnership interests and trust units will 
be amortized over a five-year period; and 


e Expenses relating to borrowing funds will be amortized over the term of the debt 
obligation, including any renewal periods, with a minimum of five years — 
however, any unamortized costs will be deductible in the year in which the 
borrowings are repaid. 


The projected federal revenue effect of these proposals will be an increase of $50 
million for 1988 declining to $10 million in 1992. 


Witnesses who appeared before the Committee had a number of concerns: 


¢ The Trust Companies Association of Canada said that long-term debt issues 
would be discouraged. 
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© The Canadian Bankers’ Association said that the proposals would favour equity 
securities over debt with a term of more than five years, and would create 
uncertainty as to their application to perpetual debt instruments and revolving 
loan facilities. 


e The Joint Securities Industry Committee on Tax Reform said that the current 
tax treatment of expenses of issuing securities had been very effective in 
encouraging Canadian companies to raise equity capital and had been 
particularly helpful for small business. The claiming of these expenses over a 
period of years would make it difficult for Revenue Canada to distinguish them 
from those expenses that would still be deductible immediately, such as advisory 
costs, especially “in the event they are incorporated into the issue price of 
corporate financing.” 


The Joint Securities Industry Committee on Tax Reform also indicated that the 
tax reform proposals would not be effective because companies that do “regular 
financing and that are very sophisticated will re-design share and debt issues so as to 
virtually minimize any non-deductible expenses.” As a result, investors would pay more 
for new issues of securities leaving the same net after-tax proceeds available to the 
issuer as would be available when the expenses were deductible currently. 


The Committee recognizes that the tax treatment of the costs of issuing securities 
or debt should not lead to a mismatching of revenues and expenses and should not 
encourage tax shelter financing. Partnerships and trusts should not be used as a means 
of converting capital expenditures of an investor into currently deductible expenditures. 
However, the Committee believes that although the expenses of issuing debt should be 
deducted over the term of the debt, the tax treatment of the expenses of issuing debt 
and other securities should as far as possible be neutral. 


Therefore, the Committee recommends: 


49. That, as proposed in the White Paper, expenses relating to the issue of 
shares, partnership interests and trust units be amortized over a five- 
year period; but that expenses relating to borrowing funds be amortized 
over the term of the debt obligation including any renewal periods, with a 
maximum of five years. Any unamortized costs should be deductible in 
the year in.which the borrowings are repaid. 
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CHAPTER 6 


Preferred Share Financing and 
Dividend Distributions 


Preferred share financing is subject to complex rules in the Income Tax Act. These 
rules, including the definition of the various types of preferred shares, have been revised 
on a regular basis. Since 1978, for example, the definition of “term preferred shares” 
has been changed nine times. The White Paper proposes additional rules that seek to 
limit the issue of preferred shares by non-taxpaying corporations. The co-chairmen of 
the Joint Committee on Taxation of the Canadian Bar Association and the Canadian 
Institute of Chartered Accountants appeared before the Finance Committee and 
emphasized the extraordinary complexity of the proposed rules: 


... the rules are becoming incomprehensible, and the preferred share rules are 
a prime example of that. 


You go through those preferred share rules, and you have to determine 
whether you have got a term preferred; a short-term preferred; a collateral- 
ized preferred; a taxable preferred; a taxable SFI share; or a grandfathered 
share. Some of them can be in two or three of those categories, and others 
may be in none of those categories. 


If the complexity is not daunting enough, moreover, the Committee has already 
heard of schemes to avoid the proposed rules and doubts that these rules, even if 
corrected, will stop the abuse. 


Reasons For After-Tax Financing 


A corporation that does not pay tax often issues preferred shares as a substitute for 
debt financing to reduce its costs of borrowing. Lenders of funds to corporations who 
demand the same after-tax yield whether the funds are invested in debt or equity, 
usually charge the borrower a lower cost of funds because they have been able to obtain 
the yield as a dividend rather than as interest. 


The borrowing corporation that issues debt is indifferent to any deduction for the 
interest expense it incurs because it is non-taxable. Whereas the lender in this 
transaction would pay tax on the interest income, taxable dividends, on the other hand, 
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are presumed to be paid out of profits that have already been subject to a tax and would 
be eligible for a dividend tax credit (for the individual shareholder) or an intercorporate 
dividend deduction (for the corporate shareholder). 


This method of equity financing has increased as the number of tax preferences in 
the Income Tax Act have multiplied. The absence of any corporate loss transfer system 
in Canada has also aggravated the problems arising from the use of after-tax financing. 
In this regard, the Committee notes that although the government published a 
discussion paper in conjunction with the May 1985 budget putting forward a proposal 
that would allow the transfer of tax losses within a commonly-owned group of 
corporations, the White Paper is silent on this subject. The Committee believes that as 
an integral part of corporate tax reform there is a need for the federal and provincial 
governments to seek agreement on implementing a tax-loss transfer system in Canada. 


The popularity of after-tax financing is, in part, revealed in the proportion of total 
share issues represented by preferred shares. The following comparison in Table 13 of 
Canadian and U.S. issues of preferred shares as a percentage of common and preferred 
stock issues illustrates this country’s historical tax advantage regarding preferred 
shares: 


Problems With After-Tax Financing 


If the corporation that is distributing dividends on preferred shares is in a 
taxpaying position, the tax system works properly. For example, the dividend tax credit 
and the intercorporate dividend deduction provide an incentive for individuals and 
corporations respectively to invest in Canadian equity with little or no double taxation. 
The Income Tax Act provides little incentive in this situation for the corporation to 
choose preferred share financing over debt. If, however, the corporation is not paying 
taxes, it can obtain an advantage by issuing preferred shares and paying dividends out 


Table 13 


Comparison of Canadian and U.S. Issues of Preferred Stock 
as a Percentage of Common and Preferred Stock Issues 


Canada United States Difference 
(per cent) 
1965 46.6 31.9 [457 
1970 34.2 SilGal 18.1 
1975 51,6 31.8 25.8 
1980 47.0 16.1 30.9 
1981 54.8 6.7 48.] 
1982 Se 17.6 28.1 
1983 ES 14.3 Pi 
1984 62.5 18.2 44.3 
1985 54.4 18.3 36.1 


Source: Department of Finance. 
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of income that has borne little or no corporate tax because tax relief for a notional 
amount of corporate tax is still provided to the recipient shareholder. The non- 
taxpaying corporations have also been able to use the intercorporate dividend deduction 
as a means of transferring some of their unused tax preferences to unrelated 
corporations. 


In summary, after-tax financing has resulted in the loss of government revenues, in 
part because corporations have chosen to finance their activities using preference shares 
that are in essense a debt obligation. At the same time, tax relief is still provided to 
recipients of taxable dividends from these non-taxpaying corporations. 


The White Paper Proposals 


The government projects increased revenue of approximately $400 million 
annually upon implementation of the new preferred share rules, intended to restore the 
integrity of the tax distinction between equity and debt securities and prevent further 
tax preference transfers between corporations. The White Paper proposes to levy on a 
corporation a 25 per cent tax on dividends paid on certain taxable preferred shares and 
a 10 per cent tax on certain corporate recipients of the dividends. The corporation may 
elect to pay a 40 per cent tax on the dividends paid, in which case no additional tax is 
imposed at the recipient shareholder level. The 25 per cent basic rate of tax is designed 
for dividends targeted for the individual market and reflects the value of the dividend 
tax credit. For the issuing corporation paying taxes, the tax can be applied indirectly as 
a deduction to corporate income tax payable. Accordingly, it does not represent a net 
cost to an otherwise taxpaying company. However, a significant cost is imposed on the 
non-taxpaying corporation and on the company which pays insufficient income tax to 
fully offset the 25 per cent tax. 


The exemption of up to $500,000 of preferred share dividends for any group of 
corporations is intended to allow small business and venture capital start-up companies 
continued use of preferred shares as an integral part of financing arrangements. 
Depending on share prices, this exemption permits the issuance of $5 million or more in 
preferred shares without taxes on dividends. Dividends paid to a shareholder with a 
substantial interest in the paying corporation will not be subject to either the 25 or 40 
per cent tax on dividends received by certain corporations. Generally speaking, 
shareholders will have a substantial interest in a corporation if they are related to the 
corporation or if they own shares representing at least 25 per cent of the votes and value 
of all issued shares of the corporation. 


Recommendations 


The Committee recognizes that the issue of preferred shares is a useful and 
acceptable method for raising corporate funds. Nevertheless, it believes that the 
provision of tax relief to recipients of taxable dividends from non-taxpaying 
corporations is inappropriate, particularly when it contributes to the sale of tax 
preferences. 


The Committee is not satisfied with the proposed rule or with on some of the 
designated exceptions such as the $500,000 exemption, which it believes is considerably 
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above the capital needs of most small businesses. Further, the $500,000 exemption will 
be open to large as well as small corporations, subject only to a claw-back provision 
applicable to the payment of over $1 million of dividends annually. This effectively 
permits a modicum of continued after-tax financing for all corporations at an 
indeterminate cost to the federal treasury. Overall, the Committee believes the 
$500,000 exemption is too generous an allocation of tax support for corporate 
financing. A more appropriate mechanism would be one that offered a lower level of 
exempted dividends or that was directed to currently non-taxable firms of a specific 
size. It is not clear, however, which companies the government intended to benefit from 
the exemption. 


Therefore, the Committee recommends: 


50. That the $500,000 exemption of preferred share dividends for any group 
of corporations be reduced to a lower level of exempted dividends or be 
available only to non-taxable firms of a specific size. 


In spite of its earlier endorsement of the objectives of the proposed rules, the 
Committee questions why the government did not adapt the proposed rules to include 
common equity dividends. The Canadian tax system is an anomaly among integrated 
tax systems in that it offers a tax credit to individual shareholders without reference to 
actual corporate taxes paid. Furthermore, the intercorporate dividend deduction, which 
is designed to prevent double taxation when dividends pass between corporate entities, 
is also available to the corporate shareholder without reference to actual taxes paid on 
the part of the payer corporation. Both instances represent an unacceptable tax 
expenditure. The government’s proposed rules deal with this fundamental problem in 
the case of preferred share dividends, but not for dividends on common equity. 


The Committee also reviewed advance corporation tax on dividend distributions 
used by nations, such as Australia, which have tax systems characterized by partial or 
full integration. These nations levy an advance corporation tax on all dividends to 
ensure that all surplus from which dividends are distributed has been subject to 
corporate tax. Thus, in these jurisdictions, an advance corporation tax acts like a 
minimum tax, or a prepayment of tax that is later offset against a corporation’s 
mainstream liability. To the extent the corporation is in a non-taxpaying position, the 
advance corporation tax remains effective and tax credits compensate shareholders for 
the full value of the advance corporation tax paid. 


Department of Finance officials advised the Committee that numerous difficulties 
interfere with the possible imposition of a comprehensive advance corporation tax on all 
Canadian dividend distributions. Chief among these was the inability of foreign 
shareholders to obtain Canada’s dividend tax credit because the credit is a subsidy 
designed to encourage equity investment in domestic corporations only. This would 
prove especially critical for those shareholders residing in the United States because of 
the significant level of American investment in Canada. Officials indicated that one 
country with an advance corporation tax, the United Kingdom, has extended partial 
dividend relief to foreign direct and portfolio investors under certain double tax treaties, 
including those with Canada and the U:S. 
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Although the Committee appreciates the potential tax treaty implications involved 
in this issue, it has concluded that this problem alone should not preclude the 
introduction of an advance corporation tax in Canada. The experience of the 1986 tax 
reform in Australia — another country with a high level of foreign ownership — 
provides Canada with an alternative to both the status quo and the White Paper 
proposals. As part of Australian tax reform, the system of imputation was altered to 
operate for residents and yet included an advance corporation tax without violating the 
recently negotiated Australia-U.S. tax treaty. The Australian method of segregating 
dividends into two classes for the purposes of determining tax payment and the 
subsequent provision of tax credits to shareholders guarantees against revenue loss and 
provides no disincentive for dividend distributions by corporations. Dividends that have 
borne a tax (qualifying dividends) and are paid to non-resident shareholders are exempt 
from the normal dividend withholding tax. On the other hand, dividends that have not 
borne a tax (non-qualifying dividends) are liable for the dividend withholding tax. 
Because of the qualifying dividend exemption, Australia is able to restrict its tax credit 
to residents. There are indications that the new Australian imputation system could 
prove acceptable to U.S. treaty negotiators. 


The Committee notes that another approach that could avoid the potential tax 
treaty implications of Canada introducing a comprehensive advance corporation tax 
would be for the tax not to apply to dividend payments to non-resident shareholders. 


The Committee also suggests a review of another model of advance corporation tax 
that draws a distinction between tax-paid and non-tax-paid surplus. Whereas a 
corporation may pay dividends out of tax-paid surplus without restriction, dividends 
paid in the absence of a tax-paid surplus balance would be subject to an advance 
corporation tax. Tax-paid surplus represents the net surplus of the corporation as 
calculated on a tax basis, accumulated over time. The implementation of such an 
advance corporation tax would require some system of accounting for pre-implementa- 
tion surpluses. 


In summary, the Committee believes that the following ideas will be fundamental 
in the design of a successful advance corporation tax for Canada: 


e the advance corporation tax rate should be close to the rate of dividend tax 
credit at the shareholder level; 


¢ when an advance corporation tax is introduced, the proposed preferred share 
dividend tax rules should be revised to form a component of the advance 
corporation tax; 


e the excess of advance corporation tax over current taxes should be allowed to be 
carried back and forward for a reasonable period of time. 


Therefore, the Committee recommends: 


51. That the government take steps immediately to introduce a comprehen- 
sive advance corporation tax on common and preferred share dividend 


distributions. 
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CHAPTER 7 


Financial Intermediaries 


The White Paper includes proposals aimed at shifting the tax burden to profitable 
corporations. Financial institutions were targetted as the type of corporation that has 
paid little tax because of existing tax provisions, and specific proposals in the White 
Paper attempt to ensure that these institutions begin paying an appropriate share of 
taxes. The Committee agrees with the intent of the proposals but believes they are 
inadequate. Accordingly, this Report introduces a different approach to the taxation of 
financial intermediaries. 


White Paper Proposals 


The tax reform proposals affecting financial intermediaries fall into two areas: the 
treatment of reserves generally and the taxation of life insurance companies 
specifically. The overall objectives of the proposals relating to reserves are to ensure 
that tax deferral opportunities are eliminated and that there is consistency of tax 
treatment among competing financial institutions. The proposals relating to life 
insurance companies are intended to raise more tax revenues by ensuring that the 
investment income accumulating over the years in the policy reserves of life insurance 
companies bears a reasonable level of tax and, in the case of life insurance companies 
which operate both in Canada and abroad, to ensure that an appropriate portion of the 
insurer’s net investment income is attributed to the Canadian business and thus is 
subject to Canadian taxation. 


Reserves are a key factor in determining the taxable income of financial 
intermediaries. In general, a deduction may be claimed for a reserve to reflect either a 
reduction in the value of an asset, e.g., a reserve for loan losses, or an increase in a 
liability, e.g., a reserve for future claims under insurance policies. In line with the 
government’s proposals that financial institutions will be allowed to compete in 
significantly more areas than previously, the tax reform proposals are intended to 
eliminate the different treatment of reserves for tax purposes for institutions competing 
in the same marketplace. 


The White Paper identifies the following deficiencies in the tax treatment or 
reserves of financial intermediaries. 


97 


e The deduction for loan losses allowed to banks is different from that allowed for 
competing financial institutions and provides an opportunity for the deferral of 
tax. 


e Trust, mortgage loan, insurance companies and credit unions are allowed a 
reserve for doubtful accounts based on a formula which generally exceeds actual 
experience. 


e Insurance companies are allowed a reserve in one year for policy dividends to be 
paid in the next year, even though only a portion of the liability will have 
accrued at the year-end. 


e Insurers do not always discount their liabilities in respect of expected future 
claims and thereby claim higher reserves than the value of their future liabilities. 


As a general approach, the government proposes that loan loss reserves of financial 
intermediaries be based on their actual experience rather than on arbitrary formulas. 
Adjustments will also be made to insurers’ reserves to better match underlying income 
and expenses. The proposals will reduce the amount of reserves permitted to financial 
intermediaries in computing income for tax purposes and as a result, will broaden their 
tax base. To spread the impact of these changes over a number of years, transition rules 
will be provided. 


The government also proposes to introduce a 15 per cent investment income tax 
which will apply to investment income accruing to fund insurance liabilities of life 
insurance companies. This tax is similar to a tax on the investment income of life 
insurers which was in effect between 1969 and 1978. 


The proposed tax will not apply to investment income accruing to fund liabilities 
attributable to life insurers’ annuity business. Furthermore, it will not apply to 
investment income related to fixed contractual liabilities entered into before January 1, 
1988. Deductions will be allowed from the investment income tax base for expenses 
incurred in earning Canadian investment income and for business income of life 
insurance companies which is already subject to tax under Part I of the Income Tax 
Act. The proposed investment income tax will apply to taxation years beginning after 
June 17, 1987 and ending after December 31, 1987. The rate will be phased in in equal 
steps over a five-year period. 


Finally, the government proposes to alter the rules which exist for determining the 
amount of gross investment revenue attributable to Canadian insurance businesses 
carried on by resident multinational life insurance companies and non-resident 
insurance companies to ensure that an appropriate amount of investment revenue and 
security gains are subject to taxation in Canada. 


The current system for determining the Canadian investment fund of life insurers 
and for designating investment property will be retained. However, rules similar to the 
equity-limit rule will be adopted to restrict the amount of rental real estate assets that 
may be designated by the insurer. In designating assets to the Canadian investment 
fund, insurance companies will have to meet a value test, a net investment revenue test 
and a minimum amount of gains test. Rules will also be introduced to ensure that an 
appropriate portion of an insurer’s net investment income is attributed to its Canadian 
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business. This will be accomplished by requiring that a minimum amount of net 
investment revenue must be included in Canadian income. 


The proposed changes will apply to taxation years beginning after June 17, 1987 
and ending after December 31, 1987, and special transition measures will apply. 


Financial Intermediaries and the Avoidance of Tax 


The Committee has noted that, since 1978, the amount of federal income tax paid 
by banks, insurance companies and trust companies has declined drastically. On the 
basis of aggregate industry statistics, the Committee has determined that the federal 
income tax liabilities of the financial intermediaries have generally been in the range of 
| per cent to 6 per cent of Canadian profits. 


In large part, this is because financial intermediaries are highly leveraged, having 
access to large amounts of depositor assets backed by relatively small amounts of 
company capital. The ratios of depositor assets to company capital range from 10:1 to 
25:1. By utilizing tax preferences sufficiently, including tax-exempt income, the 
financial intermediaries have been able to reduce their taxable income to negligible 
amounts within the existing provisions of the Income Tax Act. There has been evidence 
presented of careful selection among tax preferences by financial intermediaries to 
minimize their income tax liabilities. Furthermore, there has been evidence presented to 
the Committee that formula reserves for general losses have been about twice as large 
as appropriate for large, regionally diversified financial institutions, and that actuarial 
and claims liability reserves have been overly generous for insurance companies. In 
addition, technical evidence has been presented concerning flaws in the detailed tax 
calculations for life insurance companies which have resulted in their paying very little 
tax. Consequently, life insurance companies did not need to rely as heavily on after-tax 
financing instruments as other financial intermediaries. 


The history of Canadian income taxes paid by banks, trust companies and life 
insurance companies from 1980 to. 1985 compared to their reported Canadian income is 
set out in Table 14. Financial institutions report profits on Canadian operations directly 
in their annual reports or to Statistics Canada. While information on corporate tax 
liabilities is not available from Revenue Canada, aggregate industry statistics have been 
made available to the Committee. 


As can be seen, Canadian federal income taxes paid have generally been in the 
range | - 6 per cent of aggregate Canadian profits. All financial intermediaries charge 
a fee for their services as intermediaries. For asset management, this fee is customarily 
calculated as a percentage of the margin between the rate of interest paid on deposits 
and the rate of interest earned on investments. The margin, or pre-tax spread, after 
expenses ranges on individual products from about one-quarter of 1 per cent to about 1 
per cent. Reported margins for the life insurance companies are about one-half of 1 
percentage point higher, in part due to differences in income-reporting methods; 15 per 
cent of unrealized common stock gains and 10 per cent of unrealized real estate gains 
are added to realized earnings for reporting purposes. 
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A further factor is that insurance companies also charge a fee for their services as 
risk intermediaries. For life insurance, this fee is customarily calculated by providing 
for a mortality margin between the rate of mortality expected and the rate charged in 
the contract. At present, the non-investment-related earnings of insurance companies 
constitute a much larger proportion of their earnings than do the fee earnings of the 
other financial intermediaries. 


The historical profit margins on the Canadian operations of banks, trust companies 
and domestic life companies are set out in Table 15. 


Proposals for Change 


By taking advantage of generous tax preferences, financial intermediaries have 
been able to adjust their taxable income and pay little, if any, tax. One way to increase 
the taxes paid by these institutions, therefore, is to reduce or eliminate the tax 
preferences they use. Recommendations in the following four subsections attempt to do 
so and bring taxable income more in line with actual earnings. This would increase the 
taxes paid by financial intermediaries under Part I of the Income Tax Act. 


Canadian Investment Fund 


In the case of the multinational Canadian life insurers, a faulty definition of the 
Canadian investment fund has enabled them to eliminate their Canadian income tax 
liability because of the effect of foreign policy loans, the year-end timing of the 
Canadian investment fund calculation, the selection of assets for the fund, and financial 
reinsurance. In addition, in an environment where interest rates were reasonably stable 
but fluctuated around certain mean values, or where interest rates were rising, most 
domestic and multinational life insurers could, through trading activity, generate tax- 
deductible losses when no real business loss occurred. 


For example, assume that a $100 five-year 10 per cent bond was purchased to back 
a specific annuity. If interest rates rose one percentage point and the bond was sold at 
about $96.30 and replaced by an 11 per cent, five-year bond at par, no economic profit 
or loss would have been realized. This is because the real market value of the 
underlying liability should also have been valued at a one percentage point higher rate 
of interest. For reporting purposes, bond income would be increased by $0.59 in the 
first year, $0.66 in the second, $0.73 in the third, $0.81 in the fourth and $0.91 in the 
fifth, reflecting the higher interest rate. This would be offset by the amortization of the 
bond trading loss of $0.74 each year over the five-year period. 


However, for tax purposes the $3.70 bond trading loss would be recognized 
immediately and the increase in income would be reported annually over the five-year 
period. Thus, by recognizing the reduction in the market value of assets at the time of 
sale for tax purposes while ignoring the reduction in the market value of liabilities, 


taxable income is reduced significantly. Larger effects can be generated for longer-term 
bonds. 
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Table 14 


Canadian Taxes Paid Related to Profit of Canadian Operations 


1980 =198]1 152 1 OSSeern OS Ae 198 5 


(millions of dollars) 


Banks 
Aggregate Canadian profits (7 large) n.a. 916 951 1,641 1,865 1,766 
Aggregate Canadian federal income taxes 15 8 i 40 17 n.a. 


paid (industry) 
Trust Companies 


Aggregate Canadian profits (7 selected) n.a. 78 124 270 303 364 
Aggregate Canadian federal income taxes 9 4 19 25 1] n.a. 
paid (industry) 


Life Insurance Companies 


Aggregate Canadian profits (industry) 578 518 552 785 643 945 
Aggregate Canadian federal income taxes 26 19 21 25 40 n.a. 
paid (industry) 


n.a. - not available 


Table 15 


Historical Profit Margins on Canadian Operations 


198] 1982 1983 1984 1985 1986 


Banks (7 large) 


Canadian assets ($ billion) 167 194 200 200 213 230 
Canadian profits ($ million) 916 951 V.G41 eli865— 17665 2.110 
Profit margin (per cent) O55 0.49 0.82 0.93 0.83 0.92 


Trust Companies (7 selected) 


Canadian assets ($ billion) 21.4 28.9 31.6 34.3 40.8 47.7 
Canadian profits ($ million) 78 124 270 303 364 413 
Profit margin (per cent) 0.36 0.43 0.85 0.88 0.89 0.87 


Domestic life companies (industry) 


Canadian assets ($ billion) 30.5 34.0 38.0 43.4 47.8 
Canadian profits ($ million) 234 363 503 632 756 
Profit margin (per cent) Oi. 1.07 135") 146" 158 


Life company reported earnings are not comparable because for reporting purposes 15 per cent of unrealized 
common stock gains (from 1984) and 10 per cent of unrealized real estate gains (from 1986) are added e normal 
realized earnings. For example, in 1986, between 20 per cent and 25 per cent of several large life insurers’ earnings 
reflected reported unrealized real estate gains for the first time. 
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Therefore, the Committee recommends: 


52. That, to ensure taxable income reasonably reflects business income, 
bond and mortgage trading profits and losses be amortized over the 
remaining lifetime of the security for all financial intermediaries. 


Financial Reinsurance 


The Committee has concluded that in general, the deficiencies in the Canadian 
investment fund in the existing tax legislation have been corrected by the tax reform 
proposals, although deficiencies in the Canadian investment fund rules relating to 
policy loans and timing still remain. Furthermore, in Canada, use of financial 
reinsurance has been limited in the past because of the ease with which corporate 
income tax could be avoided through the structural flaws in the Income Tax Act. 
However, in the future, significant tax losses could occur through the use of 
reinsurance. The Committee notes that there is no proposal in the White Paper to limit 
these arrangements, other than the general anti-avoidance rule. 


Therefore, the Committee recommends: 


53. That in calculating required Canadian assets, the calculation be made 
monthly, or at least quarterly. 


54. That the calculation of the Canadian investment fund be made in such a 
manner that an increase or decrease in foreign policy loans does not 
affect the Canadian investment fund. 


55. That the use of financial arrangements, including reinsurance contracts, 
between financial intermediaries be blocked by a specific anti-avoidance 
rule similar to section 845 of the U.S. Internal Revenue Code. 


For reference, section 845 of the U.S. Internal Revenue Code is set out in the 
appendix to this chapter. 


General Loan Loss Reserves 


The Committee heard evidence that general loan loss reserves calculated by using 
the existing formula were generally twice as high as required in normal circumstances. 
The White Paper proposes to correct this situation by requiring reserves to be set up 
using historical loan loss ratios and recovery rates and releasing the excess reserves into 
income over five years. The Committee supports the proposed five-year transition. 


It seems to the Committee that this approach could lead to underprovision after a 
long period of business expansion, which could jeopardize solvency in a severe national, 
regional or sectoral economic recession. Conversely, the historical ratio approach could 
lead to overprovision in recovery years following a recession. 


In addition, recent events have indicated that small financial institutions with 
regional or industrial concentration of risk could require the provision of additional loan 
loss reserves. The Superintendent of Financial Institutions should be a position in such 


cases to require additional loan loss reserves to be set up which should be recognized for 
tax purposes. 
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Moreover, for multinational financial intermediaries, there has been considerable 
flexibility in allocating general loan loss reserves by country. This could lead to a 
reduction in Canadian income tax because of the interaction with foreign withholding 
taxes. 


Therefore, the Committee recommends: 


56. That authorized general loan loss reserves continue to be set by formula 
but that the level of the reserves be reduced to one-half of its current 
level over five years. 


57. That the Superintendent of Financial Institutions be allowed to require 
additional specific loan loss reserves because of factors such as 
geographical, industrial or sovereign concentration of risk and that these 
reserves be tax-deductible. 


58. That methods be developed to allocate loan loss reserves by country for 
income tax purposes. 


Claims Reserves 


Property and casualty insurance companies traditionally set up claims reserves not 
taking into account the time value of money, that is, without an interest factor. To the 
extent that the estimates of ultimate claims losses are accurate, this results in an 
overprovision for claims reserves and a deferral of tax revenues. 


The White Paper proposes to require all claims loss reserves to be calculated so as 
to include an allowance for interest. 


However, the Committee has heard evidence that the amount of reserves released 
into taxable income would greatly exceed the Finance Department’s estimates. The 
Committee has also heard recent evidence from the Deputy Superintendent of 
Financial Institutions questioning the adequacy of existing claims reserves. 


Similarly, with respect to life insurance reserves, there has been some question as 
to whether there is adequate provision for adverse development in mortality as a result 
of the spread of AIDS. 


Therefore, the Committee recommends: 


59. That the principle of requiring property and casualty claims reserves to 
be established using interest be accepted. 


60. That structured settlement claims reserves be required to use interest 
immediately. 


61. That property and casualty claims reserves for existing but unsettled 
claims be allowed to run off as settled. 


62. That future claims reserves be required to be established using interest 
as soon as the Superintendent of Financial Institutions is satisfied that 
appropriate standards have been established by the Canadian Institute of 
Actuaries to ensure adequacy of reserves. 
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63. That increases in claims reserves or actuarial reserves required by the 
Superintendent of Financial Institutions for solvency purposes be tax- 
deductible. 


An Alternative Minimum Margin Tax 


Experience has demonstrated that financial intermediaries have historically been 
successful in avoiding paying corporate income taxes imposed under Part I of the 
Income Tax Act. To ensure that an appropriate level of tax is paid by financial 
intermediaries, an alternative minimum tax should be introduced. Moreover, financial 
intermediaries are unique among Canadian corporations in pricing their services as a 
spread or margin on assets managed or risk underwritten. 


Therefore, the Committee recommends: 


64. That effective January 1, 1988, the government institute a minimum 
corporate tax on the Canadian earnings of banks, trust companies and 
life insurance companies to be called the “alternative minimum margin 
tax” and that this tax be based on the margins of such financial 
intermediaries. 


The Committee believes that the alternative minimum margin tax is an equitable 
way in which to raise income taxes from financial intermediaries. Immediate 
implementation is recommended, recognizing that the White Paper recommends the 
full removal of capital taxes from financial institutions in 1988. 


The objectives of the alternative minimum margin tax are as follows: 
e a stable source of tax revenue; 

¢ neutrality between financial institutions; 

¢ neutrality for Canadian operations; 

¢ simplicity; 

¢ operation of a tax that is related to ability to pay; and 


e no undue political or fiscal hazards. 


Banks, life insurance companies and trust companies would be subject to the 
alternative minimum margin tax. In preparing its report, the Committee considered 
extending the alternative minimum margin tax to property and casualty insurers, credit 
unions and caisses populaires but decided against such an extension. Property and 
casualty insurers generally appear to be paying income taxes which are already in 
excess of the alternative minimum margin tax level. Credit unions and caisses 


populaires are by and large below the minimum threshold level at which the alternative 
minimum margin tax applies. 


The Committee notes that there is some incentive for large institutions to self- 


insure or self-administer pension funds, but feels that the potential revenue losses 
arising from such a shift would be minimal but should be monitored. 
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The alternative minimum margin tax would be levied at the rate of 0.15 per cent of 
covered Canadian assets plus, in the case of life insurance companies, $0.10 per $1,000 
direct written sum assured in excess of $2.5 billion. The alternative minimum margin 
tax would be limited to 28 per cent of the Canadian proportion of worldwide 
consolidated reported earnings before income taxes. 


Covered Canadian assets would be gross Canadian assets in excess of $250 million 
excluding the following: 


° assets held in trust or only managed, such as segregated funds; 


* common and preferred shares and small business development bonds which 
would produce tax-exempt income: 


* non-revenue-producing assets such as non-interest-bearing bank deposits, 
accounts receivable, prepaid expenses and deferred charges; and 


¢ debt investment in other companies in which there is a direct equity investment, 
for example, 20 per cent or greater. 


Covered Canadian assets would include assets managed in subsidiary mortgage and 
real estate companies. 


Because the alternative minimum margin tax is a minimum tax, the federal 
corporate income tax liability of a financial intermediary would be the greater of the 
alternative minimum margin tax or the federal income tax determined under Part I of 
the Income Tax Act net of foreign tax credits. Any alternative minimum margin tax 
paid in a year in excess of the financial! intermediary’s net federal income tax liability 
for that year could be carried back three years and forward seven years to be applied 
against its net federal income tax liability in excess of its alternative minimum margin 
tax liability for those years. 


A number of technical considerations need to be resolved, for example, the 
definition of Canadian assets, Canadian proportion of earnings, and earnings 
themselves. However, it is anticipated that the technical aspects of the alternative 
minimum margin tax will be easier to administer than the corporate income tax on 
financial intermediaries, and the alternative minimum margin tax will be less 
susceptible to tax planning than the corporate income tax. The Committee acknowl- 
edges that it may be necessary to vary some of the technical aspects of the alternative 
minimum margin tax following further consultation. 


Investments in after-tax and tax-sheltered assets, such as preferred shares, will no 
longer reduce the overall federal tax liability of financial intermediaries after the 
alternative minimum margin tax is implemented. Therefore, the Committee 
recommends: 


65. That the limits on equity and real estate investment recommended in the 
White Paper be eliminated. 

66. That the 10 per cent/5 per cent/2 per cent ownership limitations on 
certain listed preferred shares and taxable SFI shares be reviewed to 
assess whether they would still be required given the adoption of the 
alternative minimum margin tax. 
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To test the alternative minimum margin tax concept for neutrality and stability, 
detailed tax calculations were made for all major Canadian banks, trust companies and 
life insurance companies individually over a five-year period. Aggregate calculations by 
industry are shown in Table 16. Analysis prepared for the Committee shows that for 
1986, the alternative minimum margin tax revenue paid by financial intermediaries 
would have exceeded $500 million. A breakdown of this amount for banks, trust 
companies and life insurance companies, and comparable total amounts of alternative 
minimum margin tax that would have been paid by financial intermediaries for the 
years 1982 to 1986 are contained in Table 17. 


Table 16 


Aggregate Ratios by Industry of Alternative Minimum Margin Tax 
to Pre-Tax Earnings of Canadian Operations 


ee ee 


Year 1982 1983 1984 1985 1986 

Ee 2 ee a ee ee es SS ee ee ee 
(per cent) 

Banks 22.6 16.7 16.0 17.4 |e! 

Trust companies 27.4 15.9 ee 16.6 175 

Life insurance companies 19 18 16! 15: 14! 


a 


| Life company reported earnings are not comparable because for reporting purposes 15 per cent of unrealized 
common stock gains (from 1984) and 10 per cent of unrealized real estate gains (from 1986) are added to normal 
realized earnings. 


Investment Income Tax 


The White Paper proposes to reinstitute “an improved version” of the tax on the 
investment income of life insurers which was in place between 1969 and 1978. This 
investment income tax was developed by the Carter Commission as a proxy tax to be 
levied at the insurance company level against the tax-free inside build-up in insurance 
and annuity policies. 


Originally, the investment income tax, described as the Part XII tax, was 15 per 
cent of gross investment income less the following deductions: 


* specific investment expenses; 

e one-half of general insurance expenses; 

e business income; 

¢ a tax credit for one-half of provincial premium taxes; and 


e taxable amounts reported to policyholders. 


In turn, the Part XII tax was deductible from business income in determining corporate 
income tax liability. 


In 1978, the Part XII tax was eliminated when a new Part I tax was enacted which 
was expected to yield considerable revenue. However, because of the flaws described 
above in the revised Part I tax, virtually all corporate income tax was forgone for life 
insurance companies after 1978. 
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Table 17 


Alternative Minimum Margin Tax Illustrations 


A) 1986 (millions of dollars) 
Banks 
9 largest 335 
Trust companies 
9 selected 83 
Life insurance companies 
Domestic (34 companies) 105 
Foreign (10 companies) 26 
FSi 
Total for financial intermediaries 549 
analyzed 


B) Alternative minimum margin tax 
totals by year 


1982 1983 1984 1985 1986 


(millions of dollars) 


Alternative minimum margin tax 309 412 466 500 549 


In the 1981 federal budget, proposals were made to tax the inside build-up of all 
insurance and annuity contracts directly at the policyholder level. As a result of 
negotiations between the life insurance industry and the Department of Finance, the 
Department proposed splitting insurance and annuity contracts into two categories: 


° Exempt policies which would have a low proportion of savings and a high 
proportion of risk; and 


e Non-exempt insurance and annuity policies under which triennial reporting of 
accrued policy gains would take place. 


Because of the nature of the products offered since 1981, almost all non-exempt 
policies are in a gain position by the end of the first triennial reporting period. 
Therefore, reporting only the gains on the inside build-up is unlikely in practice to 
penalize policyholders who may have accrued losses. However, most policyholders who 
purchase exempt policies are not in a net gain position until between 8 and [3 years 
after the policies are issued in the case of a whole-life policy and are never in a net gain 
position in the case of a term policy. Currently, there is no triennial reporting of 
accrued gains to the holders of exempt policies; however, in the event that an exempt 
policy is surrendered and a gain is realized, the owner of the policy is subject to tax on 
the gain at the time of disposition. 


107 


The Committee notes that if life insurers were to report both the accrued gains and 
the accrued losses for exempt policies triennially, there would be a revenue loss to the 
government. 


The Committee’s analysis of the proposed investment income tax on life insurance 
companies has led it to conclude that this tax contains a number of flaws. 


Although the investment income tax is ostensibly directed towards interest income 
related to exempt policies, the proposal as formulated results in the taxation of margins 
on non-exempt policies together with surplus interest earnings which are already 
subject to corporate income tax under Part I of the Income Tax Act. If this flaw were 
eliminated, the Committee estimates that the potential revenue derived from the 
investment income tax would decline by about 50 per cent. 


Even for the exempt policy class, all interest earnings are treated as gains. In 
practice, most policies are designed to cross-subsidize administrative expenses with 
interest earnings. If, rather than a proxy tax, a direct reporting of the increased accrued 
gains of policies which are in a gain position were made less an allowance for the fact 
that actual gains are reported on surrender, the effective tax base of the investment 
income tax would decline by about 75 to 80 per cent. 


In addition, the Committee considers it unacceptable that the proposed investment 
income tax be applied to gross income without any deduction being allowed for related 
expenses. Furthermore, no allowance has been made for accrued losses on exempt life 
insurance policies during the first three or four triennial reporting periods. 


Therefore, the Committee recommends: 


67. That the proposed investment income tax on life insurance companies 
not be introduced. 


Other Issues 


Representations were made to the Committee by the credit union movement that 
price gains of credit union shares be eligible for capital gains treatment. Currently, all 
credit union shares are “income units” redeemable at par with annual earnings 
distributions. 


Therefore, the Committee recommends: 


68. That to the extent that “accumulation unit” shares are permitted in the 
future by the provinces, capital gains treatment be available in respect of 
credit union shares. 


The Committee heard evidence that Blue Cross had a large proportion of the 
health insurance business and paid premium tax on its insurance premiums in the 
province of Quebec. 


Therefore, the Committee recommends: 


69. That the Department of Finance reconsider whether Blue Cross should 
continue to be exempt from income tax. 
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Appendix to Chapter 7 


U.S. Internal Revenue Code 


Section 845. CERTAIN REINSURANCE AGREEMENTS 


(Sec. 845(a)) 


(a) ALLOCATION IN CASE OF REINSURANCE AGREEMENT 
INVOLVING TAX AVOIDANCE OR EVASION — In the case of 2 or more related 
persons (within the meaning of section 482) who are parties to a reinsurance agreement 
or where one of the parties to a reinsurance agreement is, with effect an agent of 
another party to such agreement or a conduit between related persons), the Secretary 
may — 


(1) allocate between or among such parties income (whether investment income, 
premium, or otherwise), deductions, assets, reserves, credits, and other items related to 
such agreement, 


(2) recharacterize any such items, or 


(3) make any other adjustment, if he determines that such allocation, recharacteri- 
zation, or adjustment is necessary to reflect the proper source and character of the 
taxable income (or any item described in paragraph (1) relating to such taxable 
income) of each such person. 


(Sec. 845(b)) 


(b) REINSURANCE CONTRACT HAVING SIGNIFICANT TAX 
AVOIDANCE EFFECT — If the Secretary determines that any reinsurance contract 
has a significant tax avoidance effect on any party to such contract, the Secretary may 
make proper adjustments with respect to such party to eliminate such tax avoidance 
effect (including treating such contract with respect to such party as terminated on 
December 31 of each year and reinstated on January | of the next year). 
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CHAPTER 8 


Federal Sales Tax Reform 


The White Paper states that: “Pending the replacement of the existing sales tax 
with a multi-stage tax, changes to the existing federal sales tax are required to correct 
some of its most serious inequities and to stem the erosion of the tax base through the 
use of tax avoidance mechanisms.” Moreover, “the government is also proposing other 
sales tax measures which, together with the corporate tax changes, will provide the 
additional revenues required to proceed with personal income tax reform in a fiscally 
responsible way.” 


The Committee concurred with a number of the concerns outlined in the White 
Paper regarding the current federal sales tax system. However, during the testimony of 
a large number of witnesses, it became increasingly clear that much more than a band- 
aid solution was required, if all of the serious inequities in the current federal sales tax 
system, which have built up over many years, are to be rectified. The testimony of 
many witnesses such as Canadian Tire Corporation, Limited, who stated that the 
current federal sales tax system “is plagued by inequities, inefficiencies and 
administrative complexity”, was of great concern to the Committee. Thus, as its 
primary federal sales tax proposal the Committee recommends: 


70. That parliament enact a law in 1988 to reform the existing federal sales 
tax system, such law to become effective as soon as possible thereafter. 


Related Marketing Companies and the 
Shift to the Wholesale Trade Level 


The White Paper proposes that the federal sales tax be applied to marketing 
companies related to the manufacturer. The proposal is intended to stop the erosion of 
the sales tax base and consequent loss of revenue that is occurring as manufacturers 
reduce the value of their products for taxes by setting up their own marketing 
companies and selling products through them. The problem derives from deficiencies 
recently brought to light in current legislation that authorizes the Minister of National 
Revenue to specify a fair price for tax purposes for transactions between related 
companies. One of the results is distortion of competition between manufacturers 
selling through related marketing companies and those selling directly to independent 
distributors. 


iy 


The testimony before the Committee indicated that the White Paper proposal will 
not remedy the flaws in the federal sales tax. The nature of the distortions will merely 
change when the measures are introduced. The current advantage for manufacturers 
with related marketing companies will be turned into a disadvantage when the sales tax 
is also levied on the marketing and distribution costs incurred by the marketing 
companies. As noted by the Commodity Taxation Committee of the Canadian Institute 
of Chartered Accountants and the Canadian Bar Association, the new related 
marketing company rules ‘“‘will discriminate against both Canadian manufactured 
goods and goods imported into Canada by a related distributor”, and that “sales tax 
payable should be determined by the validity of the price between the parties, and not 
by their relationship.” 


It is proposed in the White Paper that federal sales tax will now be levied on such 
activities of related marketing companies as distribution, warehousing, advertising, 
promotion and technical assistance, which will not be levied on the same services 
provided by their competitors in respect of goods purchased from unrelated suppliers. 
The interim nature of this change in the application of the federal sales tax until Stage 
Two of tax reform is completed, with the related costs and disruptions to business, was 
of great concern not only to many witnesses but also to the Committee. The Committee 
cannot, therefore, support the proposed shift of the sales tax. However, something has 
to be done to stop the erosion of the tax base. It was suggested that Revenue Canada 
might go to the courts to have its price-setting powers reinterpreted in a way that would 
remove the tax advantage of sales through related marketing companies. But this seems 
an uncertain answer to a pressing problem. The Committee takes the view that the 
government should seek the power to treat such sales as avoidance transactions. A 
specific anti-avoidance rule should be enacted that applies to both existing and new 
related marketing companies and that effectively stops the tax-motivated creation of 
such companies. 


With respect to the move of the federal sales tax from the manufacturers’ level to 
the wholesale level for a limited range of products, the testimony before the Committee 
indicated that this measure would be discriminatory to the small retailer who purchases 
from a wholesaler, vis-a-vis his competitor the large retailer, who purchases directly 
from a manufacturer either in Canada or offshore. This move of the federal sales tax to 
the wholesale level was of particular concern to such groups as the Canadian Sporting 
Goods Association, who stated in their brief to the Committee that “the proposed shift 
of federal sales tax to the wholesale level would provide a very significant competitive 
advantage to large, integrated retailers (such as department stores)” and “threatens to 
wipe out small-town retailer profitability and thereby is considered a looming crisis to 
the trade.” In addition, there was strong evidence before the Committee that large 
sectors of the business community, which would be negatively affected by this measure, 
could rearrange their affairs in such a way as to avoid the effects of this particular 
change. Thus, the government would not meet its revenue forecasts for this particular 
measure. 


While the Committee recognizes that the White Paper proposals are designed both 
to prevent a significant loss of federal revenue and to obtain additional revenues, the 
Committee has nevertheless concluded that the proposals will create additional major 
inequities in the market place. Therefore, the Committee recommends: 


L12 


71. That the proposals to apply the federal sales tax to marketing companies 
related to the manufacturer and to shift the tax to the wholesale level for 
a limited range of products not proceed; and that in their place a 
temporary federal sales tax surcharge of three per cent of taxes payable 
be introduced, but that this federal sales tax surcharge not be levied on 
the proposed tax on telecommunication services. 


72. That a specific anti-avoidance rule be enacted with respect to related 
marketing companies. 


The Committee acknowledges that these recommendations are not a perfect 
solution, but the Committee believes they are preferable as an interim solution pending 
the reform of the whole federal sales tax system. 


Tax on Telecommunication Services 


The White Paper proposes to extend the federal sales tax to telecommunication 
services, such as telephone and telex services, at a rate of 10 per cent. The basic line 
charge for local residential telephone service will not be subject to tax. The federal sales 
tax on cable and pay television services will be increased to 10 per cent from the present 
8 per cent. Additional revenue from these measures is estimated to be $870 million in a 
full year. 


The Committee heard from a number of witnesses concerning the negative overall 
effects of the proposed telecommunications tax on both businesses and individuals. 


The Committee is concerned that the proposed 10 per cent telecommunications tax 
will be applied to the residential Touch-tone feature, which is of particular assistance 
and importance to the aged and the handicapped. Therefore, the Committee 
recommends: 


73. That the residential Touch-tone feature be exempted from the proposed 
10 per cent telecommunications sales tax. 


It should be noted that the Committee has been advised by officials from the 
Department of Finance that residential and business subscribers will not be subject toa 
minimum federal sales tax charge. 


Also of special concern to the Committee was the impact of the tax on telephone 
users in the more remote and isolated areas of Canada, who are far more dependent on 
long-distance telephone communications. In the 1986 report Federal-Provincial 
Examination of Telecommunications Pricing and the Universal Availability of 
Affordable Telephone Service: Working Papers, (Ministry of Supply and Services 
Canada), it is noted that there is not a significant monthly differential in expenditures 
made on long-distance calls originating from residential urban subscribers vis-a-vis 
residential rural subscribers (Table 18). However, there is a significant monthly long- 
distance expenditure increase between subscribers in the “remote North” as defined by 
Bell Canada, and subscribers in other parts of Canada, which ranged between 205 per 
cent and 270 per cent (Table 19). Even after taking into account the lower long- 
distance rates that are already charged in such regions, the Committee recommends: 


Ihe 


74. That all telephone subscribers in the “Remote North’, all of the 
Northwest Territories, Yukon, and other remote locations in Canada 
where year-round road, rail or boat links do not exist be subject to the 
proposed 10 per cent telecommunications sales tax on long-distance calls 
to a maximum of $3 per month. 


Table 18 


Long-Distance Charges on Average Residential 
Monthly Subscribers’ Bills (1985 or 1986) 


a ee ee eS TO 


PEI. NS. N.B. Ont./Que. Alberta Nfld. Man. Sask. B.C. 


ee a ee 


Urban $19:87* $20.939$21.88 ~ $19.26" $2928 
Rural $17.36 920.622.017.145 o21.50 S31. 10 
Urban/Rural $22.85 $13.88 $28.05 $22.74 


Ws ee ee Ee 


Source: Federal-Provincial Examination of Telecommunications Pricing and the Universal Availability of Affordable 
Telephone Service: Working Papers (Ministry of Supply and Services Canada, October 1986). 


Table 19 


Average Monthly Long-Distance Revenue Per Network Access Service 
as reported by Bell Canada for 1978-84 


ee EE eee 


Region 1978 1979 1980 198] 1982 1983 1984 


See 


Remote 
Northern 
Ontario $36.79 $48.36 $54.81 $57.44 $71.74 $76.47 $89.45 


Northern 
Quebec $33.20 $38.10 $43.31 $48.07 $5 Jed 7 $66.34 $74.02 


Northwest 
Territories $43.13 $51.84 $54.78 $58.65 $67.35 $71.96 $76.43 


Average 
company 
revenue $13.83 $15.63 St7l6e 319.95 S192 $21.20 $24.25 


Source: Federal-Provincial Examination of Telecommunications Pricing and the Universal Availability of Affordable 
Telephone Service: Working Papers (Ministry of Supply and Services Canada, October 1986). 
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CHAPTER 9 


Accelerated Remittances 


The White Paper proposes to accelerate the remittances of employee source 
deductions, individuals’ quarterly income tax instalments, and federal sales and excise 
taxes. 


Employee Source Deductions 


The changes proposed in the White Paper apply to the remittance of deductions 
withheld at source in respect of personal income taxes, unemployment insurance 
premiums and Canada Pension Plan contributions. Starting in January 1990, larger 
employers with average monthly remittances of $15,000 or more will be required to 
remit employee source deductions four times a month. This represents a further 
acceleration in the payment of the remittances by such employers over the twice- 
monthly basis proposed in the February 1987 budget, starting in January 1988. 


Some groups have indicated to the Committee that the $15,000 threshold is too 
low. Based on an average rate of witholding of, say, 30 per cent, this equates to an 
annual payroll of $600,000. Evidence provided by Revenue Canada indicated that the 
proposed change should only affect 45,000, or 4 percent, of the approximately 
1.2 million employers making remittances. 


A concern expressed by the Canadian Payroll Association was that the White 
Paper proposals would require prepayment of source deductions. In the case of semi- 
monthly or monthly payrolls, for example, the proposals were interpreted to require 
advance payments of the source deductions on a weekly basis. This interpretation was 
not intended and the Department of Finance has confirmed that the requirement to 
“pay weekly” is relevant only in relation to the day in the month on which the pay 
period ends. Therefore, as Table 20 reflects, the source deductions for a pay period will 
be due three days after the end of the week in which the pay period ends. 


Quarterly Instalments 


The White Paper proposes that, commencing in March 1990, individuals who 
make quarterly instalment payments of tax will be required to pay their instalments on 


WS 


Table 20 


Acceleration of Employee Source Deductions 


Remittance Due Dates 


Pay period ending Current February 1987 
during days system (until budget proposals White Paper 
of the month end of 1987) (1988 and 1989) (1990 on) 
Ist- 7th 15th of next month 25th of current month 10th of current month 
8th - 14th 15th of next month 25th of current month 17th of current month 
15th - 21st 15th of next month 10th of next month 24th of current month 


22nd - last 15th of next month 10th of next month 3rd of next month 


the 15th of March, June, September and December instead of at the end of each of 
these months. 


A concern has been expressed by some senior citizen groups that interest earned on 
Canada Savings Bonds (cSBs) should be excluded from the calculation of tax 
instalments. The main argument is that the interest is only paid annually and 
consequently, this creates financial difficulty for seniors to pay tax instalments on a 
quarterly basis. The most recent Taxation Statistics (1984) published by Revenue 
Canada, Taxation indicate that bond interest (not restricted to CSBs) accounts for 
approximately 14 per cent of the income of individuals over 64 years of age, while the 
average tax paid by seniors was about $3,500. Forum des citoyens Ggées de Montréal 
estimated that bond interest accounts for approximately six per cent of a senior’s 
income, while bank interest accounts for 20 per cent. As it appears that CSB interest is 
not a significant portion of seniors’ investment income, the Committee has concluded 
that it would not be appropriate to provide special rules for tax instalments on CSB 
interest. 


Sales and Excise Taxes 


Currently, collectors of sales and excise taxes are generally not required to remit 
the tax until the end of the month following the month in which goods are sold, 
although the liability to pay the tax arises when the sale is made. Certain collectors are 
allowed to remit these taxes quarterly or semi-annually. 


To improve the government’s cash flow and to benefit from a one-time revenue 
gain of $1.6 billion, the White Paper proposes that, commencing with sales in April 
1988, taxpayers with average monthly sales and excise taxes payable of $1 million or 
less, remitting on a monthly basis, will be required to remit taxes by the 21st day of the 
month following the month in which the goods were sold. Taxpayers currently remitting 
on a quarterly or semi-annual basis will be required to make the remittance by the 21st 


day of the month following the quarter or six-month period in which the goods were 
sold. 
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Taxpayers whose average monthly liability for sales and excise taxes exceeds 
$1 million will be required to make payments on a semi-monthly basis. This proposal 
will affect fewer than one percent of taxpayers. 


Recognizing the need for improved cash flow for the government, the Committee 
agrees with the White Paper proposals accelerating the remittances of employee source 
deductions, individuals’ quarterly income tax instalments, and federal sales and excise 
taxes. 


Method of Making Remittances 


Historically, when a taxpayer made a remittance to Revenue Canada, it was 
deemed received by Revenue Canada on the day it was mailed. The February 1987 
budget proposed that amounts remitted after 1987 would be deemed received on the 
day the Receiver General for Canada actually received the remittance. Given the 
Committee’s acceptance of the proposals for accelerated remittances, which in the case 
of employee source deductions will be due three days after the end of a pay period, it 
does not appear appropriate for taxpayers to have to ensure that their remittances are 
received by the Receiver General by the due date. 


Consideration should therefore be given to allowing taxpayers to make all forms of 
remittances to the Receiver General for Canada through members of the Canadian 
Payments Association (e.g., chartered banks, trust companies etc.) with any costs 
associated with making payments in this fashion being borne by the government. 
Provision should then be made to deem that payment is received by the Receiver 
General at the time the taxpayer makes the payment to a member of the Canadian 
Payments Association. 


In view of the proposals for accelerated remittances to enhance cash flow for the 
government, the Committee recommends: 


75. That a formal system, financed by the government, should be established 
to allow for members of the Canadian Payments Association to be 
recognized as authorized tax collection agents of the government. 


76. That payments made by taxpayers to the Receiver General for Canada 
should be deemed to be received when paid to a member of the Canadian 
Payments Association. 
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CHAPTER 10 


Tax Avoidance and Compliance 


General Anti-Avoidance Rule 


Few subjects in the White Paper attracted as much attention as the proposed 
general anti-avoidance rule. The Committee heard strong objections to the introduction 
of this proposed rule from groups such as the Canadian Organization of Small 
Business, Canadian Federation of Independent Business, Canadian Bar Association, 
Canadian Petroleum Association, the Canadian Institute of Chartered Accountants, 
Retail Council of Canada, and the Canadian Cattlemen’s Association. Other 
organizations such as the Canadian Federation of Labour approved of the government’s 
introduction of the proposed general anti-avoidance rule. 


The Existing Law and the Stubart Decision 


The Income Tax Act contains more than a dozen specific anti-avoidance provisions 
to counter tax evasion and avoidance arrangements. In addition to these specific 
measures, the Income Tax Act contains general anti-avoidance rules, one of which is 
contained in subsection 245(1): 


245(1) Artificial transactions. — In computing income for the purposes of this 
Act, no deduction may be made in respect of a disbursement or expense made 
or incurred in respect of a transaction or operation that, if allowed, would 
unduly or artificially reduce the income. 


This provision has been the subject of extensive judicial interpretation, which has 
focussed on the meaning and scope of the words “artificial” or “undue”. For example, 
the Supreme Court of Canada in Stubart Investments Limited v. The Queen rejected 
Revenue Canada’s assertion that a transaction could be disregarded for tax purposes 
where no “business purpose”’ existed. The court developed three broad interpretative 
guidelines to enable other courts to interpret tax legislation. The first rule provides that 
where the facts reveal no bona fide business purpose for the transaction, subsection 
245(1) may be found to be applicable depending on all the circumstances of the case. 
The third guideline further provides in part, that the formal validity of a transaction 
may be insufficient where the provisions of the Income Tax Act necessarily relate to an 
identified business function. Commenting in the Stubart case on the effectiveness of 
these rules in countering tax avoidance, Mr. Justice Estey said: 


V9 


“These interpretative guidelines, modest though they may be, and which fall 
well short of the bona fide business purpose test advanced by the respondent, 
are in my view appropriate to reduce the action and reaction endlessly 
produced by complex specific tax measures aimed at sophisticated business 
practices, and the inevitable, professionally-guided and equally specialized 
taxpayer reaction.” (Stubart Investments Limited v. the Queen) 


The Proposed Law 


The White Paper states that the current law is “‘inadequate to deal with a number 
of blatant tax avoidance arrangements,” and it contains a new statutory provision. 
Generally speaking, this new general anti-avoidance rule in subsection 245(1) will 
provide that an avoidance transaction, as defined, must be ignored for tax purposes. A 
taxpayer’s tax position will be determined without reference to the transaction, and the 
White Paper states that it is intended to be a “provision of the last resort” and not an 
“alternative to other specific anti-avoidance provisions”. For the purposes of the new 
rule, an avoidance transaction will be defined in a way that introduces a statutory 
business purpose test and the statutory concept of a “step transaction” into Canadian 
tax law. The White Paper also states that the Minister of Finance believes a penalty for 
participation in an avoidance transaction is desirable and that the calculation of the 
penalty could be based on a specific percentage of the amount of tax deferred, avoided 
or reduced in a taxation year as a consequence of the avoidance transaction. 


The White Paper emphasizes that the enactment of the proposed section 245 has a 
number of benefits. It is not intended to interfere with legitimate commercial and 
family transactions. Furthermore, this rule is expected to protect the tax base and the 
fairness of the tax system and to eliminate the need for certain specific anti-avoidance 
rules that may now be deficient or have seldom been applied. 


Representations to the Committee 


The various briefs and testimony of the witnesses reflected two types of criticisms. 
Overall, many witnesses and briefs argued that there is no need for the proposed 
general anti-avoidance rule because it will create significant difficulties and uncertainty 
for Canadian business. Of particular concern was the proposed introduction of a 
statutory business purpose test. Specific criticisms also focussed on the language of the 
proposed rule and the possible application of penalties to avoidance transactions. 


The following is a summary of the critical testimony about the proposed general 
anti-avoidance rule and the reasons advanced why the introduction of a statutory 
business purpose test would be inappropriate: 


(a) The proposed rule could disallow certain transactions that otherwise are 
consistent with the object and spirit of the Income Tax Act because these 
transactions expressly lack a business purpose and are designed to serve only a 
social or economic purpose. 


(b) In the Stubart case, Mr. Justice Estey rejected the proposition that the courts 
should develop the independent or bona fide business purpose test as a canon 
of construction of tax statutes and stressed the need for a more appropriate 
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(c) 


(d) 


(e) 


(f) 


principle of interpretation that requires a determination of the “object and 
spirit” of a statutory provision. Witnesses argued that this test was adequate 
and that the three Stubart guidelines are sufficient together with other 
established canons of construction such as “sham” and “ineffective 
transaction” to counter tax avoidance. 


There will be a climate of uncertainty for all taxpayers because the repeal of 
the existing ss.245(1) may force the courts to abandon their reliance on 
established jurisprudence relating to phrases used in this subsection and 
modify existing practices of interpretation. Some witnesses expressed concern 
about the willingness of the courts to interpret new terms based on the 
explanatory notes attached to the White Paper because, in previous years, 
these documents have not been used by the courts as an aid to interpretation. 
Even if the courts chose to do so, recourse to these documents would only 
occur in the event there was an ambiguity or a conflict in the plain meaning of 
a provision. Similarly, the courts may only use a “general purpose”’ subsection 
in a tax statute such as ss.245(6) as an interpretative aid to assist in 
explaining the “purport and object” of a substantive provision such as 
ss.245(1). New terms such as “artificial tax avoidance” and “primarily for a 
business purpose” would require clarification. All of these factors would force 
both taxpayers and Revenue Canada to wait for several years until superior 
court decisions are released on specific aspects of the proposed rule. This was 
confirmed by Mr. Perry Anglin, Assistant Deputy Minister, Legislative and 
Inter-Governmental Affairs Branch who testified that: “Until we see the 
framework within which any of these terms ends up, and until we have actual 
cases and legal advice from the Department of Justice, it is very difficult for 
us to tell you what any one of these terms is going to mean.” 


Compliance costs for taxpayers and the government will increase substan- 
tially. For example, taxpayers will likely not proceed without advance rulings 
from Revenue Canada which may, in turn, require additional personnel to 
service this need. The time required to obtain rulings may also increase. The 
Joint Committee on Taxation of the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants concluded: “. . . the abrupt 
introduction of such a wide sweeping general anti-avoidance provision would 
have a significant effect on commercial transactions in Canada.” 


The constitutionality of the proposed rule may be challenged as being void for 
uncertainty, contrary to the rule of law, or inconsistent with the Charter of 
Rights and Freedoms. The Committee was advised that, prior to 1984, the 
Income Tax Act contained another general anti-avoidance section (s.246) 
which contained broadly cast terms that were believed to be inconsistent with 
the Charter. Before the merits of this position were ever litigated, the 
government voluntarily withdrew s.246. 


The proposed rule appears to fall outside the spirit of the Declaration of 
Taxpayer Rights which specifically allows a taxpayer to arrange his affairs to 
pay the minimum amount of tax. The Canadian Federation of Independent 
Business told the Committee that: “The general anti-avoidance rule if 
implemented would reduce the Declaration of Taxpayer Rights to a farce. 
The solid parliamentary work which served to stop the abusive behaviour of 
Revenue Canada will quickly be forgotten should this measure take effect.” 
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(g) In jurisdictions such as Britain and the United States, the courts, rather than 
the legislative branch, developed a business purpose test. This approach 
allowed taxpayers to become accustomed gradually to the rule. 


(h) Although the existing laws and judicial pronouncements are adequate, 
Revenue Canada and the Department of Justice have not exercised their 
present powers under the Act to the fullest extent the existing law provides. 
The Joint Committee on Taxation of the Canadian Bar Association and the 
Canadian Institute of Chartered Accountants submitted to the Committee 
that in their view: “If there is a deficiency in the present ability of the 
government to defeat artificial transactions it is not really in the law, but in 
our view it is an apparent unwillingness or inability of the Department of 
National Revenue and the Department of Justice to use the available tools to 
enforce the law.” 


Officials of the Department of Finance testified to the Committee that the 
enactment of a new general anti-avoidance provision is necessary. They submitted that 
specific rules are not effective in countering tax avoidance for three reasons: specific 
anti-avoidance rules create large problems of perceived unfairness in the public at large, 
since transactions which are completed or nearly completed are often grandfathered 
when the new rule is introduced; specific rules add complexity to the Act; and specific 
rules are often little more than roadmaps to sophisticated taxpayers who quickly 
contrive new means to circumvent the law. 


The Department also believed that the new general anti-avoidance rule was 
required because the guidelines set out by Mr. Justice Estey in the Stubart case were 
not founded on a business purpose test. Mr. Allan Short, General Director, Legislation, 
said: “What we are attempting to do is by legislation ensure that the business purpose 
test which really is the same in the United States as in the United Kingdom will apply 
in Canada so that a transaction that has no purpose other than a tax avoidance purpose 
will not be recognized”. He cited the “‘capital dividend account strips” and commodity 
straddles as examples of transactions that might be the subject of the proposed rule. 


Recommendations 


In this Report the Committee has already endorsed the adoption of specific rules 
to stop certain transactions. The Committee however believes that there is also a clear 
and urgent need for the government to adopt a more effective general anti-avoidance 
rule to complement these other specific anti-avoidance rules. The inability of 
government to effectively stop tax leakage under the current rules is amply demon- 
strated by the constant stream of press releases announcing new rules to close loopholes 
which are emerging with ever greater frequency as tax law becomes more and more 
complex. Unfortunately, specific rule changes generally serve to close the gate after the 
horse has bolted. Although the Committee believes that specific anti-avoidance rules 
are required, it also acknowledges that the proliferation of specific rules increases the 
complexity of tax laws and the possibility that they may be deficient in stopping all 
possible manipulations of a particular provision. The continuous correction of tax laws 
through the publication of press releases with specific anti-avoidance rules also provides 
an unnecessary advantage to persons who have readier access to this information, and it 
penalizes those who must become aware of future changes to the Income Tax Act by 
reading the newspaper. 


Nevertheless, in spite of this need for an effective general anti-avoidance rule as a 
means of increasing fairness and stabilizing government revenue, the Committee does 
not believe that the general anti-avoidance rule proposed by the White Paper provides 
the ideal means for stopping artificial tax avoidance arrangements. The Committee 
accepts the views of various witnesses that the introduction of a statutory business 
purpose test would result in considerable uncertainty and would disrupt the business 
community. The Committee also recognizes that the business purpose test may run 
counter to the legislative intent of the Income Tax Act that serves as an instrument of 
socio-economic policy as well as a device to raise revenue to meet the cost of governing 
the community. The introduction of a business purpose test could inhibit a taxpayer 
from undertaking the specific activity which, in the words of Mr. Justice Estey, 
“... Parliament has invited in order to attain economic and perhaps social policy 
goals.’ Moreover both the Department of Finance officials and tax practitioners have 
been unable to advise the Committee that even the proposed subsection 245(1) found in 
the White Paper, which contains a business purpose test, would have been effective in 
preventing such “avoidance schemes” as the “Little Egypt Bump”, or the “Skytrain” 
financing. Furthermore, the Committee takes note of the comments of Mr. Justice 
Estey in the Stubart case that the “object and spirit” approach to interpretation and 
the other broad interpretative guidelines, rather than a business purpose test, will 
provide “uniformity of application of the Act across the community, and at the same 
time reduce the attraction of elaborate and intricate tax avoidance plans, and reduce 
the rewards to those best able to afford the services of tax technicians.” 


The Committee, however, perceives that certain transactions may be “artificial or 
undue”, but may escape the grasp of the interpretative guidelines enunciated by 
Mr. Justice Estey in the Stubart decision. Consequently the Committee has concluded 
that the existing general anti-avoidance rule in subsection 245(1) should be broadened 
to remedy some technical deficiencies within it. Thus, the Committee believes that the 
problem with the existing subsection 245(1) is not its lack of a “business purpose test” 
but the narrow scope of its application. For example, the existing subsection 245(1) 
only applies to “deductions” that would reduce “income” and not to a host of avoidance 
transactions that result in a decrease of “taxable income” or “‘tax payable” through 
claims for deductions or other means. 


The Committee has also concluded that the existing subsection 245(1) should not 
be a provision of last resort but would be effective together with specific anti-avoidance 
rules to stop artificial tax avoidance transactions if the wording in the existing 
subsection 245(1) and other specific rules were broadened. The Committee 
acknowledges that the proposed wording for section 245 in the White Paper assists 
considerably in this regard because it refers to deductions from “taxable income” and 
‘‘tax payable.’ New concepts, however, such as the business purpose test do not appear 
to be required. A broadly cast anti-avoidance rule based on the presence of established 
legal principles and expressions such as “artificial or undue” should provide Revenue 
Canada with the needed tools to counter artificial tax avoidance. It will not increase 
uncertainty and compliance costs for taxpayers. The Committee anticipates that the 
Canadian courts will continue to follow the Stubart guidelines and curtail tax 
avoidance by also relying on such concepts as “‘sham” or “ineffective transaction” and 
by insisting that taxpayers interpret a provision of the Income Tax Act based on its 
“object and spirit”. 
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The Committee advocates the adoption of a general anti-avoidance rule that 
differs from the provision contained in the White Paper. The rule proposed by the 
Committee modifies the White Paper provision by: 


(a) dropping the word “significant” from the definition of avoidance transaction 
so that any artificial or undue deferral of tax, for example, could be 
considered an avoidance transaction; 


(b) stressing the need for an avoidance transaction to result from an “artificial” 
or “undue” reduction, deferral or refund of certain amounts; 


(c) eliminating the need for a business purpose test in a transaction or series of 
transactions because the test is not suitable for the structure of the Income 
Tax Act that now serves as an instrument of socio-economic policy; 


(d) limiting the definition of “avoidance transactions” to only certain 
transactions; 


(e) eliminating the phrase “notwithstanding any other provision of the Act” in 
proposed subsection 245(1) in the White Paper to ensure that transactions 
specifically endorsed by other provisions of the Income Tax Act are not set 
aside even if they result in an artificial or undue reduction or deferral of taxes. 
Consequently, claims for capital cost allowance or charitable donations and 
“rollovers” or tax-deferred transfers should not be affected; 


(f) providing the Minister with the discretion to decide whether to apply the 
proposed anti-avoidance rule after having concluded that an avoidance 
transaction affected the income, taxable income or tax payable of a person; 
and 


(g) providing any other person affected by a determination of the Minister with 
the right, without request, to receive notification of the determination by the 
Minister and to appeal this action of the Minister. 


In summary, the Committee’s proposed language will serve important functions 
that the White Paper fails to accomplish. This new rule should permit Canadian 
business transactions to proceed with reasonable certainty, while protecting the ability 
of the tax system to yield predictable and reliable revenues. Only transactions that 
smack of artificiality will fail. The Committee believes that its proposed general anti- 
avoidance rule will contribute to the evolution of the existing law in this area and urges 
that any deficiences now present in specific anti-avoidance rules should be remedied. 


Therefore, the Committee recommends: 


77. That the form of the general anti-avoidance rule proposed by the White 
Paper not be adopted and the following substituted therefor: 


General Anti-Avoidance Provision 


**245(1) The Minister may ignore the consequences of an avoidance 
transaction and may reasonably determine the income, taxable income, 
tax payable or other amount payable of or refundable to any person 
under this Act, having concluded that such amount had been determined 
as a consequence of an avoidance transaction. 


Avoidance Transaction 
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(2) An avoidance transaction means: 


(a) any transaction that results in an artificial or undue reduction, 
deferral or refund of tax or other amount payable under this Act; or 


(b) any transaction that is part of a series of transactions or events, 
which series results in an artificial or undue reduction, deferral or refund 
of tax or other amount payable under this Act. 


Interpretation 


(3) For the purposes of this section, “transaction” includes an 
arrangement, scheme, or event. 


Adjustments in the course of a Ministerial Determination 


(4) To make a reasonable determination under subsection (1) of the 
income, taxable income, tax payable or other amount payable of or 
refundable to any person under this Act, the Minister may: 


(a) disallow in whole or in part any deduction in computing income, 
taxable income, or tax payable or any part thereof: 


(b) allocate any deduction or any income, loss or other amount or part 
thereof to any other person; and 


(c) recharacterize the nature of any payment or other amount. 
Adjustments by the Minister to Prevent Double Taxation. 


(5) The Minister, in order to eliminate double taxation, shall make any 
adjustment to income, taxable income, tax payable, or other amount 
payable or refundable under this Act of any person other than a person 
referred to in subsection (4), and the Minister shall notify the other 
person of the adjustment within 90 days of the day of mailing of any 
notice of assessment to the person referred to in subsection (4) for the 
year in which the avoidance transaction occurred. 


The Committee also does not agree that a penalty should be imposed on a taxpayer 
for tax avoidance given the established principle in the Income Tax Act that penalties 
should only attach to wilful evasion or gross negligence. The Committee also perceives 
that the existing penalty provisions of the Act and the imposition of a non-deductible 
interest expense at a rate compounded daily sufficiently deter artificial tax avoidance. 


Therefore, the Committee recommends: 


78. That no specific penalties be applied to taxpayers who participate in an 
avoidance transaction as defined in proposed section 245. 


Penalties 


The White Paper, in an attempt to ensure better tax reporting, proposes to 
introduce some new penalties, amend other penalties and amend certain fines. 
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There will be new penalties in connection with dishonoured cheques, failure to 
report income, and late or deficient instalment payments. Commencing in 1988 a new 
$10 penalty will be assessed for any cheque given to Revenue Canada, Taxation, that is 
not honoured. Where there is a failure to report income which results in an 
understatement of tax liabilities but not as a result of a false statement or omission, a 
penalty of 25 per cent of the tax understated will apply. This new penalty will only 
apply to the second “‘failure to report” in a three year period. 


A significant new penalty has been introduced with respect to late or deficient 
instalment payments. Currently, interest is charged on late or deficient instalments. 
Commencing in 1989, the White Paper proposes to assess an additional penalty of 
50-per-cent of the interest charged. This measure essentially allows Revenue Canada to 
charge interest at one-and-a-half times the prescribed rate on deficient instalments, 
while paying interest on any overpayments at the prescribed rate. This concept is 
unfair, particularly when it is considered that instalments are estimates, and the 
amount due in a particular year may be impacted by a subsequent year’s reassessment. 
For example, a taxpayer may pay tax instalments based on an estimate of current taxes. 
Initial assessment of their tax return may confirm these calculations and no interest or 
penalties would be payable. Up to three years later, an audit of the return may be done 
resulting in an increase in the tax originally assessed. Under the White Paper proposals, 
such an adjustment would result in interest being charged on the deficient instalments 
at one-and-a-half times the prescribed rate. 


While the Committee supports in principle attempts to improve tax reporting, it 
recommends: 


79, That the 50 per cent penalty on interest on late or deficient installments 
not be implemented. 


A number of penalties will be amended, with the intent being to consolidate some 
existing penalties and to generally increase the amount of such penalties. Amendments 
are proposed in generally the areas of failure to file certain returns, or failure to 
withhold or remit certain amounts. The amendments make two major thrusts: (1) the 
imposition of a “two-tier” style penalty, and (2) the general increase in the amount of 
the penalty. The “two-tier” element is a new concept where the maximum penalty will 
not be assessed on the first ocurrence of an infraction, but will generally only be 
imposed on the second ocurrence of a similar infraction within a three-year period. The 
rates of penalty on the second ocurrence generally represent a significant increase over 
the current penalty. 


The level of fines will also generally be increased for failure to comply with such 
sections of the Income Tax Act as tax evasion. 


Certain briefs submitted to the Committee felt that the increase and amendments 
to penalties and fines were excessive, particularly when the complexity of filings is 
considered. As most significant fines are assessed for serious offences under the Income 
Tax Act, combined with the new “two-tier” concept on many penalties, the Committee 
except as noted supports the amendments to the penalties and fines provisions as 
proposed in the White Paper. 
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CHAPTER 11 


Tax Reform and Tax Simplification 


Review of the White Paper has once again brought the Committee face to face 
with the extraordinary complexity of the Canadian tax system. The extent of this 
complexity and the need for simplification were brought out in many of the briefs and 
hearings. The chairmen of the Joint Committee on Taxation of the Canadian Bar 
Association and the Canadian Institute of Chartered Accountants appeared before the 
Committee and linked the inherent complexity in the system and the need for 
simplification. 

. the very fact that the system, by its nature, must be complex only 
emphasizes the need that the various elements be so carefully crafted to be as 
simple as possible in the circumstances, and... that is a very important point. 


The White Paper obviously agrees with the need for simplification and lists it as 
one of the goals of tax reform. The next section of this chapter lists those areas in which 
the White Paper has attempted to simplify the tax system. Unfortunately, although 
there are some simplifications in the proposed system, there are additional complica- 
tions. Moreover, the simplifications are in the nature of modest pruning of a bush that 
has been allowed to run wild. 


The White Paper and Tax Simplification 


One of the five stated objectives of tax reform was simplicity, which the White 
Paper explains as follows: 

A simpler tax system will ease compliance and reinforce the self-assessment 

principle that is the foundation of our tax system. 

In a society as advanced and diverse as Canada, the tax system will, of 

necessity, be complex. But it can be made easier for individuals to understand 

and for businesses to comply with. A simpler structure of tax rates on income 

and fewer invidious borders between products taxed differently under the sales 

tax will contribute to meeting this objective. 

A tax system with fewer special preferences will also be more straightforward 

and more readily understood by Canadians. 
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The Minister of National Revenue appeared before the Committee in early 
October and also acknowledged the importance of simplification for Canadian 
taxpayers. He pointed out the attempts of his Department to improve the readability of 
tax forms, guides and related documents — work that is laudable but not directly 
related to proposals for a reformed tax system. 


The claim of the White Paper that the tax system will be simpler with reform is 
based, in part, on the reduction in the number of tax brackets from ten to three. As the 
Economic Council of Canada pointed out, however, in its brief to the Finance 
Committee: 


Reducing the number of personal tax rate brackets to three does little to 
simplify the tax system; the complexity of the tax system derives more from 
the definition of the tax base than the number of tax brackets. 


The Report on Tax Simplification 


By the nature of its work, the Committee has long been interested in the 
simplification of the Canadian tax system, regularly examining ways and means 
motions and analyzing specific proposals that would require changes to the tax laws of 
this country. The complexity of existing tax laws and the increasing complexity of 
proposed changes to laws make analysis difficult. 


In June 1986 the Committee issued the report Tax Simplification which 
concentrated on the personal income tax system. Research for that report exposed a tax 
system that baffled even acknowledged experts in tax accounting and tax law: one 
expert suggested that the Canadian Income Tax Act was “becoming unworkable,” and 
another referred to it as “an unmitigated mess.” 


Faced with this problem, lawmakers must struggle to compare the intent of tax 
changes with their probable effects. Attempts at patching up the legislation and 
eliminating unintended consequences often lead to a more complicated tax system, with 
greater uncertainty for the tax filer. The patchwork legislation leads, of course, to its 
own unintended consequences and further patching. 


Review of the personal income tax system convinced the Committee that the tax 
system must be simplified. The Committee concluded that: 


... the trend, which has taken place for a generation, whereby the tax system 
becomes more and more complicated with each Budget must be reversed. 
People must be able to read and understand the Income Tax Act. Citizens 
must be able to read and understand the tax forms they are required to 
submit. 


In an effort to provide some guidance for tax simplification, the Committee’s report 
included the following recommendations: 


1. That the Government make no changes to the income tax system without first 
examining the possible complexity these changes would introduce to the 
Income Tax Act and the tax forms. 
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That the Government now begin examining measures that can be introduced 
to reverse the trend in the tax system that seems to make it more complicated 
with each Budget. 


That the tax system should be used to promote equity or growth only if no 
other method is simpler or less costly. 


That Revenue Canada employ a team to redraft the current Income Tax Act 
to make it readable and understandable. 


That the redrafting team follow the example of Quebec and make the federal 
Act at least as understandable as the Quebec Income Taxation Act. 


That the redrafting team consider the following arrangement for each topic 
covered in the Act: 


a) set out the general rule in one provision; 


b) set out in subsequent provisions the sequence of the exceptions, 
qualifications, special rules, administrative provisions and definitions; 


c) put the provision with the broadest application before those dealing with 
special cases; 


d) put more important provisions before less important ones: 
e) follow with technical housekeeping and administrative provisions; and 


f) put detailed rules and explanations in the regulations, using examples 
when appropriate. 


That if the redrafting team discovers major drafting problems that seem to be 
caused by relatively minor tax measures, these tax measures should be 
brought to the attention of this Committee and the Minister of Finance who 
should consider the advisability of eliminating these measures or modifying 
them to simplify the drafting of the Act. 


That future proposals to change the Act should consider the implications on 
drafting. 


That although drafters should not determine economic and social policy, they 
should have an early voice in any discussion of proposed tax legislation and 
should always be involved in the process leading to a change in the Act. 


That the Government review the current package of exemptions, deductions 
and special tax measures to see whether the benefits from these can be 
provided in a simpler manner, by some method outside of the tax system, or 
by adjusting tax rates or general exemptions. 


That Revenue Canada examine the possibility of introducing a questionnaire 
tax form for the 1986 tax year. 

That wherever possible Revenue Canada eliminate lines from the tax return 
and tax guide by incorporating the implicit calculation for exemptions or 
deductions in the tax table. 

That the Minister of Finance consider the advisability of amending the 
Income Tax Act to allow spouses the opportunity of filing joint income tax 
returns. 
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14. That Revenue Canada, with counsel from the Department of Finance and 
Statistics Canada, review its tax statistics and attempt to correct any bias that 
may exist in the recording of total, net and taxable income. 


These recommendations are still applicable, and the Committee believes that 
following them would produce a far simpler and much improved tax system. It is 
understandable, however, that there is some resistance to adopting them, because they 
appear to call for the complete revamping of the income tax system, a project that 
would need large investments of time and money. It is easy to delay beginning such a 
large project, as Revenue Canada and the Department of Finance have immediate 
concerns that demand their attention and use up their budgets. 


The Committee suggests that a pilot project, aimed at a complicated part of the 
Income Tax Act, would show the usefulness of the recommendations. One source of 
great complexity in the current tax system is the rules of attribution (the process by 
which one member of a family attributes income to another family member). 
Simplifying these rules would be a large step towards showing that the tax system can 
be made less complicated. 


Therefore, the Committee recommends: 


80. That, as a pilot project, the relevant government departments form a 
group to follow the recommendations of the report Tax Simplification 
and simplify the sections of the tax system dealing with attribution rules. 


The analysis of tax reform in this Report is of course much broader than tax 
simplification by itself. Nevertheless, this Committee also attempts to discover needless 
complications in the White Paper and to suggest modifications or alternatives. 


The Personal Income Tax System 


Not all taxpayers are affected by each change to the personal income tax system. 
The numbers who will be affected by some of the proposed changes are estimated in 
Table 21, 


While the table does not list all the changes to the personal income tax system, it does 
highlight the range of filers covered by the proposed reform. Not all the changes in the 
table are simplifications. The revisions to the treatment of capital gains and the new 
treatment of farm income and losses certainly add complexity to the system. 


Transfers of Exemptions and Credits to Related Taxpayers 


The proposed changes should also simplify transfers between spouses. The 
exemptions and deductions eligible for transfer include: 


¢ the spouse’s age exemption; 
e the spouse’s disability deduction; 
e the spouse’s education deduction; 


e the lesser of (a), the sum of the pension income deduction and the investment 
income deduction, and (b) the unclaimed amount of the basic married 
exemption. 
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Table 21 


Scope of Tax Reform 


Change in Tax System Number Affected! 
Reduction of the number of tax brackets Over 10 million 
Employment expenses deduction Over 11 million 
Interest and dividend income deduction Over 7 million 
Restrictions on home-office expenses (-) 
Elimination of forward averaging 30,000 
Elimination of block averaging Part of 500,000 farmers 

(for farmers and fishermen) and fishermen (about 4% 
per year) 

Treatment of capital gains Over | million 
Restrictions on automobile expenses (3) 
Treatment of farm income and losses Over 500,000 
Replacement of deductions and exemptions by credits Almost all (over 15 million) 


' Based on 1984 tax statistics. 


It is not possible to estimate the number of those now claiming these expenses who will be affected by restrictions. 


These items are reduced by the amount by which the spouse’s net income exceeds his or 
her basic personal exemption. Over half a million taxfilers claimed transferred 
deductions or exemptions. 


Under the proposed system, the unused portion of the following credits will be 
transferable: age credit, pension income credit, disability credit, and tuition and 
education credits. A parent or grandparent may also claim the transfer of the unused 
portion of disability, tuition and education credits. In all ihe cases, the amount of the 
federal credits transferable will be reduced by 17 per cent of the excess over $6,000 of 
the net income of the transferring spouse or related child (at $6,000, the tax on the net 
income of the spouse or child equals the basic personal tax credit for a single person). 


Claiming the transferred items is now complicated; the necessary calculation takes 
an entire page of the income tax return. With the proposed tax system the calculations 
will be simpler, but they still may drive filers to tax preparers. 


Capital Gains 


The lifetime capital gains exemption, which was introduced in 1985, now has a 
limit of $100,000, except for farmers and small businesses. The eligibility of certain 
assets for the capital gains exemption has also changed. When treated differently from 
other income, capital gains always produce a complicated income tax system. The 
proposals relating to cumulative net investment losses add complexity to the calculation 
of the lifetime capital gains exemption. As noted above, the formula is not as complex 
as it might have been. However, the White Paper proposals could lead to more 
confusion and uncertainty, elements that add to the frustration of the tax filer who sees 
little stability in the treatment of capital gains and may wonder about the fairness of 


the system. 


Peal 


Farmers 


Since the beginning of federal income taxation in Canada, farmers have used a 
cash accounting system; the White Paper proposes they use a modified accrual system. 
While there may be reasons for the switch, simplicity is not among them. Some 
accounting firms and several briefs submitted to the Finance Committee identified 
problems with the wording in the new accounting proposal. The accounting firm Peat 
Marwick, for example, asked the following questions that were prompted by the 
original presentation in the White Paper: 


_.. how does a dairy man compute the cost of a heifer calf born to one of his 
cows which will be raised as a replacement animal? Should any of the feed the 
cow consumed during the gestation period be factored into the cost of the calf 
when the cow was owned primarily for her milk producing ability? Should the 
cost of the cow be amortized over the expected number of calves she can be 
expected to produce during her lifetime? What do you do if the cow gives 
birth to a bull calf which is generally less desirable than a heifer calf? What 
overhead should be allocated to the cost of the calf and the raising of the calf? 


Requests for clarification of some points in the White Paper led the Department of 
Finance to issue an information bulletin on 31 August 1987. One of the areas covered 
was modified accrual accounting rules for farmers: 


Farmers who choose to value their inventory at the lower of cost or market 
value may consider the cost of crops grown by the farmer or animals born on 
the farm to be nil, effectively giving a cash basis write-off, rather than 
allocating direct and indirect costs of the farm operation to their cost, and 
deferred cash tickets received by grain farmers will be considered to be an 
account receivable, with the result that the amount of the deferred cash ticket 
will be eligible for the proposed cash basis adjustment that may be claimed to 
reduce positive farm income to nil. 


These and other clarifications answered some of immediate questions raised by the 
White Paper proposals, but they indicate the complexities in the proposed changes to 
the tax system. 


It is easy to foresee a series of patchwork revisions to the system in the future— 
first revisions to eliminate some technical flaws and loopholes and then new revisions to 
eliminate the new loopholes. This has been the history of change in taxation for most of 
the postwar period; the proposed reform, despite paying lip-service to the objective of 
simplification, does not alter the system enough to reverse the trend toward greater 
complexity. 


Conversion to Credits 


Less than 10 per cent of tax filers will be affected by the changes in the treatment 
of capital gains or farm income. The conversion of exemptions and deductions to 
credits, on the other hand, affects almost all filers. 


The conversion to credits was made primarily on grounds of equity, and its effect 
on simplicity is not clear-cut. Some of the more simple conversions involve replacing a 
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fixed deduction with a fixed credit (for example, the $1,000 pension income deduction 
becomes a $170 credit). Others involve multiplying the previous deduction by 17 per 
cent (for example, the tuition credit will become 17 per cent of allowable tuition 
expense), which are slightly more complicated. One observer remarked that Canadians 
will soon be very adept at using the 17-times multiplication table. 


In the case of charitable contributions, there is an additional complication in that 
the calculation of the deduction can take two steps. Members of the Committee were 
also interested in how the new treatment of charitable contributions might affect 
charitable giving and government revenue. The Committee believes that the new system 
will improve charitable giving, but it did note as an important concern that the two-tier 
approach to calculating the credit was much more complicated than the current one. 


Alternative Minimum Tax 


In 1985 the government introduced the alternative minimum tax (AMT). There are 
two reasons for a minimum tax. The first is to prevent excessive use of tax preferences 
whereby Canadians with high incomes pay little or no tax. The second reason is to 
prevent future erosion of the tax base. 


Although the goals of a minimum tax are laudable, the AMT in practice has 
introduced two significant problems into the tax system. As many experts pointed out to 
the Committee, during its previous work on tax simplification and during the current 
analysis of the White Paper, the AMT is extraordinarily complicated. It affects many 
sections of the Income Tax Act and necessitates multiple calculations for those who 
might be affected by it. 


The second problem is that the AMT may catch only the unwary, namely those who 
do not have access to sophisticated tax planning advice. Some taxpayers, for example, 
who have received a capital gain and claimed it as part of the lifetime capital gains 
exemption could have to pay the AMT, as could taxpayers who transfer pension benefits 
or retiring allowances into a registered retirement savings plan. Other taxpayers may 
restructure their transactions to avoid the AMT. With the AMT, therefore, the tax 
system treats different high-income Canadians differently; and those who come out 
second best are the unwary and the unsophisticated. 


One thrust of tax reform has been base broadening by the elimination of tax 
preferences, especially those used extensively by high-income Canadians. The 
recommendations in this Report support that thrust. In fact, the proposals in the White 
Paper as modified by the recommendations in this Report would go quite far towards 
eliminating the tax preferences that offerred high-income Canadians the most scope for 
lowering their taxes. By 1990, some others that now remain will have been phased out. 


In other words, tax reform can be seen in part as a substitute for a minimum tax. 
There is thus a good reason for reviewing the need for a minimum tax, if tax reform as 
outlined in this report is put in place. In terms of simplification, moreover, there are 
very good reasons for eliminating the AMT. 


Therefore, the Committee recommends: 
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81. That once the tax system as outlined in this Report is put in place and 
enough time has passed for the reform to be fully phased in, the Minister 
of Finance should review the need for the alternative minimum tax. 


Tax Forms 


The ever-increasing complexity of the Tax Act is reflected in the returns filed by 
Canadian taxpayers. Preliminary estimates for 1986 show that 42 per cent of tax filers 
received help in preparing their returns (28 per cent used professional tax preparers and 
14 per cent used other help, such as a friend, relative or social group). Over one-fifth of 
those filing the T1 Special Form, which is a four-page form for those with relatively 
straightforward reporting requirements, used outside assistance. In recent years the 
proportion of those using assistance with their filing has increased. Moreover, those 
who do not use assistance must struggle with a complicated form whose guide directs 
the taxfiler to other pamphlets and interpretation bulletins. 


When the Minister of National Revenue appeared before the Committee he 
brought two versions of what a 1988 T1 General Form might look like; an official from 
the Department emphasized that “the two packages are obviously not entirely complete 
as there are still some rough edges on some of the proposals.” The 1988 forms did have 
slightly fewer lines than the 1986 forms, but as the Committee went through the sample 
forms, it became obvious that the average taxpayer would find the proposed system as 
complicated as the old. 


It is true, of course, that any new tax system would produce problems for filers, 
especially in the year the new system takes effect. This is because many filers use their 
returns from the previous year to aid in filling out the return for the current year. The 
transition to a new system means that previous returns can no longer be used as a guide. 
In time, transitional problems will fade and the significant differences in the complexity 
of the two systems will stand out. 


The Committee concludes that the new forms have not been simplified and will not 
lower the number of filers who pay for the services of tax preparers. 


The Corporate Income Tax System 


Corporations often use specialists in tax accounting and tax law, and moderate tax 
simplification will not lead to mass unemployment of these professionals. As the White 
Paper points out, a society as advanced and diverse as Canada will have a complex tax 
system. Unfortunately, society’s diversity is often exaggerated and used to rationalize 
needless complexity in administrating it. 


The Joint Committee on Taxation of the Canadian Bar Association and Canadian 
Institute of Chartered Accountants argued that simplification was possible and pointed 
out that “meaningful simplification in the small-business area was achieved a number 
of years ago”. Having acknowledged this, the committee expressed concern that the tax 
system suffered from what they called the “Rube Goldberg syndrome”. In the words of 
one member: 
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By that I mean the tendency of legislators when a problem is perceived, just to 
tack provision on top of provision. It creates an enormously complex set of 
rules when maybe the approach should be to take it right back to ground zero 
and re-think the whole concept. 


In its brief to the Finance Committee, Dunwoody and Co., chartered accountants, 
discussed the basic problem and provided a partial list of some of the complexities that 
have been added to the corporate tax side by side with the proposed reforms. Following 
are some of the comments in the brief: 


Over the years, the Act has become incredibly complex. There are general 
rules, exceptions, exceptions to the exceptions, special transitional rules, 
phasing-in and phasing-out provisions, and various other complicating factors. 
Some sections of the Act are almost totally unintelligible, while others are so 
arcane as to be known by only the most seasoned tax experts. 


A particular transaction may be affected by any number of provisions, some 
specifically related, and others dealing with general concepts and restrictions. 
Tax practitioners must be aware of all these and understand when and how 
they may apply. This responsibility is becoming more and more difficult to 
fulfill. 


Thus it was particularly disappointing to see that the Tax Reform proposals 
do virtually nothing to simplify the Act. Indeed, in many respects they 
compound the problems: 


e There are now a whole new series of transitional rules and phase-in dates. 


e There will be the additional administrative burden of keeping track of those 
expenses that are no longer fully deductible, or that are otherwise 
restricted. A separate CCA pool will be required for each car in certain 
cases. In other cases, both pre- and post-reform CCA classes will be 
required. 


e Determining a corporation’s tax rates, capital gains inclusion rates, and 
capital cost allowance rates is no longer a simple matter. These rates can 
only be determined by pro-rating based on the corporation’s year-end. 


e Tax practitioners must now deal with a broad new anti-avoidance provision 
which could potentially apply to virtually any business transaction. 


How is the average businessman to keep track of these constant changes in 
order to be able to comply? How is his general accountant/auditor to maintain 
his tax knowledge to be able to verify the tax provision and so attest to 
financial statements? How is a tax practitioner to advise his clients with any 
certainty? And how is Revenue Canada to maintain a staff of individuals who 
are able to answer taxpayers’ queries and administer the rules consistently and 
competently? 


The list omits such new complexities as the treatment of preferred shares and the 
put-in-use rule for capital cost allowance and investment tax credits but does highlight 
the importance of the new anti-avoidance provisions. Prior chapters have dealt with 
these provisions. 
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The White Paper also suggested that a system with fewer special preferences 
would be simpler, but simplicity would depend on a number of factors. A new system 
with fewer preferences could still be more complicated than the old. In fact, the 
proposed reforms do not so much eliminate preferences as alter the existing preferences 
so as to limit the extent that corporations can take advantage of these preferences. 
Examples are the revised treatment of flow-through shares and the changes in the 
calculation of capital cost allowances for various capital goods. 


The new corporate tax system will undoubtedly be at least as complicated as the 
current one. As Dunwoody and Co. concluded: “It seems as though the goal of tax 
simplification has been completely abandoned.” 


Recommended Simplifications 


In the area of tax simplification it is easy to to imagine and ask for a tax system 
that is structurally and administratively simple and that has readable forms and 
straightfoward filing requirements. It is no bad thing to have such an ideal as a goal. 
But as the White Paper pointed out and as several briefs and witnesses conceded, a 
sophisticated economy is bound to have a complicated tax system. 


Nevertheless, it is possible to find needless complications in the tax system and 
work to eliminate them. The discussion above pinpoints complications, and the 
recommendations in the previous chapters have been proposed in part with the desire 
for a simpler tax system. Among these recommendations are: 


¢ the rejection of modified accrual accounting for farmers; 
¢ replacement by a surtax of the interim changes to federal sales tax: 
¢ treatment of eligible capital property as another form of depreciable property; 


* maintenance of the capital gains inclusion rate at two-thirds and the federal 
dividend tax credit at 13 1/3 per cent of the grossed-up dividend to neutralize 
any temptation to exploit any distinctions between these two types of income; 


¢ uniform treatment of the business use of automobiles; and 


* conversion of CPP contributions on self-employed earnings to a credit. 


On the other hand, there are recommendations in this Report that would lead to 
some additional complexity for the sake of greater fairness, such as those for the child 
tax credit. Other recommendations in this Report may seem complicated, but they are 
less so than the proposals in the White Paper, as in the tax treatment of preferred 
shares. 


Conclusions 


It is disappointing for the Committee to draw the inevitable conclusion that the 
proposed tax reform has not successfully addressed the problem of simplifying the tax 
system. There are, of course, some elements of the proposed system that are less 
complex than corresponding elements in the current system. But overall the new system 


136 


is at least as complicated as the old. As many tax filers in the future as in the past will 
need the services of tax preparers, and corporations will face the same uncertainty in 
interpreting the Income Tax Act as they have in the recent past. 


In reviewing the White Paper, the Committee noted that the goals of efficiency 
and fairness were given priority over the goal of simplification. While the Committee 
agrees in theory with such a balancing of objectives, in practice the White Paper 
proposals would lead to needless complications. 


Occasionally, much is made of the tradeoffs among the objectives of tax reform, as 
if a push for simplification would always be at the expense of efficiency or fairness. 
There are tradeoffs, which obviously should be identified, but it is easy to overstate 
their importance. The recommendations in this Report and in the Committee’s previous 
Report Tax Simplification, for example, would lead to a tax system that is more 
efficient and one whose fairness is more visible. 
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APPENDIX A 


Definition of Scientific Research 
Under the Income Tax Act 


Having addressed the issues raised by the White Paper with respect to Stage One 
of tax reform, the Finance Committee would like to return to an issue also dealing with 
the Income Tax Act and discussed in a previous Committee Report. The issue concerns 
the expansion of the definition of scientific research and experimental development to 
include the social sciences and humanities. The following Report was tabled in the 
House of Commons on March 12, 1987: 


The Standing Committee on Finance and Economic Affairs has the honour to 
present its 


FOURTH REPORT 


In accordance with its mandate under Standing Order 96(2), your Committee has 
agreed to report the following: 


Section 37(1)(a)(vi) of the Income Tax Act allows the deduction for payments 
made by a taxpayer to an approved organization which includes the Natural 
Sciences and Engineering Research Council, the Medical Research Council and 
the Social Sciences and Humanities Research Council. The payment received by 
the organization must be allocated to an association, institution or corporation 
undertaking scientific research and experimental development. However, the 
definition of scientific research and experimental development provided by section 
2900 of the regulations made under the Income Tax Act excludes the social 
sciences and humanities. 


Canadian universities and research institutions are staffed with experts in the 
social sciences and humanities. Our sociologists, psychologists, economists, 
historians, philosophers and theologians contribute daily to world knowledge in 
their specialities. Their books, monographs and scholarly articles testify to their 
prominence in the world of ideas. But our current Income Tax Act leaves them an 
untapped resource. 


Discriminating against the social sciences and humanities could be short-sighted. 
In addition to the technical side of business there is a human side. Efficiency may 
be improved — and unit costs lowered — by focusing research on this human side. 


id 


Not all English professors or sociologists will be doing work of interest to business, 
of course, just as not all theoretical physicists experiment so that factory owners 
will have lower costs. 

The rewards from research and development do not follow a simple formula — 
investing $1 in scientific research may not lead automatically to $1.25 in benefits. 
It may lead to more, it may lead to nothing. Research and development is risky. 
People take chances, play hunches, but always believe that the creative use of 
intelligence will produce something worthwhile. Broadening the scope of research 
to include the social sciences and humanities may increase the payoff to research 
and development. 


Therefore your Committee recommends: 


That the government should consider the advisability of amending the 
definition of scientific research and experimental development in section 
2900 of the regulations made under the /ncome Tax Act, in order to include 
social sciences and humanities, so that payments made to an approved 
organization would be eligible for tax credit allowances. 
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APPENDIX B 


List of Witnesses 


Issue No. 
ACCESS NETWORK M2 
ALBERTA ASSOCIATION OF MUNICIPAL DISTRICTS AND COUNTIES 111 
ALBERTA CATTLE COMMISSION 112 
ALBERTA CHAMBER OF RESOURCES de 
ALBERTA COUNCIL ON AGING 112 
ALBERTA ENERGY COMPANY 112 
ALBERTA GOVERNMENT TELEPHONE 112 
ALBERTA RESTAURANTS & FOODSERVICES ASSOCIATION 112 
ALBERTA WHEAT POOL 112 
ALEXIS NIHON (QUEBEC) INC. 118 
ASSOCIATION DES PRODUCTEURS DE FILMS ET DE VIDEO DU QUEBEC 95 
ASSOCIATION DES PROSPECTEURS DU QUEBEC 107 
ASSOCIATION OF CANADIAN INSURANCE COMPANIES 123 
ASSOCIATION OF CANADIAN INSURERS 124 
ASSOCIATION OF COMBINED INCOME FARMERS 113 
ASSOCIATION OF CONSULTING ENGINEERS 124 
ASSOCIATION OF UNIVERSITIES & COLLEGES OF CANADA ne 
ATLANTIC INDEPENDENT FILM & VIDEO ASSOCIATION 115 
ATLANTIC PROVINCES CHAMBER OF COMMERCE 115 
AUTOMOTIVE INDUSTRIES ASSOCIATION OF CANADA 119 
BEATON, J. WALLACE 124 
BELL CANADA ids 
BRITISH COLUMBIA & YUKON CHAMBER OF MINES 109 
BRITISH COLUMBIA MEDICAL ASSOCIATION 110 
BRITISH COLUMBIA TELEPHONE 108 
BROOKS, NEIL (York University) 103 
BUSINESS COUNCIL OF BRITISH COLUMBIA 110 
BUSINESS COUNCIL ON NATIONAL ISSUES Wee 
C.D. HOWE INSTITUTE 84 
CANADIAN ADVANCED TECHNOLOGY ASSOCIATION 102 
CANADIAN ADVISORY COUNCIL ON THE STATUS OF WOMEN 118 
CANADIAN ASSOCIATION FOR DISTANCE EDUCATION 116 


CANADIAN ASSOCIATION OF OILWELL DRILLING CONTRACTORS 111 
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CANADIAN AUTOMOTIVE LEASING ASSOCIATION 
CANADIAN BANKERS’ ASSOCIATION 

CANADIAN BUSINESS TELECOMMUNICATIONS ALLIANCE 
CANADIAN CABLE TELEVISION 

CANADIAN CATTLEMEN’S ASSOCIATION 

CANADIAN CHAMBER OF COMMERCE 

CANADIAN CHEMICAL PRODUCERS ASSOCIATION 
CANADIAN CO-OPERATIVE CREDIT SOCIETY 

CANADIAN CONFERENCE OF THE ARTS 

CANADIAN CONSTRUCTION ASSOCIATION 

CANADIAN COUNCIL OF GROCERY DISTRIBUTORS 
CANADIAN COUNCIL OF SOCIAL DEVELOPMENT 
CANADIAN FEDERATION OF AGRICULTURE 

CANADIAN FEDERATION OF INDEPENDENT BUSINESS 
CANADIAN FEDERATION OF LABOUR 

CANADIAN FILM AND TELEVISION ASSOCIATION 
CANADIAN GIFT & TABLEWARE ASSOCIATION 
CANADIAN HOME BUILDERS ASSOCIATION 

CANADIAN HORSE COUNCIL 

CANADIAN INSTITUTE OF PUBLIC REAL ESTATE COMPANIES 
CANADIAN LABOUR CONGRESS 

CANADIAN LIFE AND HEALTH INSURANCE ASSOCIATION 
CANADIAN MANUFACTURERS’ ASSOCIATION 

CANADIAN ORGANIZATION OF SMALL BUSINESS 
CANADIAN PARAPLEGIC ASSOCIATION 

CANADIAN PAYROLL ASSOCIATION 

CANADIAN PENSIONERS CONCERNED INC. 

CANADIAN PETROLEUM ASSOCIATION 

CANADIAN PULP & PAPER ASSOCIATION 

CANADIAN REAL ESTATE ASSOCIATION 

CANADIAN RESTAURANTS AND FOODSERVICE ASSOCIATION 
CANADIAN SOCIETY OF FUND RAISING EXECUTIVES 
CANADIAN SPORTING GOODS ASSOCIATION 

CANADIAN TEACHERS’ FEDERATION 

CANADIAN TIRE CORP. 

CANADIAN TRUCKING ASSOCIATION 

CANADIAN UNION OF PUBLIC EMPLOYEES 

CITIZENS FOR PUBLIC JUSTICE 

COAL ASSOCIATION OF CANADA 


COALITION OF THE PROVINCIAL ORGANIZATIONS OF THE HANDICAPPED 


(COPOH) 
COMMERCIAL TRAVELLERS’ ASSOCIATION - 


COMMODITY TAX COMMITTEE OF THE CANADIAN BAR ASSOCIATION AND 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
COMMUNITY SERVICES COUNCIL (NFLD) 

CONFEDERATION DES SYNDICATS NATIONAUX 
CONFERENCE BOARD OF CANADA 

CONSEIL DU PATRONAT DU QUEBEC 

CONSUMERS ASSOCIATION OF CANADA 
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121 


COOPERS -& LYBRAND 
COUNCIL OF FOREST INDUSTRIES OF BRITISH COLUMBIA 


DEPARTMENT OF FINANCE, TAX POLICY AND LEGISLATION BRANCH 


DEPARTMENT OF NATIONAL REVENUE 
DEVELOPMENT AND CONSTRUCTION COUNCIL ON TAX REFORM 
DOW CHEMICAL CANADA INC. 

ECONOMIC COUNCIL OF CANADA 

END LEGISLATED POVERTY 

EQUITY PRESERVATION CORPORATION 

ESSO RESOURCES CANADA LIMITED 

FEDERAL SUPERANNUATES NATIONAL ASSOCIATION 
FEDERATION OF AUTOMOBILE DEALERS ASSOCIATION OF CANADA 
FEDERATION OF INDEPENDENT SCHOOLS IN CANADA 

FORMULA GROWTH LIMITED 

FORUM DES CITOYENS AGES DE MONTREAL 

FRASER INSTITUTE 

GENERAL MOTORS OF CANADA 

GORDON CAPITAL CORPORATION 

GREAT WEST LIFE ASSURANCE COMPANY 

HALIFAX BOARD OF TRADE 

HEENAN BLAIKIE 

HERITAGE FOUNDATION 

HOTEL ASSOCIATION OF CANADA 

INDEPENDENT PETROLEUM ASSOCIATION OF CANADA 
INFORMETRICA LIMITED 

INSTITUTE OF CHARTERED ACCOUNTANTS OF ALBERTA 
INSTITUTE OF CHARTERED ACCOUNTANTS OF BRITISH COLUMBIA 
INSURANCE BUREAU OF CANADA 


JOINT COMMITTEE ON TAXATION OF THE CANADIAN BAR ASSOCIATION 
AND THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


JOINT SECURITIES INDUSTRY COMMITTEE ON TAX REFORM 
KEYSTONE AGRICULTURAL PRODUCERS 

KOSKIE AND MINSKY (for Labour Councils & other groups) 

LIFE UNDERWRITERS ASSOCIATION OF CANADA 

LONDON LIFE INSURANCE COMPANY 

MANITOBA SOCIETY OF SENIORS INC. 

MANUFACTURERS LIFE INSURANCE COMPANY 

MARITIME LIFE ASSURANCE COMPANY 

MINING ASSOCIATION OF BRITISH COLUMBIA 

MINING ASSOCIATION OF CANADA 

MITEL CORPORATION 

MOORE & JOYCE 

MOTOROLA CANADA LIMITED 

MUTUAL LIFE OF CANADA 

NATIONAL ACTION COMMITTEE ON THE STATUS OF WOMEN 
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NATIONAL AD HOC SCREEN INDUSTRIES COMMITTEE 
NATIONAL ANTI-POVERTY ORGANIZATION 

NATIONAL COUNCIL OF WELFARE 

NATIONAL FARMERS UNION 

NATIONAL HOCKEY LEAGUE PLAYERS’ ASSOCIATION 
NATIONAL INVESTMENT MANAGEMENT 

NATIONAL VOLUNTARY ORGANIZATIONS 

ONE VOICE SENIORS NETWORK 

ONTARIO ASSOCIATION OF ALTERNATIVE AND INDEPENDENT SCHOOLS 
ONTARIO FEDERATION OF AGRICULTURE 

PAWLUK, WALTER 

PEMBROKE MANAGEMENT LIMITED 

PIONEER LIFE ASSURANCE COMPANY 

PROSPECTORS AND DEVELOPERS ASSOCIATION OF CANADA 
PUBLIC SERVICE ALLIANCE OF CANADA 

QUEBEC CHAMBER OF COMMERCE 

QUEBEC PROSPECTORS ASSOCIATION 

REAL ESTATE BOARD OF FREDERICTON AREA INC. 

RENTAL HOUSING COUNCIL OF BRITISH COLUMBIA 
RETAIL COUNCIL OF CANADA 

ROWNTREE LIMITED 

SAINT JOHN BOARD OF TRADE (N.B.) 

SASKATCHEWAN ASSOCIATION OF RURAL MUNICIPALITIES 
SASKATCHEWAN CHAMBER OF COMMERCE 
SASKATCHEWAN WHEAT POOL 

SOCIAL PLANNING COUNCIL OF METROPOLITAN TORONTO 
SOCIAL POLICY REFORM GROUP 

ST. MARY’S UNIVERSITY 

STEEL INDUSTRY (ALGOMA STEEL, DOFASCO INC. AND STELCO INC.) 
SUCH, LIONEL 

SUN LIFE ASSURANCE COMPANY OF CANADA 

TORONTO BOARD OF TRADE 

TOURISM INDUSTRY ASSOCIATION OF CANADA 

TRISTAT RESOURCES LTD. 

TRUST COMPANIES ASSOCIATION OF CANADA 

TURNER, GARTH (Toronto Sun) 

UNION DES PRODUCTEURS AGRICOLES 

UNITED CHURCH OF CANADA 

UNITED GRAIN GROWERS 

UNIVERSITY OF BRITISH COLUMBIA 

UNIVERSITY OF MANITOBA 

URBAN DEVELOPMENT INSTITUTE OF CANADA 
VANCOUVER BOARD OF TRADE 

WESTERN BARLEY GROWERS 

WESTERN CANADIAN WHEAT GROWERS ASSOCIATION 
WINNIPEG CHAMBER OF COMMERCE 

WRITERS GUILD OF ALBERTA 

XEROX CANADA INC. 
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APPENDIX C 


List of Briefs, Letters and Submissions 


The Committee regrets that it was unable to receive more witnesses. The following 
is a list of briefs, letters and submissions to the Committee from organizations and 
individuals from whom the Committee could not receive personal testimony. 


ORGANIZATIONS 


ABITIBI-PRICE INC. 
ABSTAINERS/MAPLEX GENERAL INSURANCE COMPANIES 

ACTON CHOWDHRY & GUNDERSON 

ACTION COMMITTEE TAXATION 

AGRICULTURAL INSTITUTE OF CANADA 

AIR CANADA 

ALLIANCE OF CANADIAN CINEMA, TELEVISION & RADIO ARTISTS 
ALLIANCE OF CANADIAN TRAVEL ASSOCIATIONS 

AQ FINANCIAL GROUP LTD. 

ASSOCIATION DU DISQUE ET DE L’INDUSTRIE DU SPECTACLE QUEBECOIS 
ASSOCIATION DES FEMMES COLLABORATRICES 

ASSOCIATION DES FEMMES DIPLOMEES DES UNIVERSITES 
ASSOCIATION DES MINES DE METAUX DU QUEBEC INC. 

ASSOCIATION OF CANADIAN DISTILLERS 

ASSOCIATION OF CANADIAN FILM & TELEVISION PRODUCERS 
ASSOCIATION OF CANADIAN FINANCIAL CORPORATIONS 
ASSOCIATION OF REGISTERED INTERIOR DESIGNERS OF ONTARIO 
ASSOCIATION OF UNIVERSITIES AND COLLEGES OF CANADA 
ATTRACTIONS ONTARIO AFRICAN LION SAFARI & GAME FARM LTD. 
AUTOMOBILE IMPORTERS OF CANADA 

B. SCHULZE STAMPS LTD. 

BAUSCH & LOMB CANADA INC. 

BMW CANADA INC. 

BOBIT PUBLISHING CANADA LIMITED 

BORDEN & ELLIOT 

BOTTOM LINE 

BOW VALLEY INDUSTRIES LTD. 

BRAMPTON BOARD OF TRADE 

BRISTOL-MYERS PRODUCTS CANADA INC. 
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BRITISH PENSIONERS ASSOCIATION 

BURRIDGE & ASSOCIATES 

BUTLER BROS. LIMITED 

CANADA COUNCIL 

CANADA LIFE 

CANADA TRANSPORT INTERNATIONAL LIMITED 
CANADA’S ROYAL WINNIPEG BALLET 

CANADIAN ARTISTS REPRESENTATION 

CANADIAN ASSOCIATION FOR THE DEAF 

CANADIAN ASSOCIATION OF BROADCASTERS 
CANADIAN ASSOCIATION OF OPTOMETRISTS 
CANADIAN ASSOCIATION OF PROFESSIONAL DANCE ORGANIZATIONS 
CANADIAN ASSOCIATION OF RETIRED PERSONS 
CANADIAN ASSOCIATION OF UNIVERSITY TEACHERS 
CANADIAN ASSOCIATION OF WHOLESALE SALES REPRESENTATIVES 
CANADIAN AUTOMOBILE ASSOCIATION 

CANADIAN AUTOMOTIVE TRADE 

CANADIAN BUSINESS PRESS 

CANADIAN CABLE TELEVISION ASSOCIATION 
CANADIAN CENTRE FOR PHILANTHROPY 

CANADIAN CENTRE FOR POLICY ALTERNATIVES 
CANADIAN COUNCIL OF CHRISTIAN CHARITIES 
CANADIAN COUNCIL OF THE BLIND 

CANADIAN COUNCIL ON REHABILITATION AND WORK 
CANADIAN CRAFTS COUNCIL 

CANADIAN DENTAL ASSOCIATION 

CANADIAN EXPORTERS ASSOCIATION 

CANADIAN FEDERATION OF INDEPENDENT GROCERS 
CANADIAN FEDERATION OF STUDENTS 

CANADIAN FILM AND TELEVISION INDUSTRY 
CANADIAN FRIENDS OF SCHIZOPHRENICS 

CANADIAN GAS ASSOCIATION 

CANADIAN IMPORTERS ASSOCIATION LTD. 

CANADIAN INDEPENDENT ADJUSTERS’ ASSOCIATION 
CANADIAN JEWELLERS ASSOCIATION 

CANADIAN MEAT COUNCIL 

CANADIAN NATIONAL INSTITUTE FOR THE BLIND (THE) 
CANADIAN PAPER BOX MANUFACTURERS ASSOCIATION 
CANADIAN PRINTING INDUSTRIES ASSOCIATION 
CANADIAN REAL ESTATE ASSOCIATION 

CANADIAN RED CROSS SOCIETY (ONTARIO) 

CANADIAN RED CROSS SOCIETY (SASKATCHEWAN) 
CANADIAN TOY MANUFACTURERS 

CENTRE STAGE COMPANY 

CERTIFIED GENERAL ACCOUNTANTS ASSOCIATION OF CANADA 
CHILD POVERTY ACTION GROUP 

CHRISTIAN STEWARDSHIP SERVICES 

CITY OF WINNIPEG 

CLEARBROOK SPORTING GOODS LTD. 
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COALITION OF SPORTS EQUIPMENT MANUFACTURERS 
CONCORDIA AND LAVAL UNIVERSITIES 
CO-OPERATIVE UNION OF CANADA 
CONFEDERATION DES CAISSES POPULAIRES DESJARDINS 
CONNOR FINANCIAL CORPORATION 

CONSUMER ELECTRONICS MARKETERS OF CANADA 
COOPER CANADA LIMITED 

COOPERS & LYBRAND (N.B.) 

CORNING CANADA INC. 

COUNCIL ON AGING 

CROWN LIFE INSURANCE COMPANY 

CS CO-OP 

D’OBRENAN & MAH 

DANFOSS MANUFACTURING CO. LTD. 

DARTMOUTH CHAMBER OF COMMERCE 

DATA PLAN CONSULTING ASSOCIATES LIMITED 
DELOITTE HASKINS & SELLS 

DMB ENTERPRISES 

DUGGAN BENEFITS INSURANCE AGENCIES INC. 
DUNWOODY & COMPANY 

DURACELL INC. 

ELKIND, LIPTON & JACOBS 

ETOBICOKE GENERAL HOSPITAL 

EXPLO INC. 

FAIR RENTAL POLICY ORGANIZATION OF ONTARIO 
FAMILY SERVICE ASSOCIATION OF METROPOLITAN TORONTO 
FAMILY SUPPORT CENTRE 

FEDERATION OF CANADIAN MUNICIPALITIES 
FERGUSON-ALDER INVESTMENT COUNSEL LTD. 
FIRST EXPLORATION CORPORATION 

FORUM SENIOR CITIZENS 

FUNDING OF THE ARTS IN CANADA 

FREDRIC PRICE REAL ESTATE LIMITED 

GABRIEL OF CANADA 

GILLES PRONOVOST ET ASSOCIES INC. 

GLACIER NATIONAL LIFE ASSURANCE COMPANY 
GOODMAN & CARR 

GOODYEAR CANADA INC. 

GOVERNMENT OF MANITOBA 

GRAND FALLS CHAMBER OF COMMERCE (NEWFOUNDLAND) 
GRAND TOYS 

HANDLEMAN COMPANY OF CANADA 

HARWELL ELECTRIC SUPPLY CO. LTD. 

HAWKER SIDDELEY DIESELS & ELECTRICS LTD. 
IMPERIAL OIL LIMITED 

INDEPENDENT FACTORS LTD. 

INFORMCO INC, 

INSTITUTE OF ASSOCIATION EXECUTIVES 
INTERCONTINENTAL MAPS & CHARTS 
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INTERNATIONAL ASSOC. OF MACHINISTS & AEROSPACE WORKERS 
ISLAND TELEPHONE COMPANY LIMITED 

JEUNE CHAMBRE ECONOMIQUE ET DU COMMERCE DE L’ESTRIE INC. 
JOHNSON & JOHNSON INC. 

KAMLOOPS SMALL BUSINESS COMMITTEE FOR BANK ACT REFORM 
KANGO WOLF INTERNATIONAL INC. 

KIDNEY FOUNDATION OF CANADA 

KING INSURANCE & FINANCIAL SERVICES 

KLEIN AND ROTENBERG 

KODAK CANADA INC. 

LANDSCAPE ONTARIO HORTICULTURAL TRADES ASSOCIATION 
LANG MICHENER LASH JOHNSTON 

LE GROUPE PEMP 

LEVER BROTHERS CORPORATION 

LIFE INSURANCE MANAGERS ASSOCIATION OF CANADA 
LUTHERAN LIFE INSURANCE SOCIETY OF CANADA 

M.A. HENRY LIMITED 

MACNEILL JOHNSTON & CO. 

MAHEU NOISEUX 

MARINE AIR CARGO 

MARITIME TELEGRAPH & TELEPHONE COMPANY LIMITED 
MCCULLOUGH ANNUITY & INSURANCE SERVICES 

MCGILL UNIVERSITY 

MILLER WATSON & CO. LTD. 

MILNER & STEER 

MONARCH MARKING 

MONTREAL BOARD OF TRADE 

MOTOR VEHICLE MANUFACTURERS’ ASSOCIATION 

NATIONAL ASSOCIATION OF TOBACCO & CONFECTIONERY DISTRIBUTORS 
NATIONAL ASSOCIATION OF WOMEN AND THE LAW 

NATIONAL BALLET OF CANADA 

NATIONAL COUNCIL OF WOMEN IN CANADA 

NESBITT THOMSON 

NORTHERN TELEPHONE LIMITED 

NORTHWEST TERRITORIES GOVERNMENT 

OLIVER-JAK PRODUCTIONS INCORPORATED 

ONTARIO FILM DEVELOPMENT CORPORATION 

ONTARIO TELEPHONE ASSOCIATION 

ORDRE DES AGRONOMES DU QUEBEC 

OTIS CANADA INC. 

OTTAWA-CARLETON BOARD OF TRADE 

P.E.l. SMALL FARMS ADVISORY BOARD 

P.K. DOUGLASS INC. 

PITNEY BOWES 

PRICE WATERHOUSE 

RADIO QUEBEC 

RADIO SHACK 

REGIONAL MUNICIPALITY OF PEEL 

RETAIL MERCHANTS ASSOCIATION OF CANADA (ONTARIO) INC. 
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ROBINSON, TWIGG & KETILSON 
ROTHMANS, BENSON & HEDGES INC. 

RUBBER ASSOCIATION OF CANADA 

S.I.R. MAIL ORDER 

SAFEGUARD BUSINESS SYSTEMS LIMITED 

SAINT JOHN BOARD OF TRADE 

SASKATCHEWAN REAL ESTATE ASSOCIATION 
SASKATOON BOARD OF TRADE 

SEABOARD LIFE INSURANCE COMPANY 
SIEMENS ELECTRIC LIMITED 

SMITH, GRAHAM, HUNT, BUCK 

SOCIAL SCIENCE FEDERATION OF CANADA 
SPALDING CANADA 

ST. JOHN’S COLLEGE 

ST. VITAL SCHOOL DIVISION NO. 6 

STANLEY TOOLS 

STELCO INC. (TORONTO) 

STERN, COHEN, WEINSTEIN, BAINES & MASCHING 
STEVENS HOME FASHIONS 

SUPERIOR MEMORIALS 

T.A. KLEMKE & SON CONSTRUCTION LTD. 

TASK FORCE ON FUNDING OF THE ARTS 

TAX EXECUTIVE INSTITUTE INC./PETROCAN INC. 
TELE-DIRECT (PUBLICATIONS) INC. 

TORONTO JEWISH CONGRESS 

TORONTO REAL ESTATE BOARD 

TOUCHE ROSS & CO. 

TOURISM ONTARIO INC. 

TRANSPORT ISSUES GROUP 

TV ONTARIO 

U & R TAX SERVICES LTD. 

UNIFARM 

UNION OF MANITOBA MUNICIPALITIES 
UNIVERSITE DU QUEBEC a TROIS-RIVIERES 
UNIVERSITY OF ALBERTA 

UNIVERSITY OF ALBERTA (DEPARTMENT OF ECONOMICS) 
UNIVERSITY OF GUELPH 

VERES WIRE INDUSTRY 

WADDINGTON SANDERS LIMITED 

WEGO CONSULTANTS LIMITED 

WHITEHORSE CHAMBER OF COMMERCE 
WILFRID LAURIER UNIVERSITY 

WOLRIGE MAHON 

WOOLLEY, DALE & DINGWALL 

WOMEN’S ASSOCIATION FOR EDUCATION AND SOCIAL ACTION 
YOUR CHOICE RESTAURANT GROUP 
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INDIVIDUALS 


ABRAMOWITZ, MICHAEL 
ALBRIGHT, LELAND S. 
ALLAN, JACKIE 
ATCHISON, JOHN 
BAINES, ROBERT F. 
BARLTROP, CHRISTOPHER S. 
BARNSTIJN, J.A. 

BAY ERE. W. 

BAYLISS, PETER 

BEEBE, ROGER 

BELLE FLORENCE L- 
BLACK, J. 

BOHL, K.H. 

BORNSTEIN, RICHARD 
BROUGHTON, J.H. 
BRUCE, P. GRAHAM 
BUCKERFIELD, K.H. 
BURCHILL, KEN 
CARROLL, PAUL 
CARSON, JOHN KENNETH 
CASEY, LIAM & HILARY 
CHARBONNEAU, ALBERT 
CHIARELLI, RICK 
CLARK, ROBERT M. 
COHEN, MARVIN 
CONABOY, GERALD 
COUPEAND,C. WALTER 
COUTTSANVEC: 

CROW, STANLEY 
CROWE, MICHAEL A.E. 
DAVIS, CHAS A. 
DECORE, LAURENCE 
DEEKS, PETER A. 
DEMERS, TELESPHORE 
DESBRISAY, JOHN T. 
DONEGANI, ERIC 
DONEVAN, W.J. 

DROK, IAN 

DURRANT, BRUCE G. 
EASTWOOD, JOHN 
EDWARDS, JIM, M.P. 
ELKIND, STANLEY W. 
ENRIGHT, JOHN A. 
ERIKSSON, PHILLIP 
FENWICK, W. PETER 
FIALA, LIDA 

PLETCHER, JOHN L: 
FOISY, PAUL 
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FOLEY, AMBROSE 
FORGUES, K. 
GAFFNEY, DR. G. 
GARSIDE, €:J; 
GARRARD, ERNEST C. 
GAUNCE, HARRY W. 
GAY. PENNY 
GELTMAN, HAROLD 
GNAEDINGER, P.E. 
GORDON, SHAWN H. 
GOSLETT, WILLIAM 
GRAY, E.S. ROSS 
GREEN, TIMOTHY 
HALL, RICHARD E. 
HANLEY, PATRICIA 
HANNA, JAMES A. 
HASHAM, BASHIR 
HAWRANIK, GERALD 
HEBDEN, WALTER 
HENEAULT, ROBERT E. 
HERON, GEORGE 
HIGGINS, JOHN L. 
HOGG, PETER W. 
HOLDER, GERALD 
HOWARD-JONES, PETER J. 
HUBER, HERB 
IKEDA, DOUG 
JAMAL, AMIN E. 
JOHNSON, RALPH 
JOHNSTON, J.A. 
JONES, PAUL 

KANE, SHEILA 
KAPLAN, RONALD G. 
KARST, GRANT C. 
KASTNER, ARNOLD 
KEILHACK, KARL 
KILLAM, MALCOLM 
KIMBERLEY, MARK 
KING, WAYNE D. 
KLEMENT, ARNOLD 
KNIPPEL BPP REY 
KOWALCHUK, R.W. 
KRULICKI, JAMES J. 
LAURIN, CYRILLE J. 
LEFAIVRE, ROMEO 
LOEWEN, DAVID 
LOZO, JOHN G. 
MACGILLIVRARY, LINDA D. 


MACK, HLL. 
MACQUARRIE, R.H. 
MARTIN, K.B. 
MASCHING, ROBERT J. 
MATHESON, W.G. 
MCCAIG, ELLIE 
MCKAY, O.R. 
MCKENNA, BRUCE 
MELLOR, CHRIS F. 
MILDON, A. DAVID 
MILLARD, R.O. 
MILLER, R.D. 

MILON, M. 

MIRANDA, A.J. 
MOLLER, PHILIP V. 
MONCEK, JOHN 
MORGAN, M.R. 
MORRISSON, TOM 
MOWAT, DONALD 
NAGY, JEROME E. 
NEWMAN, GEOFFREY R. 
NICKOL, JUDITH ANNE 
NORDMAN, ROBIN 
O’KANE, J. WILLIAM 
OLDFIELD, M. 

OLIVER, WINNIFRED 
OPSTAD, A.L. 

PARKER, DOROTHY 
PEDRAZZINI, ITALO | 
PENNER, KEITH, M.P. 
PEPIN, LUCIE, M.P. 
PERRONI, VIC 
PHILLIPS, MICHAEL M. 
PILLER, RANDY 

RAIL, FRANCOIS J.J.M. 
RALPH, JUNE 

RAY, DR. A.K. 
REABURN, RONALD 
REENES, AUDREY 
REEVES, KENNETH C. 
RENSHAW, JACK E. 
ROBINSON, RUSSELL L. 
ROTHMAN-BENHAIM, SHELLEY 
ROWE, RON 
SANDERSON, DONALD W. 
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SAX, HERSCHELL 
SHARPE, J.B. 

SHAW, D.R. 

SHERMAN, JOHN M. 
SHORE, H.H. 

SIDLE, JOHN S. 
SINCLAIR, MICHAEL D. 
SINGH, PARMINDER 
SMITH, STANLEY NOEL 
SMITH, G.W. 

SMITTEN, R. 

SMYTHE, JOAN M. 
SPIRO, SOLOMON 
STAMP, GORDON 
STEGMAN, JOHN 
STEPHENS, BOB 
SWAYZE, JACK 
TADROS, P. 

TASKER, PETER (C 
THOMAS, DOUGLAS P. 
THOMPSON, GORDON W. 
THOMPSON, JOHN C. 
TIESSEN, HUGO P. 
TINSON, JACK C. 
TORNO, NOAH 
TREMBLAY, MIVILLE M. 
USHER, ANTHONY 
WADDELL, WM. D. 


WADE-LABARGE, MARGARET 


WAGNER, BOB 

WALKER, KEN H. 
WALKER, DAVID J. 
WEBSTER, DONALD BLAKE 
WEINSTEIN, J. LEONARD 
WELDON, DALE 
WHITEHEAD, TIMOTHY B.G. 
WILLIAMS, AMY F. 
WILLIAMSON, BRUCE D. 
WILSON, DALE 

WINK, WERNER J. 

WITER, ANDREW, M_P. 
WONG, LEO 

YACHIMEC, MIKE 

ZADO, SCOTT 

ZUFELT, BRIAN C. 
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APPENDIX D 


Dissenting Opinion — Liberal Party 


The Liberal members of the Standing Committee on Finance and Economic 
Affairs have analysed the White Paper on Tax Reform, and the briefs submitted to the 
Committee, and have come to the conclusion that Finance Minister Michael Wilson’s 
tax reform is unacceptable. 


We were happy to work with the other members of the Committee to correct the 
White Paper’s shortcomings, and we have reached a consensus with them on a large 
number of recommendations. Nonetheless, although we support most of the 
recommendations, we have serious reservations about some of them, for reasons that 
will be explained further on. 


In all, the Committee heard 174 witnesses. The main thrust of their message was 
that the White Paper’s proposals are inadequate, even totally unacceptable. More 
specifically they pointed out to us that the proposals will do nothing to make the 
personal income tax system more progressive; that they will reduce benefits for families; 
that they will discourage capital formation: and that they will make our businesses, 
especially in the manufacturing sector, less competitive. 


Even though we support a good many of the recommendations in the Committee’s 
report, we find it deplorable that the report’s introduction implies that the recommen- 
dations deal simply with matters of “detail”. One has only to read the recommendations 
on assistance programs for families with more than two children, on insurance and 
financial institutions, on the film industry, on agriculture, on research and development, 
on automobile expenses, on capital gains, on the general anti-avoidance provision and 
many others, to realize that these recommendations do not deal simply with details but 
rather go the heart of the matter. 


Although the Committee’s report takes a highly critical approach to the White 
Paper, we, the Liberal members of the Committee, have serious reservations about the 
report’s recommendations in the following areas: (a) tax rates and brackets; (b) family 
assistance programs; (c) taxation of small businesses; and (d) flow-through shares. We 
also wish to comment on the taxation of financial institutions. Lastly, we note that the 
report is incomplete, since the Committee’s mandate restricted it to studying stage I of 
the reform. 
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Tax rates and brackets 


We are opposed to the Committee’s first recommendation, which proposes that the 
rate structure and the brackets for personal income tax be implemented as set forth in 
the White Paper. In our view, that structure is blatantly unprogressive; not only is it 
unjust to middle-income earners, it also provides upper-income earners with all-too- 
generous tax reductions. 


Family assistance programs 


We regard the Committee’s recommendations on family assistance programs as 
too timid. They go in the right direction, but they do not go far enough to meet the real 
needs of families. The expert witnesses who appeared before the Committee showed 
that the cumulative effects of the proposed tax reform and the last three federal 
budgets will reduce assistance to middle-income families by more than $400 per child. 
It is not surprising that the Wilson reforms have been described as an attack on the 
family. 


Small businesses 


With regard to small businesses, we consider that the Committee should have 
rejected the White Paper’s proposed increase of the tax rate on small manufacturing 
enterprises (from 10% to 12%). We do not understand why small manufacturers should 
be the only group to suffer a tax-rate increase. There are more than 40,000 small 
manufacturing firms in Canada, and they have created more than 74% of the jobs in 
this sector in recent years. 


Moreover, we believe the Committee should have recommended that a vendor of 
small business assets be entitled to a $500,000 capital gains exemption. Initially, the 
Committee said it was in favour of this idea, but subsequently the majority of members 
allowed themselves to be convinced by the Finance Department that it would be 
extremely difficult to draft this kind of legislation. We also recognize the fact that this 
would be a difficult task, but, we believe, a task no more insurmountable than the 
problems encountered by the Department when it decided to introduce the general 
exemption in May 1985. 


Flow-through shares 


We oppose the Committee’s recommendation regarding flow-through shares in the 
resources sector. As suggested in the White Paper, the Committee proposes to do away 
with the earned depletion allowance, but wants to delay implementing this measure for 
only six months. We believe that the existing flow-through share mechanism has 
increased the pace of resource exploration, a high-risk activity. Furthermore, flow- 
through share provisions are responsible for sustained development in the regions where 
exploration activities are centred. Coming on the heels of the gradual elimination of 
investment tax credits for a number of regions and cutbacks in funds earmarked for 
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economic and regional development, the elimination of the earned depletion allowance 
provides further confirmation of the near total abandonment of Canadian regional 
development policies. 


Financial institutions 


With regard to financial institutions, we agree with the general thrust of the 
Committee’s recommendations which call for this sector to pay its fair share of tax. As 
far as the recommendations are concerned, we believe that government policy should 
place more emphasis on the solvency and soundness of financial institutions, rather than 
on mechanisms for taxing their reserves unwisely. It should be remembered that the 
primary purpose of these reserves is to provide adequate protection for the savings of 
Canadians. 


Mandate of the Committee 


Lastly, we believe that given the Committee’s mandate, which is to consider Stage 
I of tax reform, the report is incomplete. The Committee has not formulated and 
opinion on the question of the government’s overall tax strategy which includes the last 
three budgets as well as Stages I and II of tax reform. Consequently, it has not 
expressed an opinion about the introduction of a sales tax on food, a measure which we 
strongly oppose. 


Conclusion 


The government promised comprehensive changes. It has failed to keep its 
promise. For political reasons, it has recommended that the reforms be introduced in 
two stages, and has postponed the announcement of new sales taxes. We hope that the 
Committee will undertake a study of the second phase of tax reform as soon as possible. 
Until we take an in-depth look at sales tax reform, which was supposed to be the key 
component of tax reform, we will not have a clear picture of the Minister’s true 
intentions, particularly as regards a tax on food. 


Raymond Garneau 
M.P. for Laval-des-Rapides 
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APPENDIX E 


Dissenting Opinion — New Democratic Party 


MEME a ee 


1. Introduction 


The Canadian tax system is long overdue for fundamental reform. There is now all 
but unanimous agreement that the changes of the past twenty years have resulted in a 
system which is highly complex, grossly unfair, and monumentally inefficient. Tax 
experts, business and ordinary Canadians are all agreed on the need for change. 
However, the direction of real reform remains very much a matter for debate and 
discussion. New Democrats have been in the forefront of this debate, speaking out for 
fairness, efficiency and simplicity in the tax system. We raised the issue of tax reform 
in the 1984 Election, have since conducted a major review of the tax system, Tax Probe 
86, and have published three major studies. We will continue to work for real tax 
reform. 


The White Paper proposals upon which the Finance Committee was asked to 
deliberate are seriously deficient on grounds of broad principle and constitute, in our 
view, a prescription for a tax system which will be different, but no more fair, and 
scarcely more efficient than that which now exists. The Committee has improved the 
work of the Finance Minister in technical detail and substance, but it has failed to take 
up the challenge of redrafting the proposal in terms of the fundamental principles 
which should, in our view, underpin real tax reform. 


As New Democrats on the Finance Committee we have actively participated in a 
lengthy process of analysis and review of the tax reform package proposed by the 
Mulroney government. The Committee has proposed a number of changes which would 
improve this proposal, and the major elements of the Report of the Committee which 
have our support are noted below. 


2. Principles for Tax Reform: Fairness, Efficiency, Accountability, Simplicity 


A) Fairness 


A major function of the tax system is to raise funds for government expenditures in 
a fair and efficient manner. This introduces a large number of technical criteria for 
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judging the appropriateness of a particular set of proposals. We would stress, however, 
that taxation equally involves serious moral and philosphical issues. We live in a society 
where income is unequally distributed to individuals and families through the 
mechanism of the market in the form of wages and salaries, rent, interest, dividends 
and so on. Such income is, to say the least, not distributed equally, nor would we expect 
it to be. Opinions will differ on whether the market is a good mechanism for realising 
the goal of economic efficiency, but most would agree that it is a poor instrument for 
realising social equity. We would stress that a central function of the tax system should 
be to achieve a redistribution of income from the wealthy to average and lower income 
Canadians. 


This is by no means an abstract or philosophical point. In Canada today, about one 
family in five lives in poverty while the wealthy few receive a highly disproportionate 
share of total national income. The poorest 20% of Canadian families must live on less 
than one sixth the income of the wealthiest 20%. Average Canadian families are asked 
to bear more than their fair share of the cost of government while many of the wealthy 
still pay little or no tax. Astonishingly, the tax system taken as a whole fails to achieve 
any substantial redistribution of income among Canadians and the one progressive part 
of that system, the personal income tax, is not far from being neutral in its impact. 
Certainly the effective rate of tax on the wealthy is little greater than that imposed on 
the average family. Any tax reform worthy of the name must address this problem of 
fairness in a serious way by reducing the share of the tax burden borne by average and 
lower income Canadians and increasing the share paid by the wealthy. 


The Conservative “reform” package dismally fails the test of fairness because it is 
consciously structured so as to be neutral in terms of income distribution. Otherwise 
progressive features such as the conversion of tax exemptions (which favour upper 
income earners) to tax credits (which favour lower income earners) are more than 
offset by changes to the structure of tax rates. Trading tax breaks for lower rates most 
emphatically does not result in a fairer tax system for average Canadians. At the same 
time the White Paper fails to significantly change the overall balance between 
progressive and regressive elements of the tax system, and indeed anticipates an 
increase in the regressive sales tax. 


The goal of fairness demands that all forms of income should be treated equally. 
Income from property such as capital gains, dividends, rent and interest should be taxed 
on the same basis as wage and salary income. Further, the corporate share of the 
overall tax burden — representing a witholding tax on property income — should be 
increased, and the sales tax share — representing a regressive tax on consumers which 
is not geared to ability to pay — should be reduced if the total tax burden is to be more 
fairly divided among Canadians. Unfortunately the Committee chose not to examine in 
depth the issue of balance between the three pillars of the tax system — the personal 
and corporate income tax and the federal sales tax — an issue which is central to 
fairness. 


The goal of fairness equally demands that the tax burden on small businesses 
should be lower than that imposed on big business. As things stand, tax benefits 
intended to create jobs are monopolised by big business, while small business pays more 
tax and yet creates the vast majority of new jobs. 
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B) Efficiency 


The goal of efficiency should be no less central to real tax reform. Expenditures 
through the tax system in the form of special write-offs and deductions constitute a 
massive “‘hidden Budget” which promotes a wide range of important goals such as 
investment, saving and particular areas of consumption. 


It has been generally recognised that many (if not most) of these tax expenditures 
in both the personal and corporate tax Systems are inefficient means of realising stated 
goals, and the White Paper recognises this in proposing a significant degree of 
broadening of the tax base through the elimination or reduction of specific tax 
incentives. However, the goal of economic efficiency has been ill-served by the decision 
of Mr. Wilson to lower Corporate and personal tax rates to match the reduction of 
special breaks and incentives on almost a dollar for dollar basis. This does make the 
system somewhat more neutral in its impact upon different sectors of the economy, but 
the issue of how to promote investment and growth more efficiently through the closer 
targetting of tax measures to specific sectors (eg. small business, industries in the weak 
regions) was scarcely addressed by either the White Paper or the Committee. 


Greater targetting of tax expenditures would, in our view, more efficiently promote 
such key economic goals as job creation and regional economic development. In 
addition, under many circumstances direct government expenditures are a more 
efficient and less costly means of realising national economic goals. 


C) Accountability 


The goal of accountability has also not been seriously addressed by the 
Government or the Committee. Tens of billions of dollars are spent annually through 
the tax system, but we continue to lack sufficient formal mechanisms for review and 
scrutiny of these measures by Parliament, the public and within government. The 
Conservatives intensively scrutinised government spending programs in the Nielsen 
Task Force, but only 3.5% of the 6500 page report was devoted to analysis of the 
$30 billion of tax expenditures, and no new measures have been taken to make this 
form of spending more accountable. 


D) Simplicity 


Finally, the goal of simplicity still remains to be addressed. Ordinary Canadians 
are increasingly baffled by the complexity of the tax system and are rightly Suspicious 
that this serves the interests of those who can afford to hire high-priced accountants 
and lawyers to negotiate their way through the maze. The need for a comprehensible, 
easily completed tax form remains as paramount as before this particular tax “reform” 
was introduced. 


3. A Fairer Balance Between Individuals 


The White Paper proposals dismally fail to pass the test of fairness. Under this 
proposal, households with an income of more than $100,000 will get an average income 
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tax break of $1,615 while families with an income of between $30,000 and $40,000 will 
get an income tax break of $320. As well, 175,000 “winner” households with income of 
more than $100,000 get an average tax break of $4,365 compared to just $90 for 
“winner” families with income of less than $15,000. One in every five dollars of tax 
savings from this reform will go to the 2% of families with income of more than 
$100,000. 


The average income tax cut for a two earner family with two children making 
$30,000 will be $263, compared to a $966 tax increase (personal and sales tax changes 
combined) since the Conservatives were elected in 1984. A similar family with an 
income of $40,000 will get an income tax cut of $421 compared to a total tax increase 
of $1,139 since 1984. In overall terms, then, the average family will be much worse off 
than when the Conservative government was elected, and the only families that will 
gain overall will be among those fortunate to have an income of $100,000 or more. In 
addition, Phase Two of this ‘“‘tax reform” will see the imposition of a new sales tax. 


It should be noted that the new credits to be introduced in 1988 will not be fully 
indexed to inflation, with the result that the income tax burden on average families will 
increase in real terms, and with the result that many more poor families will be forced 
back onto the tax rolls. Because of indexing, both lower and middle income families will 
be worse off than now within three years. 


The demonstrable failure to achieve fairness between individuals and families is 
primarily rooted in the White Paper’s failure to introduce a fair tax rate structure. 
While some special breaks for the wealthy have been reduced or eliminated and the 
change from exemptions to credits reduces deductions for the wealthy, the effect has 
generally been more than offset by a cut in the top rate of tax. The top federal rate for 
those with taxable income of more than $55,000 falls from 34% to 29%. 


We are deeply disappointed the Committee did not agree with our request to 
reconsider the rate structure. An increase in tax rates applicable to upper income 
earners would permit a reduction in the rate of tax on average and lower income 
earners and/or an increase in tax credits. We would add that it is utterly bogus to 
suggest that the new three tier rate structure is simpler than the existing system since 
the average tax filer will continue to calculate tax payable from tax tables in any case. 


Recommendation 1 


The structure of tax rates should be further examined and a higher top rate 
should be imposed on high income Canadians. 


We have a number of concerns with the structure of personal income tax credits as 
endorsed by the Committee and suggest that it would be appropriate to convert 
additional exemptions and deductions (including pension contributions) to credits. Most 
importantly, the new credits — which are indeed a welcome and progressive change 
from the existing system of exemptions and deductions which favours those in higher 
income brackets — should be fully indexed to inflation to preserve their value over 
time. We note that this position was supported before the Committee by groups as 
diverse as the Canadian Labour Congress and the Canadian Chamber of Commerce, 
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and the post-reform U.S. tax system is indexed to inflation. It should be stressed that 
total taxable income in the hands of individuals increases broadly in line with inflation, 
and that a failure to fully index credits thus represents a hidden annual tax increase. 
The cost of full indexation of the personal income tax credits could be reduced by 
deindexing credits claimable by upper income earners, thus matching the phase-out of 
tax credits in the U.S. (This phase-out means that the top marginal tax rate in the U.S. 
is higher than that proposed by the Conservative government.) 


Recommendation 2 


The personal income tax system should be fully indexed to inflation. 


We further disagree with the approach of the White Paper and the Committee to 
the broadening of the personal income tax base. While progressive changes have been 
proposed, we would urge that other measures be taken. 


Recommendation 3 


We recommend that capital gains income (except for farmers and small 
businesses) be fully taxable and the lifetime exemption eliminated (as in the 
USS.). 


Recommendation 4 


We recommend that other personal tax measures which largely favour the 
wealthy such as the deduction for RRSP contributions for upper income 
earners (the so-called “top ups”), special treatment of dividend income and 
full deduction for interest costs in excess of investment income be further 
reduced. 


Again, revenue increases from these measures could be used in part to increase tax 
credits and thus to reduce effective rates of tax on lower and middle income Canadians. 


We support the recommendations of the committee regarding the treatment of 
capital gains of farmers and small business, and we agree that taxation of capital gains 
income should be net of losses. 


The goal of fairness demands that families living in poverty should not be liable to 
income tax. We urge that this objective be accomplished through further broadening of 
the tax base, changes in tax rates on upper income earners, and increases in tax credits 
as called for by the National Council of Welfare and other social policy groups. 


In 1984, 287 wealthy Canadians with income of more than $250,000 paid no 
income tax, and many more paid tax at well below average rates. The minimum tax 
introduced in 1986 will remain necessary to prevent abuse, and should be overhauled to 
ensure that it is effective. (By the government’s own admission, one in four non-taxable 
wealthy Canadians can still dodge the minimum tax.) 
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4. A Fairer Tax System for Families 


The White Paper proposals continue the steady erosion of family benefits which 
has been in train since the 1985 Budget when family allowances were partially de- 
indexed and the child tax exemption sharply reduced. This reduction has been 
temporarily offset (for low income families) by increases in the child tax credit, but 
middle income families have seen a significant reduction. (At a family income level of 
$30,000 the family allowance net of tax, child tax credit and child tax exemption 
combined are worth $203 less than in 1984.) 


Perversely, the White Paper proposals will give signficantly lower tax cuts to 
families with children, including low income single parent families headed by women, 
than to childless families and individuals. This is the result of the replacement of the 
child tax exemption with a derisory credit of just $65 per child. In addition, many 
families now in receipt of the refundable child tax credit will see a reduction in benefits. 
Overall, a two child low income family ($23,433) will receive a $56 cut in child benefits 
as a result of the White Paper proposals and a middle income family will lose more 
than $200. These reductions are in addition to those already experienced since 1985. 
The National Council of Welfare calculates that by 1991 total child benefits for a two 
child family at the poverty line will have been reduced by $314, while the average 
2 child family will lose $925. 


The Committee has gone some way towards addressing this erosion of support 
through the tax system for families with children, but much more needs to be done. 


Recommendation 5 


We urge that the value of the new $65 tax credit be significantly increased 
and indexed to inflation. The new credit could then be melded with an 
increased, re-indexed family allowance. We also reiterate the long-standing 
policy of the New Democratic Party to increase the existing refundable child 
tax credit by 80% — an essential step towards lifting low income families 
with children above the poverty line. 


The above measures are essential if tax reform is to serve the interests of Canadian 
families, particularly families headed by women. 


5. No Sales Tax on Food 


Recent sales tax increases have added to the tax burden on low and middle income 
Canadians. Sales taxes are the most regressive and hidden form of taxation, hitting 
hardest at those spending most or all of their income on necessities and those who 
cannot afford to save, and bearing least on those who divert a significant share of 
current income to investments. 


The Conservatives have used sales tax hikes to generate almost 60% of new 
revenues between 1985 and 1990, adding $600-700 to the tax bill of middle income 
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families. The low income tax credit fails to offset the impact on even the poorest 
families. 


Canada now collects more revenue from these goods and service taxes (35% of 
total revenues) than most OECD countries (average 29%) and much more than in the 
U.S. (only 17% off all revenues). There is broad agreement on the need to overhaul the 
current federal Manufacturers Sales Tax which is damaging to Canadian industry, 
adversely affects Canadian jobs, and is generally a regressive form of taxation. The 
Conservatives are, however, being less than frank regarding their plans for sales tax 
changes and it is unlikely that Canadians will be told how the proposed new tax will 
work before the next election. 


New Democrats are particularly disturbed that the option of a new broadly based 
sales tax on essential goods and services, including food, is still being considered. While 
Phase II of tax reform was not studied by the Committee, we wish to emphatically state 
our total opposition to such a new tax which could not be other than regressive in its 
impact. We would add that the prospect of a credit to offset sales tax increases on 
essentials like food is scarcely reassuring to low and middle income Canadians who 
have paid more and more in hidden taxes under this government and who have not been 
compensated by the derisory low income tax credit put in place by Mr. Wilson. Surely 
government assurances will be viewed with skepticism in view of the fact that even this 
small credit is not fully indexed to inflation. 


The Committee has proposed a temporary 3% surcharge on the Manufacturers 
Sales Tax as an alternative to Mr. Wilson’s interim sales tax measures. While this is 
preferable to the White Paper proposals, we cannot Support any addition to the massive 
increase in the sales tax burden since 1984. 


It is our strong view that reform of the Manufacturers Sales Tax should be 
undertaken in tandem with a commitment to reduce the share of the sales tax in the 
total federal tax burden. 


Recommendation 6 


Reform of the federal sales tax should not involve taxation of food and should 
reduce the reliance of the federal government on indirect taxes. 


6. A Fair Tax Deal from Business 


Personal and corporate income tax revenues were about equal in the early 1950s. 
By 1980, individuals were paying $3 for every $1 paid by corporations, and by 1990 
individuals will pay $4 for every $1 paid by corporations. This shifting balance at the 
expense of ordinary Canadians must be reversed by rolling back unproductive corporate 
tax breaks and by making sure that profitable companies pay their fair share of tax. It 
is a scandal that inrecent years the majority of corporations in Canada have paid no tax 
at all even though the profits of such untaxed corporations have averaged between 
$10 billion and $12 billion each year. An effective corporate tax system is also needed 
to achieve greater stability in government revenues and to ensure that tax measures do 
indeed promote their avowed objectives of increasing investment and jobs. 
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The White Paper proposes a number of significant changes to the corporate tax 
system, including a tightening up of fast write-offs for new investment in machinery 
and equipment and elimination of some special breaks in the resource, finance and real 
estate sectors. At the same time, the general corporate tax rate will be cut from 36% to 
28%, and the special rate for manufacturing will be cut from 30% to 23%. The overall 
result will be to increase corporate income tax revenues by $470 million in 1988, rising 
to an additional $1.58 billion in 1992 when the changes are fully phased in. 


Mr. Wilson claims that these changes will ensure that “corporations will carry a 
bigger share of the total tax load,” but the extent of the increase is modest even if 
government figures are taken at face value. To put the so-called “bigger share” into 
perspective, it should be recalled that the recent U.S. tax reform hiked corporate taxes 
by a total of $120 billion over 5 years. The comparable Canadian figure is a $5 billion 
total revenue increase over 5 years — or less than one half the U.S. increase relative to 
the size of corporate profits in the two countries. 


Even with this increase in total revenues, corporate tax reform will result in 
significant tax reductions for many Canadian companies. While the average tax paid on 
profits will increase very marginally from 18.7% to 19.6%, the average will actually fall 
in a number of sectors. The only sectors to experience an increase will be mining (from 
15% to 16.6%), manufacturing (from 18.9% to 19.7%) and finance (14.5% to 21.3%). 
In fact the Committee was skeptical that increases in the finance sector will be on 
anything like the scale suggested by Mr. Wilson. 


Conservative “reform” of the tax system income tax will — if fully implemented 
— increase the share of the corporate income tax as a proportion of the total federal 
income and sales tax burden from 15.6% in 1987-1988 to 17.2% in 1991-92, but the 
proportion will still be below the 20.3% level when the Conservatives were elected. 


The modest nature of Tory tax “reform” can be highlighted by comparison to the 
new U.S. tax laws which, as noted above, raised business income taxes by twice the 
amount of the Wilson proposals. In the U.S. there is a minimum tax of 20% of 
corporate profits; no such tax is proposed for Canada and indeed the White Paper itself 
estimates that 60,000 profitable Canadian corporations will continue to entirely escape 
payment of tax. In the U.S., is taxed on the same basis as other corporate profits, while 
in Canada 25% of such income will still not be liable to tax even when tax reform is 
fully phased in. 


The White Paper also failed to move in some key areas which have caused concern. 
Interest costs incurred in corporate takeovers will continue to be deductible, and many 
lucrative tax breaks remain within the system. On balance, then, Tory “reform” of the 
corporate tax system can be judged a very modest gesture in the direction of greater 
fairness which fails to truly deliver what has been promised. 


The Committee has moved some distance towards improving the White Paper 
proposals on corporate tax. We would, however, propose further measures. 


The carry-forward of unused tax losses and deductions for up to seven years is a 
major underlying reason why profitable companies are able to avoid tax and corporate 
tax revenues fluctuate wildly from year to year. Indeed 35,000 companies will continue 
to escape tax after tax reform if no change is made to these provisions. 
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We are concerned that the deductibility of interest costs incurred in corporate 
take-overs will continue after tax reform, since tax revenues are in effect being used to 
encourage corporate concentration and unproductive mergers which result in job losses. 
Changes in this area must be sensitive to the need not to give foreign bidders for 
Canadian companies a competitive advantage, a problem that could be addressed by 
tighter rules on foreign Ownership or by other administrative means. We are 
encouraged that the U.S. Congress is now considering new measures to limit interest 
deductibility. 


Recommendation 7 


Special treatment for capital gains relative to other corporate profits should 
be eliminated. Tax measures which favour large profitable corporations, such 
as the 7-year carry-forward/ 2-year carry-back loss provisions and 
deductibility of interest costs incurred in corporate take-overs should be 
reviewed. 


The Committee has gone some way towards recognising and addressing the 
problem of untaxed profits and inter-corporate dividends. We particularly welcome 
those recommendations which will bring dividend income deductions more closely into 
line with the tax actually paid by the originating corporation, and which will impose 
fairer taxes on financial institutions. However, we continue to believe that a corporate 
minimum tax is needed to cover other reasons for minimal tax payment and to ensure 
that corporations earning profits are indeed obliged to pay tax. Such a measure is 
essential if the perception — as well as the reality — of fairness is to be restored to the 
tax system. The existence of a 20% corporate minimum tax in the US. demonstrates 
that technical problems are by no means insurmountable, and we urge that such a 
measure be implemented as a central element of tax reform while recognising that — to 
the extent reform is successful — such a minimum tax should only rarely come into 
play since corporate profits will indeed be liable to tax as a result of other measures. It 
should not be forgotten that — if the White Paper proposals are implemented as they 
now stand — 60,000 profitable corporations will continue to avoid tax. 


Recommendation 8 


That a corporate minimum tax be implemented. 


The White Paper proposals continue to leave in place a number of special 
deductions and write-offs which should be further reviewed in terms of effectiveness 
and cost-efficiency. This is particularly true of those measures which allow expenses to 
be written-off at a faster rate for tax purposes than on corporate financial statements. 
Further, we are concerned that the White Paper has not examined proposals to target 
tax incentives more efficiently or to tie such incentives more directly to government 
objectives. 


The central approach has been to remove or reduce corporate tax breaks while 
lowering corporate tax rates, an approach which explicitly recognizes the need to 
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maintain after tax reform a healthy rate of investment and a tax regime which does not 
impose undue competitive disadvantages on Canadian businesses. While recognizing 
the broad validity of this approach, we are concerned that the replacement of tax 
incentives with lower rates does not address a number of key problems. 


To summarise, both tax deductions and low rates tend to favour large, well- 
established and well capitalised corporations at the expense of new businesses 
(especially small businesses) and companies in financial difficulties, for the obvious 
reason that both lack large taxable profits. The reliance on corporate tax deductions to 
stimulate investment has meant that large companies pay lower rates of tax than the 
small and medium sized companies (which in fact create the vast majority of new jobs), 
and that tax incentives have largely failed to benefit the weaker economic regions. 


There have been some significant exceptions like investment tax credits for the 
regions. Flow through share provisions have also benefitted small companies and the 
sectors but are so broadly designed that large, well established corporations which do 
not need the assistance have also benefitted. 


Recommendation 9 


We urge the development of tax measures which are specifically targetted to 
smaller companies and to regions in need of investment. 


We are disappointed that the Committee did not recommend alternative measures 
to encourage mineral exploration when the earned depletion allowance is phased out. 


In our view, a share of the increased corporate revenues from real tax reform 
should be directed to small business and regions in need of economic development 
assistance in the form of either direct grants or investment tax credits. Such a policy 
would also help secure a greater degree of accountability for corporate tax expendi- 
tures. 


7. A More Accountable Tax System 


Government spending through the “hidden budget” of tax measures is as massive 
as it is unscrutinised. Analysts of tax expenditures point out that these measures — 
deductions, credits, special rates and the like — are designed not to raise revenue but to 
provide subsidies to activities which governments wish to encourage. As such, they 
should be evaluated on the same basis as direct government spending, according to such 
key criteria as efficiency, cost effectiveness, and fairness. 


As the Nielsen Report on Services and Subsidies to Business argued, direct 
spending programs by government always involve prior studies on program design and 
delivery, complex internal audit and accountability procedures, and scrutiny of the 
spending of Departments by special internal units and a number of central government 
agencies such as Treasury Board, Parliamentary committees, and the Auditor General. 
But in the words of the Nielsen Report “taxation is a different world”. Often there is 
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little clear evidence that a tax break will induce real changes, while spending programs 
are almost always subject to effectiveness tests. In addition, there is much evidence that 
direct spending is more cost efficient in many instances. Corporate tax breaks taken as 
a whole are, for example, a remarkably inefficient way of creating jobs. Certainly tax 
measures suffer from a number of defects in terms of efficiency and accountability — 
one of the most important being “automaticity”, the fact that no lid can be placed on a 
tax expenditure program because all those qualified will be granted the deduction. 


It is unfortunate that the Nielsen Task Force — while calling for greater efforts to 
evaluate the cost effectiveness of tax expenditure programs and sunset provisions on any 
new measures — spent only 221 pages out of 6500 pages examining this issue, and that 
it accepted the dominant view of large corporations and the wealthy that spending 
through the tax system is to be preferred because it involves less interference with 
private decision-making. It must be said, however, that the goal of efficiency is ill 
served when there is no adequate mechanism for the review of government tax 
expenditures which run to the tens of billions of dollars. The Auditor General pointed 
out in his 1984 Report that the federal government now spends 30¢-50¢ through the tax 
system for every $1 of government spending, and the Nielsen Task Force estimated that 
1983 tax expenditures totalled $36 billion compared to direct expenditures of 
$57 billion. Clearly this massive “hidden budget” should be spent in an efficient and 
accountable manner to the greatest degree possible. 


Recommendation 10 


We urge that each tax expenditure program should be assigned to the 
relevant Department for review and consideration vis-a-vis alternative policy 
instruments; that an appropriate tax expenditure analysis should be presented 
annually with the spending estimates, the Budget, and the Public Accounts; 
and that tax expenditures should be integrated with the spending envelope 
system, and be subject to the approval of Parliament. 


The key point is that the costs, rationale and objectives of tax expenditure 
programs should be made public in such a way as to facilitate full accountability. 


8. A Simpler Tax System 


Neither the White Paper nor the committee paid close attention to the issue of 
simplicity despite this being a stated objective of tax reform and a major concern of 
average taxpayers. 


The personal income tax system should be made as clear and intelligible as possible 
in order to help restore public co-operation and trust. The average tax form is twenty 
times as long as it was thirty years ago, forcing even ordinary Canadian taxpayers to 
use expensive tax professionals to complete their returns. 


A recent survey commissioned by Revenue Canada revealed that, in 1986, 51% of 
tax filers had someone else fill out their returns and 32% paid a tax preparer for that 
help. Tragically, this includes a large number of low-income Canadians who can ill 
afford the assistance of a tax firm or consultant. 
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This same Revenue Canada survey found that average taxpayers have found the 
tax form to be even less comprehensible since the election of the Mulroney government. 
In fact, the proportion of Canadians who have found the tax form to be excessively 
complex has doubled since that time, from 13% to 27%. 


Recommendation I1 


The government should develop a simple, plain language tax form that is 
readily accessible to all tax filers, and Revenue Canada officials should be 
available to meet with taxpayers on a regular basis to assist in tax filing. 


Conclusions 


Opportunities to implement comprehensive tax reform rarely arise because 
powerful vested interests almost invariably resist real change while the general 
sentiment in favour of fairness is diffuse and hard to focus. The tax “reform” 
implemented in the wake of the Carter Commission almost 20 years ago fell far short of 
what was, in many respects, a blueprint for a much fairer tax system. The opportunity 
now before us must not be similarly wasted. 


One way or another the Canadian tax system will be overhauled in 1988 because 
the current structure is unacceptable to all sectors of opinion and, quite frankly, 
because reform cannot be avoided in the wake of the massive overhaul of the U.S. tax 
laws. It does, however, very much remain to be seen if ordinary Canadians will gain a 
fairer tax system, or just a different tax system. Certainly New Democrats will continue 
to fight for a system which shifts the burden from average and lower income Canadians 
to the wealthy and to profitable corporations, and which helps secure growth and jobs 
in an efficient way. Any tax reform that does not accomplish the central objectives of 
fairness, efficiency and simplicity will not be worthy of the name. 


Michael Cassidy 

M.P. for Ottawa Centre 
and 

Simon de Jong 

M.P. for Regina East 
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A copy of the relevant Minutes of Proceedings and Evidence of the Standing 
Committee on Finance and Economic Affairs (issuesnos 70-7 1873410 (778 tow 
inclusive and no. 125 which includes this report) is tabled. 


Respectfully submitted, 


Don Blenkarn, M.P. 
Chairman 
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MINUTES OF PROCEEDINGS 


TUESDAY, JUNE 23, 1987 
(95) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:36 o’clock a.m. this day, in Room 209 (West Block) the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Raymond Garneau, Bob Layton, W. Paul McCrossan, George Minaker, 
Norman Warner and Geoff Wilson. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, Geoff Fisher and Barbara McKay, Research Officers. From the Research 
Branch of the Library of Parliament: Laurent Desbois and Terrence J. Thomas, 
Research Officers. 


Pursuant to Standing Order 96(2), the Committee resumed consideration of the 
White Paper and other related documents on Tax Reform tabled in the House of 
Commons on Thursday, June 18, 1987. (See Minutes of Proceedings and Evidence, 
Monday, June 22, 1987, Issue No. 70). 


The Committee proceeded to the consideration of its future business. 


At 10:59 o’clock a.m., the Committee adjourned to the call of the Chair. 


MONDAY, AUGUST 24, 1987 
(103) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:37 o’clock a.m. this day, in Room 308 (West Block) the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Raymond Garneau, W. Paul McCrossan, George Minaker, Aideen Nicholson, 
Norman Warner and Geoff Wilson. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, Anthony Knill, Edwin 
Grant Kroft and Barbara MacKay, Research Officers. From the Research Branch of 
the Library of Parliament: Terrence J. Thomas, Research Officer. From David 
Humphreys Public Affairs Group: David Humphreys. 


A 


Pursuant to Standing Order 96(2), the Committee resumed consideration of the 
White Paper and other related documents on Tax Reform tabled in the House of . 
Commons on Thursday, June 18, 1987. (See Minutes of Proceedings and Evidence, 
Monday, June 22, 1987, Issue No. 70). 


The Committee proceeded to the consideration of its future business. 


At 11:42 o’clock a.m., the Committee adjourned to the call of the Chair. 


TUESDAY, SEPTEMBER 15, 1987 
(129) 


The Standing Committee on Finance and Economic Affairs met in camera at 
12:10 o’clock p.m. this day, in Room 209 (West Block) the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Simon de Jong, 
Murray Dorin, Raymond Garneau, W. Paul McCrossan, Aideen Nicholson, Norman 
Warner and Geoff Wilson. 


In attendance: C. David Weyman, Research Director (Tax Reform); H. Bert 
Waslander, Research Director; Sean Aylward, France Castonguay, Kirk Falconner, 
Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara MacKay, Research Officers. 
From the Research Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. From David Humphreys Public Affairs Group: David Humphreys, 
Margot Maguire. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee proceeded to the consideration of the draft Report to the House. 


At 1:30 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 6, 1987 
(158) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:51 o’clock a.m. this day, in Room 253-D Centre Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Simon de 
Jong, Murray Dorin, Raymond Garneau, W. Paul McCrossan, George Minaker, 
Aideen Nicholson and Norman Warner. 


Other Member present: Geoff Wilson for Mary Collins. 


IvZ 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, Anthony Knill, Edwin 
Kroft and Barbara MacKay, Research Officers. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee proceeded to the consideration of the draft report to the House. 


At 1:14 o’clock p.m., the Committee adjourned to the call of the Chair. 


THURSDAY, OCTOBER 8, 1987 
(164) 


The Standing Committee on Finance and Economic Affairs met in camera at 
12:15 o’clock p.m. this day, in Room 253-D Centre Block, the Chairman, Don 
Blenkarn, presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Raymond Garneau, W. Paul McCrossan, Aideen Nicholson and Norman 
Warner. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director: Sean 
Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, Anthony Knill, Edwin 
Kroft and Barbara MacKay, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related.documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee proceeded to the consideration of the draft Report to the House. 


At 1:29 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 13, 1987 
(166) 


The Standing Committee on Finance and Economic Affairs met in camera at 
2:00 o’clock p.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 
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Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff: C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 
McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 
At 4:14 o’clock p.m., the sitting was suspended. 
At 4:22 o’clock p.m., the sitting was resumed. 


At 5:42 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 13, 1987 
(167) 


The Standing Committee on Finance and Economic Affairs met in camera at 
7:52 o’clock p.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 
McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 9:53 o’clock p.m., the Committee adjourned to the call of the Chair. 
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WEDNESDAY, OCTOBER 14, 1987 
(168) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:05 o’clock a.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff: C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 
McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. ZO); 


The Committee resumed consideration of the draft Report to the House. 
At 10:38 o’clock a.m., the sitting was suspended. 

At 10:57 o’clock a.m., the sitting was resumed. 

he Gaminhitteé resumed consideration of the draft Report to the House. 


At 12:09 o’clock p.m., the Committee adjourned to the call of the Chair. 


WEDNESDAY, OCTOBER 14, 1987 
(169) 


The Standing Committee on Finance and Economic Affairs met in camera at 
2:05 o’clock p.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee's Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 


TS 


McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 
At 3:45 o’clock p.m., the sitting was suspended. 
At 3:58 o’clock p.m., the sitting was resumed. 


At 5:54 o’clock p.m., the Committee adjourned to the call of the Chair. 


WEDNESDAY, OCTOBER 14, 1987 
(170) 


The Standing Committee on Finance and Economic Affairs met in camera at 
7:50 o’clock p.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 
McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (SeeMinutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 9:58 o’clock p.m., the Committee adjourned to the call of the Chair. 


THURSDAY, OCTOBER 15, 1987 
(171) 


The Standing Committee on Finance and Economic Affairs met in camera at 


8:36 o'clock a.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 
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Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 
McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70): 


The Committee resumed consideration of the draft Report to the House. 
At 9:47 o’clock a.m. the sitting was suspended. 
At 10:01 o’clock a.m., the sitting was resumed. 


At 12:14 o’clock p.m., the Committee adjourned to the call of the Chair. 


THURSDAY, OCTOBER 15, 1987 
(172) 


The Standing Committee on Finance and Economic Affairs met in camera at 
1:32 o’clock p.m. this day, in Mont Ste-Marie, Quebec, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Suzanne Blais-Grenier, Don 
Blenkarn, Michael Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert 
E.J. Layton, W. Paul McCrossan, George Minaker, Aideen Nicholson and Norman 
Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff: C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara 
McKay, Research Officers. From the Research Branch of the Library of Parliament: 
Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 
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The Committee proceeded to the consideration of its future business. 


At 2:27 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 20, 1987 
C73) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:56 o’clock a.m. this day, in Room 253-D Centre Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert E.J. Layton, W. 
Paul McCrossan, George Minaker and Norman Warner. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; France 
Castonguay, Geoff Fisher and Anthony Knill, Research Officers. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 12:11 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 20, 1987 
(174) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:46 o’clock p.m. this day, in Room 253-D Centre Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Simon de 
Jong, Murray Dorin, Robert E.J. Layton, Aideen Nicholson, George Minaker and 
Norman Warner. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; France 
Castonguay, Geoff Fisher, Anthony Knill, Edwin Kroft and Barbara McKay, Research 
Officers. From the Research Branch of the Library of Parliament: Terrence J. 
Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


178 


The Committee resumed consideration of the draft Report to the House. 


At 5:54 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 20, 1987 
C175) 


The Standing Committee on Finance and Economic Affairs met in camera at 
8:13 o’clock p.m. this day, in Room 253-D Centre Block, the Vice-Chairman, Robert 
E.J. Layton, presiding. 


Members of the Committee present: Michael Cassidy, Simon de Jong, Murray 
Dorin, Robert E.J. Layton, W. Paul McCrossan, Aideen Nicholson and Norman 
Warner. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, Anthony Knill, Edwin 
Kroft and Barbara McKay, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 9:59 o’clock p.m., the Committee adjourned to the call of the Chair. 


WEDNESDAY, OCTOBER 21, 1987 
(176) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:40 o'clock p.m. this day, in Room 253-D Centre Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Simon de 
Jong, Murray Dorin, Raymond Garneau, W. Paul McCrossan, Aideen Nicholson and 
Norman Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff: C. David Weyman, 
Research Director (Tax Reform); France Castonguay, Geoff Fisher, Anthony Knill, 
Edwin Kroft and Barbara McKay, Research Officers. From the Research Branch of 
the Library of Parliament: Terrence J. Thomas, Research Officer. 


Witness: From Peat Marwick: Andy Friedman, Senior Tax Advisor. 
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In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform | 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


Andy Friedman answered questions. 

At 4:35 o’clock p.m., the sitting was suspended. 

At 4:40 o’clock p.m., the sitting was resumed. 

The Committee proceeded to the consideration of the draft Report to the House. 


At 5:30 o’clock p.m., the Committee adjourned to the call of the Chair. 


WEDNESDAY, OCTOBER 21, 1987 
(177) 


The Standing Committee on Finance and Economic Affairs met in camera at 
8:16 o’clock p.m. this day, in Room 253-D Centre Block, the Vice-Chairman, Robert 
E.J. Layton, presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Murray 
Dorin, Raymond Garneau, Robert E.J. Layton, W. Paul McCrossan and Aideen 
Nicholson. 


In attendance. From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 10:24 o’clock p.m., the Committee adjourned to the call of the Chair. 


THURSDAY, OCTOBER 22, 1987 
(178) 


The Standing Committee on Finance and Economic Affairs met in camera at 
10:13 o’clock a.m. this day, in Room 253-D Centre Block, the Chairman, Don 
Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Simon de 
Jong, Raymond Garneau, Robert E.J. Layton and George Minaker. 


Acting Member present: Geoff Wilson for Mary Collins. 
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In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, Anthony Knill, Edwin 
Kroft and Barbara McKay, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 12:34 o'clock p.m., the Committee adjourned to the call of the Chair. 


THURSDAY, OCTORER 22, 1987 
(179) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:39 o’clock p.m. this day, in Room 253-D Centre Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Simon de 
Jong, Raymond Garneau, Robert E.J. Layton, George Minaker and Aideen Nicholson. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Sean 
Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, Anthony Knill, Research 
Officers. From the Research Branch of the Library of Parliament: Terrence J. 
Thomas, Research Officer. 


Witness: From the Canadian Bankers’ Association: A.G. Kenyon, Senior Vice- 
President, Taxation, Canadian Imperial Bank of Commerce. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 
A.G. Kenyon answered questions. 

At 4:36 o’clock p.m., the sitting was suspended. 

At 4:42 o’clock p.m., the sitting was resumed. 


At 6:07 o’clock p.m., the Committee adjourned to the call of the Chair. 
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MONDAY, OCTOBER 26, 1987 
(180) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:50 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Simon de Jong, Murray Dorin, Robert E.J. Layton and George Minaker. 


In attendance: From the Committee’s Research Staff. H. Bert Waslander, 
Research Director; Sean Aylward, France Castonguay, Geoff Fisher, Anthony Knill 
and Edwin Kroft, Research Officers. From the Research Branch of the Library of 
Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 5:41 o’clock p.m., the Committee adjourned to the call of the Chair. 


MONDAY, OCTOBER 26, 1987 
(181) 


The Standing Committee on Finance and Economic Affairs met in camera at 


8:17 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Murray Dorin, 
Aideen Nicholson and Norman Warner. 


Other Member present: Geoff Wilson. 


In attendance: From the Committee’s Research Staff. H. Bert Waslander, 
Research Director; Sean Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 10:02 o’clock p.m., the Committee adjourned to the call of the Chair. 
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TUESDAY, OCTOBER 27, 1987 
(182) 


The Standing Committee on Finance and Economic Affairs met in camera at 
10:08 o’clock a.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Murray Dorin, Raymond Garneau, Robert E.J. Layton, George Minaker and 
Norman Warner. 


In attendance: From the Committee’s Research Staff. H. Bert Waslander, 
Research Director; Sean Aylward, France Castonguay, Kirk Falconer, Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70); 


The Committee resumed consideration of the draft Report to the House. 


At 12:30 o’clock p.m., the Committee adjourned to the call of the Chair. 


TUESDAY, OCTOBER 27, 1987 
(183) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:54 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Murray Dorin, Raymond Garneau, Robert E.J. Layton, Aideen Nicholson and 
Norman Warner. 


In attendance: From the Committee’s Research Staff. H. Bert Waslander, 
Research Director; Sean Aylward, France Castonguay, Geoff Fisher, Anthony Knill 
and Edwin Kroft, Research Officers. From the Research Branch of the Library of 
Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. At 
5:01 o’clock p.m., Robert Layton took the Chair. 


At 5:24 o’clock p.m., Don Blenkarn took the Chair. 


At 5:57 o’clock p.m., the Committee adjourned to the call of the Chair. 
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TUESDAY, OCTOBER 27, 1987 
(184) 


The Standing Committee on Finance and Economic Affairs met in camera at 8:07 
o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Don Blenkarn, Michael Cassidy, Raymond 
Garneau, Robert E.J. Layton, Aideen Nicholson and Norman Warner. 


In attendance. From the Committee’s Research Staff. H. Bert Waslander, 
Research Director; Sean Aylward, France Castonguay, Geoff Fisher, Anthony Knill 
and Edwin Kroft, Research Officers. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 10:07 o’clock p.m., the Committee adjourned to the call of the Chair: 


WEDNESDAY, OCTOBER 28, 1987 
(185) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:55 o’clock p.m. this day, in Room 308, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert E.J. Layton, 
George Minaker and Aideen Nicholson. 


In attendance: From the Committee’s Research Staff. H. Bert Waslander, 
Research Director; Sean Aylward, France Castonguay, Geoff Fisher, Anthony Knill 
and Edwin Kroft; Research Officers. From the Research Branch of the Library of 
Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 
At 4:42 o’clock p.m., the sitting was suspended. 
At 5:07 o’clock p.m., the sitting was resumed. 


At 6:10 o’clock p.m., the Committee adjourned to the call of the Chair. 
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THURSDAY, OCTOBER 29, 1987 
(186) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:57 o’clock a.m. this day, in Room 308, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert E.J. Layton, 
George Minaker and Norman Warner. 


In attendance: From the Committee's Research Staff: H. Bert Waslander, 
Research Director; Sean Aylward, Geoff Fisher, Anthony Knill and Edwin Kroft, 
Research Officers. From the Research Branch of the Library of Parliament: Terrence 
J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 12:16 o’clock p.m., the Committee adjourned to the call of the Chair. 


MONDAY, NOVEMBER 2, 1987 
(187) 


The Standing Committee on Finance and Economic Affairs met in camera at 
10:15 o’clock a.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Simon de Jong, 
Raymond Garneau, Robert E.J. Layton, W. Paul McCrossan and Aideen Nicholson. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 12:31 o'clock p.m., the Committee adjourned to the call of the Chair. 
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MONDAY, NOVEMBER 2, 1987 
(188) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:39 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Simon de Jong, 
Raymond Garneau, Robert E.J. Layton and W. Paul McCrossan. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance. From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 6:02 o’clock p.m., the Committee adjourned to the call of the Chair. 


MONDAY, NOVEMBER 2, 1987 
(189) 


The Standing Committee on Finance and Economic Affairs met in camera at 
8:11 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Simon de Jong, 
Raymond Garneau, Robert E.J. Layton and W. Paul McCrossan. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff: C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 9:59 o’clock p.m., the Committee adjourned to the call of the Chair. 


186 


TUESDAY, NOVEMBER 3, 1987 
(190) 


The Standing Committee on Finance and Economic Affairs met in camera at 
9:38 o’clock a.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Michael 
Cassidy, Simon de Jong, Murray Dorin, Raymond Garneau, Robert E.J. Layton, W. 
Paul McCrossan, Aideen Nicholson and Norman Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff: C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 
At 12:24 o’clock p.m., the Committee adjourned to the call of the Chair. 
TUESDAY, NOVEMBER 3, 1987 
(191) 


The Standing Committee on Finance and Economic Affairs met in camera at 
3:48 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Simon de Jong, 
Murray Dorin, Raymond Garneau, Robert E.J. Layton, W. Paul McCrossan and 
Norman Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Geoff Fisher, 
Anthony Knill and Edwin Kroft, Research Officers. From the Research Branch of the 
Library of Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


At 6:05 o’clock p.m., the Committee adjourned to the call of the Chair. 
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TUESDAY, NOVEMBER 3, 1987 
(LY?) 


The Standing Committee on Finance and Economic Affairs met in camera at 
8:23 o’clock p.m. this day, in Room 269, West Block, the Chairman, Don Blenkarn, 
presiding. 


Members of the Committee present: Bill Attewell, Don Blenkarn, Simon de Jong, 
Murray Dorin, Raymond Garneau, Robert E.J. Layton, W. Paul McCrossan and 
Norman Warner. 


Acting Member present: Geoff Wilson for Mary Collins. 


In attendance: From the Committee’s Research Staff. C. David Weyman, 
Research Director (Tax Reform); H. Bert Waslander, Research Director; Geoff Fisher 
and Anthony Knill, Research Officers. From the Research Branch of the Library of 
Parliament: Terrence J. Thomas, Research Officer. 


In accordance with its mandate under Standing Order 96(2), the Committee 
resumed consideration of the White Paper and other related documents on Tax Reform 
tabled in the House of Commons on Thursday, June 18, 1987. (See Minutes of 
Proceedings and Evidence, Monday, June 22, 1987, Issue No. 70). 


The Committee resumed consideration of the draft Report to the House. 


Bill Attewell moved, - That the Draft Report as amended, be adopted as the 
Committee’s Eleventh Report to the House and that the Chairman be authorized to 
make such typographical and editorial changes as may be necessary without changing 
the substance of the Draft Report and that the Chairman be instructed to present the 
said Report to the House. 


And the question being put on the motion, it was agreed to, on division. 


It was agreed, - That, the Committee authorize the printing of the dissenting 
opinions of Raymond Garneau, M.P., from the Liberal Party and of Michael Cassidy, 
M.P. and Simon de Jong, M.P., from the New Democratic Party, in Appendix to the 
Committee’s Eleventh Report provided they be in the hands of the Clerk of this 
Committee no later.than Thursday, November 5 1987, at 9:00 o’clock a.m.. 


At 10:50 o’clock p.m., the Committee adjourned to the call of the Chair. 


Marie Carriére 
Clerk of the Committee 
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18-11-1987 


MINUTES OF PROCEEDINGS 


WEDNESDAY, NOVEMBER 18, 1987 
(193) 


| Text| 


The Standing Committee on Finance and Economic 
Affairs met at 3:34 o'clock p.m. this day. in Room 269, 
West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Bill Attewell, Don 
Blenkarn, Mary Collins, Murray Dorin, Raymond 
Garneau. Robert Layton, Paul W. McCrossan. George 
_ Minaker. and Norman Warner. 


In attendance: From the Committee's Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Witnesses: From the Tax Policy and Legislation Branch 
of the Department of Finance: Len Farber, Director, Tax 
Policy and Legislation: Gerry Lalonde. Senior Tax Policy 
Officer: Dan MacIntosh. Senior Tax Policy Officer: Carol 
Muirhead. Senior Tax Policy Officer. Wally Conway, 
Senior Tax Policy Officer. 


The Committee resumed consideration of its Order of 
Reference dated Tuesday. June 30. 1987 in relation to Bill 
C-64. an Act to amend the Income ‘lax Act. a related Act. 
the Canada Pension Plan and the Unemployment 
Insurance Act, 1971. (See Minutes of Proceedings and 
Evidence, Wednesday, August 12, 1987, Issue No. 78.) 


The Committee resumed consideration of Clause 1. 
The witnesses answered questions. 


At 5:08 o'clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriere 
Clerk of the Committee 
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1260.3 
PROCES-VERBAL 
LE MERCREDI 18 NOVEMBRE 1987 
(193) 
| Traduction| 
Le Comité permanent des finances et des affaires 


économiques se réunit. aujourd’hui a 15 h 34, dans la 
piece 269 de l’Edifice de l'Ouest, sous la présidence de 
Don Blenkarn, (président). 

Membres du Comité présents: Bill Attewell, Don 
Blenkarn, Mary Collins, Murray Dorin, Raymond 


Garneau, Robert Layton. Paul W. McCrossan. George 
Minaker et Norman Warner. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliotheque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Témoins: De la Direction de la politique et de la 
législation de limpét du ministére des Finances: Len 
Farber, directeur, Politique et législation de Vimpot: 
Gerry Lalonde, agent supérieur, Politique de Vimpdt: Dan 
MacIntosh, agent supérieur, Politique de Vimpot:; Carol 
Muirhead, agent supérieur, Politique de limpot: Wally 
Conway, agent supérieur, Politique de V'impot. 


Le Comité examine de nouveau son ordre de renvoi du 
mardi 30 juin 1987 relatif au projet de loi C-64, Loi 
modifiant la Loi de Vimpét sur le revenu et la législation 
connexe, ainsi que le Régime de pensions du Canada et la 
Loi de 1971 sur Il’assurance-chOmage. (Voir Procés- 
verbaux et témoignages du mercredi 12 aot 1987, 
fascicule n° 78.) 


Le Comité continue d’examiner l'article 1. 
Les temoins répondent aux questions. 


A 17 h 08, le Comité sajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

|Recorded by Electronic Apparatus| 
| Texte| 

Wednesday. November 18. 1987 


° 1534 


The Chairman: Order. please. We are resuming 
consideration of Bill C-64. an act to amend the Income 
Tax Act. Our witnesses are Len Farber. Wally Conway. 
and Dan Macintosh. all from the Tax Policy and 
Legislation Branch. We apparently have Harold White in 
the room, and Mark Jewett as well. So we have all sorts of 
help. 


As I recall. we were last dealing on this matter in early 
August and we have not done anything since. My notes 
indicate that we were going at certain clauses in a 
summary way. It scems to me that we got down to the 
item “Forgiveness of employee loans”. 


sal535 


Mr. Farber, we have had some correspondence on this 
bill and other things. but I guess we would best just follow 
the original program you people had in mind. Is that the 
best way of handling it? 


Mr. Len Farber (Director, Tax Policy and Legislation 
Branch, Department of Finance): Mr. Chairman, we 
submitted to you a week or two ago a batch of second 
reading amendments. which we hope the committee 
would move here today. Some of these second reading 
amendments deal with items that have already been dealt 
with. 


Mr. Warner: | have copies of these amendments here. I 
wonder if you would like to deal with them all together 
and pass them— 


The Chairman: [ think the way to handle it, Mr. 
Farber, is to touch the amendments as we explain the bill. 
When you come to a part of the bill where there is an 
amendment, you could draw our attention to the 
amendment and explain the amendment at the same time, 
and then we can, bit by bit. get through the bill. Then we 
can take a look at what you have in mind and how that 
solves the problems and get on to clause-by-clause. 


Mr. Farber: Some go back to clause |. 


Mr. Warner: Yes. So they cover some areas we have 
already covered. 


The Chairman: I guess they do. In your explanation 
you were bouncing around all over the place. You started 
off in attribution rules, for example, which are in clause 
56 and the consequential subclauses 74.(1) and (4). Did 
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TEMOIGNAGES 
|Enregistrement électronique | 

| Traduction| 

Le mercredi 18 novembre 1987 


Le président: La séance est ouverte. Nous reprenons 
examen du projet de loi C-64, Loi modifiant la Loi 
d‘impot sur le revenu. Nos témoins sont Len Farber, 
Wally Conway et Dan MacIntosh, tous de la Direction de 
la politique et de la législation de limpot. [l appert aussi 
que nous avons avec nous, dans la salle, Harold White et. 
Mark Jewett. [1 y a donc tout plein de monde pour nous 
aider. | 


Si ma mémoire est bonne, nous avons abordé ce sujet, 
la derniére fois, au début du mois d’aoat et n’en avons pas 
parlé depuis. D’aprés mes notes, nous avons examiné 
sommairement quelques articles. [| me semble que nous 
en étions a l’article sur la valeur de lavantage en cas de 
remise de dette a l’employe. 


Monsieur Farber, il y a eu une correspondance a 
propos de ce projet de loi et d’autres sujets. mais je crois: 
qu'il vaudrait mieux de suivre Vordre du jour que vous 
nous avez proposé, n’est-ce pas? 


M. Len Farber (directeur, Direction de la politique et, 
de la législation de l’impot, ministére des Finances):, 
Monsieur le président, il y a une ou deux semaines, nous, 
vous avons fait parvenir un ensemble d’amendements en 
deuxieme lecture dont nous espérons que le comiteé les 
proposerait ict méme aujourd’hui. Certaines de ces 
amendements portent sur des questions qui ont été 
réglées. : 

M. Warner: J’ai des exemplaires de ces amendements 
ici. Voulez-vous les prendre en masse et les adopter. . . 


Le président: Monsieur Farber, je crois que le mieux, 
c’est de débattre chaque amendements au fur et a mesure, 
des diverses explications concernant le projet de lot. 
Lorsque vous arriverez a une partie du projet de loi visé 
par un amendement, vous pourrez attirer notre attention 
sur ’amendement proposé tout en nous l’expliquant, ce 
qui nous permettra d’avancer notre travail petit a petit. 
Nous saurons alors quelle est votre idée et comment cela. 
peut aider a résoudre les problémes, pour ensuite passer a 
examen article par article. 


M. Farber: Certaines de nos propositions modifieraient’ 
Varticle 1. 


M. Warner: Oui. Elles visent donc certains sujets que 
nous avons déja étudiés. 


Le président: Je le crois bien. Pendant vos explications, 
vous sautiez un peu du coq a |’4ne. Vous avez commencé, 
par les régles d’attribution, par exemple, qui se trouvent 4. 
Varticle 56 et aux paragraphes 74.(1) et (4) qui en 
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| Texte| 

you get to any place where we had amendment clauses 
before? We were not going through the bill in order; we 
were going through the bill by topic. 


Mr. Farber: That is right. We thought that for the ease 
of the committee we would deal with it on a topic-by- 
topic basis. 


The Chairman: Yes. I think that is the way to handle it. 


Mr. Farber: [ suppose we can handle it this afternoon 
on that basis as well. 


The Chairman: [| think that is the best way of doing it. 
We seemed to get a better understanding as we did it that 
way before. So why do we not finish the way we were 
going at it and why do we not discuss the amendments as 
we come to them in the topics as we now come to them? 


Mr. Farber: Okay. 


Mr. Warner: Would 
Chairman? 


you like to move now. Mr. 


The Chairman: The amendments? 


Mr. Warner: Move them all at this stage, or move them 
as you read it clause by clause. 


The Chairman: No. we will move them when we go 
into clause-by-clause. We will discuss them, but we will 
not move them at this point. So can we go into the 
forgiveness of employee loans? I believe that is in clause 
6. 


Mr. Farber: Yes. but before that I just want to alert you 
that we will have to go back and deal with a number of 
the second reading amendments we have dealt with 
before. But we can deal with those at the end. 


The Chairman: All right. Let us do that at the end. 


Mr. Farber: Forgiveness of employee loans is an 
amendment that clarifies the value of the benefit on the 
forgiveness of employee loans that are to be included in 
income. The principal clause here is actually clause 1. 


The Chairman: The principal clause is clause |? 


Mr. Farber: The main aspect here is that under the 
Current income tax law, where a loan is forgiven and it is 
a loan that has repayment terms over time and it ts 
forgiven then only the value of that loan is forgiven at 
present. What this amendment purports to do is to forgive 
the actual amount that is forgiven. 


The Chairman: What other amount would you forgive? 


Mr. Farber: When you have a loan of say $10,000 a 
year paid over time at a 10% interest rate, what is the 
value discounted in present-value terms to today if you 
forgive the $10,000? It is something less than the $10,000. 
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| Traduction| 


découlent. Avez-vous touché a un des articles ot l'on 
avait prévu des amendements? Nous n’examinions pas ce 
projet de loi dans ordre; nous l’étudions sujet par sujet. 


M. Farber: C'est vrai. Nous avions pensé que ce serait 
plus facile pour le comité si nous Vabordions sujet par 
sujet. 


Le président: Oui, je crois que c'est la meilleure fagon. 


M. Farber: Je crois bien que nous pouvons nous y 
attaquer aussi de cette fagon cet aprés-midi. 


Le président: Je crois que c’est la meilleure fagon de 
faire les choses. Il me semble que cette méthode 
permettait une meilleure compréhension ¢a la derniére 
fois. Pourquoi ne pas faire de méme et débattre les 
amendements au fur et 4 mesure que nous aborderons les 
questions qui en font objet? 


M. Farber: Parfait. 


M. Warner: Vous voulez les proposer immédiatement, 
monsieur le président? 


Le président: Les amendements? 


M. Warner: Proposer tous les amendements maintenant 
ou lors de l’examen article par article. 


Le président: Non, nous les proposerons lors de 
examen article par article. Nous les débattrons, mais 
nous ne les proposerons pas encore. Donc, peut-on passer 
a la valeur de l’avantage en cas de remise de dette a 
Vemployé? C’est Varticle 6, il me semble. 


M. Farber: Oui, mais avant de le faire, je tiens 4 vous 
signaler que nous devrons faire un petit retour en arriére 
pour régler un certain nombre d’amendements en 
deuxiéme lecture dont nous avons déja traité auparavant. 
Mais nous pourrons en parler a la fin. 


Le président: Bon. Faisons cela 4 la toute fin. 


M. Farber: L’amendement concernant la valeur de 
V'avantage en cas de remise de dette sert tout simplement a 
préciser quel montant de la remise devrait étre ajoutés au 
revenu de l’employé. L’article principal est en fait l’article 
Le 


Le président: L’article principal est l’article premier? 


M. Farber: Le principal, ici, c’est que sous le régime de 
la loi actuelle de l’impdét sur le revenu, lorsqu’il s’agit 
d’une dette remboursable par termes et qu’elle est remise, 
alors on tient compte de la valeur de la remise au 
moment considéré. Le but de !’amendement est d’inclure 
le montant effectivement remis. 


Le président: Quelle autre dette pourrait faire l'objet 
d’une remise? 


M. Farber: Supposons que vous prétiez 10,000$ 
remboursable pendant une certaine période a un taux de 
10 p. 100, quelle est la valeur escomptée a cette date d’en 
termes de valeur actuelle si la dette de 10,000$ est remise? 
C’est un peu moins de 10,0005. 


126: 6 


Finance and Economic Affairs 


18-11-1987 


| Text| 

The Chairman: If you have a loan of $10,000 at a fixed 
rate paid over a period of time then it is worth less than 
$10,000. 


Mr. Farber: Exactly. and when that $10.000 is forgiven 
we want the full $10,000 to be the amount that is 
forgiven— 


° 1540 


The Chairman: You mean you have been allowing 
people to get away with that kind of a ruse? 


Mr. Farber: We have not been allowing anything, Mr. 
Chairman. There was a court case on that. which 
determined that it was the discounted value of that loan 
that is the real amount that is forgiven. 


The Chairman: So you had an employee loan where 
the employee got 100 cents on the dollar. proceeded to 
negotiate a 2% rate, then the company proceeded to 
forgive the loan and they went to court and said the loan 
is really only worth 20 cents on the dollar and therefore 
you only have to pay tax on 20 cents. Is that what 
happened? 


Mr. Farber: Yes. This will correct that anomaly so that 
the full amount of the loan will be forgiven and included 
in income. 


The Chairman: | see. 


Mr. Farber: 
Chairman— 


There is another amendment. Mr. 
The Chairman: Which one is that one? Is it subclause 
(632 


Mr. Farber: It is subclause 1.(2). Also, Mr. Chairman, a 
little later on clause 5 deals with exactly the same type of 
mechanism with regard to shareholder loans. It is exactly 
the same type of procedure. 


The Chairman: One is employees, one is shareholders. 


Mr. Farber: Exactly. 


The Chairman: Okay. Anybody have any problems 
with that? Okay. 


Mr. Farber: Moving on to clause 2, 
options... 


employee stock 


The Chairman: No. [ thought home relocation loans 
goes next. does it not? 


Mr. Farber: I am sorry, I was going through a... You 
are right. | was looking at the bill, Mr. Chairman, I am 
sorry. Home relocation loans is subclause 38.(2). 


The Chairman: Yes. 


Mr. Gerry Lalonde (Senior Official, Business and 
Property, Legislation Division, Department of Finance): 
Amendment was made to the Income Tax Act in 1985 to 
allow an exemption in respect of the benefit arising from 
a no-interest home relocation loan to the extent of a no- 


| Translation| 


Le président: Sil y a un prét de 10,000$ a un taux 
dinterét fixe et remboursable pendant une certaine 
période, sa valeur est alors inférieure a 10.0008. 


M. Farber: Exactement et quand cette dette de 10,000$ 
est remise. nous voulons inclure le montant intégral de la 
remise de 10.0008. . . 


Le président: Vous voulez dire que vous avez permis 
aux gens de s’en tirer grace a cette entourloupette? 


M. Farber: Nous n/avons rien permis a personne. 
monsieur le président. Les tribunaux ont statué que c était 
la valeur escomptée du prét qui constituait la véritable 
valeur de la remise. 


Le président: Donc supposons qu'on consente un prét 
a Vemployé qui en regoit le montant intégral, on négocie 
un taux de 2 p. 100, la compagnie décide ensuite de 
consentir une remise de cette dette. et prétend en justice 
que ce prét ne vaut, en réalité, que 20 p. 100 de sa valeur 
nominale et que lemployé n’a donc a payer ses impdots 
que sur ces 20c. C'est bien cela qui est arrivé? 


M. Farber: Oui. Ceci servira a corriger cette anomalie 
de fagon que lintégralité de la remise soit ajoutée au 
revenu. 


Le président: Je vois. 


M. Farber: Il y a un autre amendement, monsieur le 
president. . . | 


Le président: Leyuel? Le paragraphe 1.(6)? 


M. Farber: Le paragraphe 1.(2). Aussi. monsieur le 
président, un peu plus loin, a Varticle 5, ot il est question. 
du méme mécanisme pour ce qui concerne des préts | 
consentis aux actionnaires. Exactement le méme genre de. 
procédure. 


Le président: L’une pour les employés, l'autre pour les 
actionnaires. 


M. Farber: Tout a fait. 
Le président: Bon. Pas d’objection? Bon. 


M. Farber: Passant a l’article 2, régime d’option d’achat 
d’actions pour employés. . . 


Le président: Non, je croyais que nous devions’ 
maintenant passer au prét a la réinstallation, non? 


M. Farber: Désolé, je lisais... Vous avez raison. Je 
consultais le projet de loi, monsieur le président, j’en suis 
désolé. Le prét a la réinstallation est traité au paragraphe 
(2) de l’article 38. | 


Le président: Oui. 


M. Gerry Lalonde (agent de _ politique fiscale, 
Entreprises, biens et  particuliers, Division de la: 
législation, ministére des Finances): On a modifié la Loi’ 
de l’impot sur le revenu en 1985 pour exempter’ 
l’avantage financier que représente le prét sans intérét a la’ 
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interest loan of $25.000. There was a technical problem 
that came to our attention with that provision where the 
employer would pay interest directly to a_ financial 
institution in respect of the employee's loan. So as far as 
the employee was concerned, he had an_ interest-free 
home relocation loan. As far as the employer was 
concerned, it was the same thing to him except he did not 
have to use his cluirrent cash: he could go to a financial 
institution and say make a loan to this fellow and I will 
pay the interest to you directly. 


The mechanics of the provision required that the home 
relocation loan benefit be reduced by any interest paid on 
the loan. The amendment makes it clear that you do not 
have to take into account interest paid by the employer 
directly to the financial institution, so that the employee 
will still get his full $25.000 interest-free benefit. 


The Chairman: Well, that is a little different from what 
normaily would happen. When an employer lends money 
to an employee. I suppose the employer takes security 
against the house as a mortgage, does he not? 


Mr. Lalonde: In this case, the bank would take security 
against the house. The bank would be lending the 
principal directly to the employee. It is just that instead of 
having the employee pay interest to the bank. the 
employer would make an arrangement with the bank to 
pay the interest directly to the bank. 


The Chairman: But that changes the legal relationship 
between the employce and his.employer. All of a sudden, 
the employee owes a mortgage to a trust company, for 
example, and if the employer decides to fire the 
employee. the employee is stuck with this loan to the trust 
company and he cannot plead the equities between 
himself and the employer in reduction of the loan. 


Mr. Lalonde: The provision was designed.to allow an 
employer to make an interest-free loan to an employee for 
a term of five years. 


onl 545 


The Chairman: That is not designed to allow a trust 
company to lend money to an employee and _ the 
employer pick up the interest rate. 


Mr. Lalonde: The way to look at it would be to say that 
it was not designed to allow an employer or anybody to 
make the principal payment to the employee without any 
strings attached. So the fact that the employee would still 
be liable to pay back the principal is really a red herring. 
The issue at stake here is whether an employer can make 
a loan to an employee directly by using his own funds and 
lending it to the employee over a five-year basis interest- 
free, or whether he can make an arrangement with a bank 
to have a bank do the same thing. The employer would 
pay the interest charges on that loan for a period of five 
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réinstallation de 25,000$ ou moins. Nous nous sommes 
apergus qu’il y avait un probléme technique dans la 
mesure ou l’employeur versait lintérét directement a un 
établissement financier sur ce prét consenti a l’employé. 
L’employé jouissait donc d'un prét sans intérét a la 
réinstallation. Pour Vemployeur, cétait du pareil au 
méme sauf qu'il n’avait pas besoin de puiser dans sa 
propre caisse: il n’avait qu’a se rendre a létablissement 
financier en question, demander que soit consenti un prét 
a cet employé en précisant que lui, l‘employeur, paicrait 
directement les intéréts a cet établissement. 


Cette disposition prévoit que l’avantage représenté par 
le prét a la reinstallation devait étre diminué de tout 
montant d’intéret remboursé sur ce prét. L'amendement 
précise trés clairement qu’il nest point besoin de tenir 
compte des intéréts payés par l'employeur directement a 
Vetablissement financier et de cette fagon, Vemployé jouit 
quand méme pleinement de cet avantage que représente 
pour lui le montant de 25,000$ prétés sans intérét. 


Le président: C’est un peu différent de la situation 
réelle, quand méme. Lorsyu’un employeur préte des fonds 
a un employé, jimagine que lemployeur prend en 
garantie une hypotheéque sur la maison, n’est-ce pas? 


M. Lalonde: En l occurrence, c’est 
détient cette garantie. La banque préte le principal 
directement a Vemployé. Seulement. au lieu que 
lemployé paie les intéréts a la banque, lemployeur 
s’entend avec celle-ci pour lui payer directement les 
intéréts. 


la banque qui 


Le président: Voila cependant qui modifie les rapports 
juridiques existant entre lemployé et l’employeur. Tout 
d'un coup, Vemployé doit rembourser une certaine 
hypotheque a une société de fiducie, par exemple, et si 
Vemployeur devait décider de mettre a4 pied cet employé. 
ce dernier est alors pris avec cette dette envers la société 
de fiducie et il ne peut pas plaider la situation qui existe 
entre lui-méme et son employeur pour diminuer la dette. 


M. Lalonde: La _ disposition devait permettre a 
Vemployeur de consentir un prét sans intérét 4 un 
employé pour une période de cing ans. 


Le président: L’intention n’est pas d’autoriser une 
société de fiducie a préter de l’argent 4 un employé et 
l’employeur a payer les intéréts. 


M. Lalonde: Il faudrait plutot comprendre la chose 
ainsi: l’intention n’était de permettre ni a un employeur 
ni a qui que ce soit de préter le principal a l’employé sans 
que ce soit assorti d’aucune condition. Le fait que 
Vemployé ait a rembourser le principal détourne 
l’attention. Ce qui est vraiment en jeu ici, c’est de savoir si 
un employeur peut octroyer un prét a4 un employé a 
partir de ses propres fonds, sans intérét et avec un terme 
de cinq ans, ou s'il peut prendre des dispositions avec une 
banque pour que celle-ci assume le prét dans les mémes 
conditions, l’employeur lui versant ainsi les intéréts sur le 
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years. That would be done in a situation where no taxable 
benefit is imputed to the employee. 


If the employer made the load directly and did not 
charge any interest the rule worked. However, the 
employer could say that he did not want to make the loan 
directly because he did not have the excess cash available. 
He could go to the bank and have the bank make a 
$25.000 loan to you. He would pay the interest on your 
behalf for a period of five years. 


The Chairman: What you want to do is widen this tax 
hole. Under the present rules, only employers who 
happen to be rich enough to put up $25.000 can take 
advantage of it. What you want to do ts let any old 
employer take advantage of it and thus benefit employees. 


Mr. Lalonde: Whether it is a tax hole is a fundamental 
policy question, which perhaps should be more properly 
addressed to the Minister. It was a deliberate tax incentive 
that was put in to encourage and facilitate the relocation 
of Canadian employees in the Canadian work force. In 
the context of widening access to the exception—in fact. 
an employer if he did not have $25.000 of cash on hand 
could just as easily go to the bank, borrow $25,000— 


The Chairman: If he had borrowing capacity he could, 
but without borrowing capacity he can borrow against the 
employee's new home. 


Mr. Lalonde: | am not sure [ follow you there. He is 
not borrowing against the employee's new home. 


The Chairman: Yes. he is. 


Mr. Lalonde: Fle is facilitating a loan that the employee 
is making from the bank. 


The Chairman: He gets the employee to borrow the 
money and says okay, old chappy, I will pay the interest 
on the first $25.000 of that mortgage for you. 


Mr. Lalonde: That is right. But the employer gets no 
interest— 

The Chairman: He does not have to have any bank 
credit at all. He just pays the monthly interest 
requirement on $25.000 of the loan, which was raised by 
the employee on the employee's own home. 


Mr. Lalonde: I guess at some point you might be 
dealing with conjecture, although we would assume that 
the bank would have enough assurance that the employer 
was going to be able to pay interest on that loan. In any 
event, going down that sort of avenue is really a red 
herring. This is a technical provision designed to ensure 
that the rules work as they were originally intended to 
work when they were introduced in 1985. 


The Chairman: All I can say is that you are nicely 
widening the loophole. However, it is up to everybody 
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méme terme. Dans un cas pareil, l’employé bénéficie d’un 
avantage qui n’est pas imposable. 


La régle s'appliquait si ’'employeur accordait le prét 
directement et sans intérét mais dans le cas ow il ne 
disposait pas des fonds nécessaires, itl pouvait passer par 
une banque qui se substituait a lui pour vous consentir un 
prét de 25,000$. Vemployeur lui versant les intéréts a 
votre place. sur une période de cing ans. 


Le président: Ce que vous voulez faire la, c’est de 
permettre a un plus grand nombre de gens de bénéficier 
de cette é€chappatoire. Avec les régles actuelles, seuls les 
employeurs qui ont assez de moyens pour débourser 
25,0003 peuvent en profiter et ce que vous voulez. c est 
que la possibilité soit donnée a tout employeur de faire 
ainsi bénéficier ses employés. 


M. Lalonde: Qualifier cette mesure d’échappatoire 
dépend de votre orientation politique et c’est une question 
qu'il vaudrait peut-€tre mieux adresser au ministre. C etait 
une mesure d‘incitation fiscale délibérément mise en 
place pour faciliter la réimplantation des employés 
canadiens dans la recherche du travail. Pour permettre a 
un plus grand nombre de personnes d’en bénéficier—car 
Vemployeur qui n’avait pas 25.000$ en caisse avait plus de 
difficulté, puisqu’il devait s’adresser a une banque pour 
emprunter cet argent. . . 


Le président: Il pouvait s’il avait une capacité 
d’emprunt, et sinon, il peut emprunter en prenant le 
nouveau logement de son employ€é comme 
cautionnement. 


M. Lalonde: Je ne vous suis pas bien: il ne contracte 
pas un emprunt avec le nouveau logement de l’employe 
comme cautionnement. 

Le président: Si, c’est bien ce qu'il fait. 


M. Lalonde: [l rend plus facile a 
contracter un emprunt aupres de la banque. 


Vemployé de 


Le président: C’est l'employé qui emprunte, mais avec 
l'aide de 'employeur qui paie lVintérét, a sa place, sur les 
premiers 25,000$ de I’hypothéque. 


M. Lalonde: C’est exact, mais l’employeur n’obtient pas: 
d’intérét. . . 


Le président: Il n’a pas du tout besoin de crédit 
bancaire. Il paie les intéréts mensuels dus sur les 25,0008) 
de l’emprunt obtenu par l’employé sur sa propre maison. | 


M. Lalonde: Il y a la une part de conjecture, et il est’ 
vrai que la banque peut étre assurée que l’employeur va 
payer les intéréts sur cet emprunt. Mais quoi qu’il en soit, 
nous nous €garons en suivant cette piste. C’est une 
disposition technique visant a assurer le bon 
fonctionnement des régles telles qu’elles étaient congues 
quand elles ont été mises en place en 1985. 


Le président: Tout ce que je puis vous dire, c’est que 
vous étes bel et bien en train d’élargir l’échappatoire, mais. 
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else. Does anybody else have any concerns about that? I 
have to say that [| am not very happy with that. As a 
matter of fact, I do not know why that whole clause was 
not wiped out in the tax reform. 


Mr. Farber: The next clause. Mr. Chairman, is income 
interest in a trust. The principal clause there is clause 37, 
which deals with definitions of income interest and 
capital interest in a trust. which are amended to provide 
that only certain family trusts have income interests. I will 
ask Carol Muirhead to deal with that issue. 


Ms Carol Muirhead (Senior Official, Legislation 
Division, Tax Policy and Legislation Branch, Department 
of Finance): Subclauses 37.1) and (2) give effect to the 
Ministers announcement in early February 1987 to deal 
with the type of trust transaction that the B.C. Sky Train 
proposal represented. 


21550 


The Chairman: So this is the B.C. Sky Train 


amendment, is it? 
Ms Muirhead: Yes. 
The Chairman: Okay. Are you objecting to this, Mary? 


Mrs. Collins: No, [ am not. I have quite publicly 
indicated my displeasure with what happened in that 
instance. 


The Chairman: Okay. 
Mrs. Collins: [ have no problem with it. 


The Chairman: If Mary approves this one, it is okay. 
Can we go on to the next one? Individual surtax. 


Mr. Farber: The individual surtax principal clauses 
there, Mr. Chairman, are clause 43 and clause 56. Clause 
43 merely includes a reference to the surtax so that 
taxpayers may use the tax tables in computing their 
liability for 1986 and subsequent years. Clause 56 extends 
the application of the surtax to 1987 and subsequent 
years. . . of those administrative provisions relating to the 
surtax. 


The Chairman: This is a pretty technical thing. Why 
would you have any problem with using the tax table? Is 
the tax table not accurate? 


Mr. Farber: We have no problem with it at all, Mr. 
Chairman. This is merely adding the reference to allow an 
individual to use the tax tables. We needed the reference 
to Part II.1, which was not included. 


The Chairman: Technical, Okay. 
Mr. Farber: Very technical. 
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Je ne suis pas le seul a avoir voix au chapitre. Y en a-t-il 
d’autres qui ont des objections? J’avoue que cette mesure 
est loin de me satisfaire et je ne comprends pas, a vrai 
dire, pourquoi toute la clause n’a pas été supprimeée dans 
la réforme fiscale. 


M. Farber: La disposition suivante. monsieur le 
président. porte sur la participation au revenu d’une 
fiducie. Il s’agit, pour l’essentiel, de UVarticle 37 qui porte 
sur les définitions de la participation au revenu et la 
participation au capital d'une fiducie, définitions qui sont 
amendées afin que seules certaines fiducies familiales 
aient une participation au revenu. Je vais demander A 
Carol Muirhead de vous donner quelques explications 
la-dessus. 


Mme Carol Muirhead (agent de politique fiscale, 
Direction de la politique et de la législation de Vimpot, 
ministere des Finances): Les paragraphes 37(1) et (2) 
correspondent a la communication faite par le ministre 
au début de février 1987 et portant sur la catégorie de 
transaction de fiducie que constituait la proposition Sky 
Train en Colombie-Britannique. 


Le président: C’est donc l’amendement du Sky Train 
de Colombie-Britannique, n’est-ce pas? 


Mme Muirhead: C’est bien cela. 


Le président: Parfait. Vous y voyez une objection, 
Mary? 


Mme Collins: Non, pas du tout. J’ai proclamé haut et 
fort ma contrariété devant ce qui s'est passé en 
occurrence. 


Le président: Parfait. 
Mme Collins: Je n’y vois pas d’objection. 


Le président: Si Mary approuve ce paragraphe, c’est 
parfait. Pouvons-nous passer au suivant? La surtaxe 
individuelle. 


M. Farber: Ce sont les articles 43 et 56 qui traitent de 
la surtaxe individuelle, monsieur le président. L’article 43 
ne fait que mentionner la surtaxe, de sorte que les 
contribuables peuvent utilisr les tables d’impdét pour 
calculer ce qu’ils doivent pour 1986 et pour les années 
suivantes. L’article 56 étend l’application de la surtaxe a 
1987 et aux années suivantes... des dispositions 
administratives relatives a la surtaxe. 


Le président: C’est donc une question assez technique. 
Pourquoi auriez-vous des difficultés a utiliser les tableaux 
d’imposition? Manqueraient-ils d’exactitude? 


M. Farber: Nous n’avons aucune difficulté du tout, 
monsieur le président. On en a simplement fait mention 
pour permettre a un particulier d’utiliser ces tables. Il 
nous fallait la référence a la Partie II.1 qui n’était pas 
incluse. 


Le président: Bon, c’est une question technique. 
M. Farber: Trés technique. 


126: 10 


| Texe| 


The Chairman: What about the other one, clause 56— 
is it the same thing? 


Mr. Farber: Basically the same thing. It just extends the 
administrative provisions applicable to the surtax. 


The Chairman: Okay. Interest on installments, clause 
S4. 


Mr. Farber: Clause 54, which is the offset interest 
clause. provides for an interest offset method in 
calculating interest payable on later deficient installments. 
What that basically does, Mr. Chairman, is allow you to 
make up for lost time in the context of installment 
payments. If you have underpaid on a particular 
installment, you can overpay the following one so that at 
the end of the particular fiscal year, you can aggregate 
your underpayments and overpayments, and if you come 
out equal this amendment will allow you to offset those 
underpayments against the overpayments. 


The Chairman: Is that what it says? 


Mr. McCrossan: This is for someone who is. self- 
employed or someone whose principal source of income 
is interest income, because hasically there is no penalty if 
there is a small amount of outside income where you are 
having payroll deductions, is that. . .? 


Mr. Farber: Or for corporations. It is virtually all tax 
installments. 


Mr. McCrossan: [Including sales tax? 


Mr. Farber: No. this is just an income tax bill. We are 
not dealing with sales tax here. There is a second reading 
amendment here, Mr. Chairman. subclause 54.(1). 


The Chairman: What that on 


amendments? 
Mr. Farber: Page 106. 


The Chairman: Okay. this is just an averaging interest, 
then, is it? That is all you are talking about. 


page is in your 


Mr. Farber: That is right. 


The Chairman: Well, did you not do this anyway for 
people—overpay some installments and underpay others? 


Mr. Farber: No, we did not. Dan, would you speak to 
that one? 


Mr. Dan MacIntosh (Senior Official, Corporations and 
Capital Gains, Legislation Division, Department of 
Finance): The offset interest method was used until about 
a year and a half ago by Revenue Canada in computing 
interest on deficient tax installments. 


The Chairman: Deficiencies, sure. 
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Le président: Qu’en est-il de l'autre, du paragraphe 56? 
S‘agit-il de la méme chose? 


M. Farber: Oui. pour l’essentiel. L’article 56 élargit les 
dispositions adminstratives applicables a la surtaxe. 


Le président: Parfait. A l'article 54 maintenant. intéréts 
sur les acomptes provisionnels. 


M. Farber: Qui porte sur les intéréts de compensation, 
présente une méthode de calculer Vintérét payable sur les 
derniers acomptes provisionnels en défaut. L’objectif de 
cet article, monsieur le président, est de vous permettre de 
vous remettre a jour dans le paiement des acomptes 
provisionnels. Si Tun des acomptes que vous avez versés 
est insuffisant, vous pouvez verser la différence en 
supplément de l’acompte suivant de sorte qu’a la fin de 
Vexercice fiscal. vous puissiez additionner les surplus et 
les déficits de paiement et si le total est correct, cet 
amendement vous autorise a utiliser les surplus pour 
redresser votre compte. 


Le président: Est-ce que cela veut dire? 


M. McCrossan: Cela s’applique a un_ travailleur 
indépendant ou a une personne qui vit de ses intéréts, car 
il n'y a pas de pénalité, lorsque vous avez des retenues a la 
source, si vous avez une petite somme provenant d’un 
revenu extérieur, est-ce que. . .? 


M. Farber: Ou pour les sociétés, cela s applique 
pratiquement a tous les acomptes provisionnels. 


M. McCrossan: Y compris la taxe de vente? 


M. Farber: Non, la loi de s’applique qua Vimpot sur le 
revenu, nous n’y traitons pas de la taxe de vente. Il y a ict 
un amendement de seconde lecture monsieur le président. 
a savoir le paragraphe 54.(1). 


Le président: Sur quelle page de vos amendements se 
trouve-t-il? 
M. Farber: A la page 106. 


Le président: II s’agit donc simplement d’un étalement 
des intéréts, n’est-ce pas, c’est tout ce dont il est question 
ici. 

M. Farber: C’est exact. 


Le président: N’était-ce pas déja chose acquise? Est-ce 
qu'il n’était pas possible de payer un supplement sur 
certains acomptes provisionnels et d’en payer d’autant 
moins sur un Ou plusieurs autres acomptes? 


M. Farber: Non, cette possibilité n’existait pas. Dan, est- 


ce que vous voulez bien expliquer cette question? 


M. Dan MacIntosh (agent de politique fiscale, Division 
de l’analyse de l’impot sur les sociétés et les ressources, 
Direction de la politique et de la législation de l’impot, 
ministére des Finances): La méthode de compensation de 
Vintérét était utilisée par Revenu Canada jusqu’il y a 
environ un an et demi, pour calculer l’intérét sur les 
acomptes provisionnels en défaut. 


Le président: Des insuffisances de paiement, vous 
voulez dire. 
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Mr. MacIntosh: However, about a year and a half ago 
they discontinued that practice because they felt there was 
not support for it in the Income Tax Act. Therefore, they 
should not be calculating interest that way. So what we 
have done here is just reinstate what formerly was the 
administrative practice and what is probably the fair way 
of going about determining installment payments. 


2 SSS 
The Chairman: Of course. In other words, some jerk in 
Revenue Canada decided to read the act. 
Mr. Farber: No comment. 


Mr. MacIntosh: I am not sure who it was in Revenue 
Canada. 


The Chairman: 
though, do you? 


You agree with the compliment, 


A witness: Not very much. 


The Chairman: All right. We are going to leave IBCs 
completely alone, if that ts all right with you. 


Mr. Farber: That is fine. 


The Chairman: We have learned enough about them. 
We are going to discuss them in complete and absolute 
form for the vote when Mary is away. 


Mr. Farber: Mr. Chairman, do you want to defer 
discussion on that? 

The Chairman: Yes, we are going to defer discussion on 
the IBCs and any amendments you have on them until 
that time. 


Mr. Farber: We do not have 


amendments on it. 


second-reading 


The Chairman: Okay. Let us go on then to investment 
contract accrual rules. This is clause 3 again, the third 
anniversary problem. 


Mr. Farber: This clause defers the first year of the three- 
year accrual rules to 1988 rather than 1987. That was 
done specifically for a set of circumstances. 


Mr. Lalonde: When the three-year interest accrual 
rules were introduced in 1981, they provided 
grandfathering for investments acquired before that time. 
That grandfathering provided in essence that the first 
three-year period for those investments would begin 

funning on December 31, 1984, with the result that the 
first three-year period would end December 31, 1987. It is 
fairly unfortunate for Canada Savings Bonds purchased in 


1981, which were going to become due and payable in 
1988. 


The Chairman: [ told the Minister of Finance that at 
the time. 


Mr. Lalonde: So yOu Pdids VAs Wl sayfa iss fairly: 
unfortunate that this change will move that one year 
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M. MacIntosh: Mais depuis, Revenu Canada a cessé 
dvutiliser cette méthode parce qu'elle n’était pas fondée 
sur la Loi de Vimpot sur le revenu. Cest pourquoi 
linterét ne devrait pas étre calculé de cette fagon. Nous 
nous sommes done contentés en lVoccurrence, de remettre 
en place ce qui était une pratique administrative admise. 
pratique qui a également l’avantage d“étre juste pour le 
calcul des acomptes provisionnels. 


Le président: Bien entendu! Autrement dit. il y a un 
imbecile a Revenu Canada qui s‘est décidé a lire la loi. 


M. Farber: Je m/abstiendrai de tout commentaire. 


M. MacIntosh: Je ne sais pas au juste de qui il s’agissait, 
a Revenu Canada. 

Le président: Mais vous étes bien d’accord avec le 
compliment que je lui décerne, n’est-ce pas? 

Un temoin: Pas vraiment. 

Le président: Parfait. Si vous n'y voyez pas 
d‘inconvénient, nous allons laisser les centres bancaires 
internationaux de cote. 

M. Farber: C'est parfait. 


Le président: On en a suffisamment entendu_parlé. 
Quand Mary sera absente, nous en discuterons en détail, 
pour le vote. 


M. Farber: Monsieur le président, est-ce que vous 
voulez ajourner la discussion sur ce sujet? 


Le président: Oui, sur les centres bancaires 
internationaux et sur tous les amendements que vous avez 
ace jour a leur sujet. 

M. Farber: Nous n/avons pas 
seconde lecture la-dessus. 


d’amendements de 


Le president: Parfait. Passons alors aux régles du report 
dimpot sur les contrats d’investissement. Il s‘agit de 
nouveau de larticle 3, le probleme du_ troisiéme 
anniversaire. 


M. Farber: D’apreés cet article, la premiére des trois 
années pour le calcul des régles de report est fixée a 1988 
au lieu de 1987. Cette mesure vise expressément certaines 
circonstances. 


M. Lalonde: Lorsque les réegles de report de l’intérét sur 
trois ans ont été introduites en 1981, elles préservaient les 
droits des investissements acquis avant cette date. En 
raison de cette préservation des droits acquis, la premiére 
période de trois ans ne commencerait 4 courir qu’a 
compter du 31 décembre 1984 et expirerait donc le 31 
décembre 1987. C’est regrettable pour les obligations 
d’€pargne achetées en 1981, qui allaient venir 4 échéance 
en 1988. 


Le président: C’est ce que jai dit, a l’époque, au 
ministre des Finances. 

M. Lalonde: C’est vrai, comme je le disais, il est 
regrettable que cette modification ajourne cette date d’un 
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forward, so the accrued interest from those pre-new 
system investments will in fact be taxed in the year they 
are actually paid. for the 1981 series of Canada Savings 
Bonds. 


The Chairman: You say you are going to extend them 
until December 31. 1987? Is that the new date, or ts it 
December 31. 1988? 


Mr. Lalonde: The three-year period will begin to run 
December 31. 1985. with the result that it will end on 
December 31. 1988. 


The Chairman: So these people all get an extra year’s 
interest for free. 


Mr. Lalonde: No. they do not get an extra year’s 
interest. The interest— 


The Chairman: They do not have to pay tax on it. 


Mr. Lalonde: The time at which they pay tax on their 
accrued interest will be delayed by one year and will in 
fact coincide with the time when they are actually paid 
their interest. 


The Chairman: But they still have to pay tax on the 
1984 interest? 


Mr. Lalonde: They will have to pay tax on all the 
interest accumulated on the 1981 Canada Savings Bonds. 
All that interest will in fact be paid in 1988, and they will 
pay their tax on it in 1988. 


Mr. McCrossan: What is the situation for the other 
things that became payable on the accrual rules, such as 
the single-premium deferred annuities? They also have 
the first reporting due on the pre-1981 contract at the 
same time. or used to have it at the same time. Are they 
modified in the same way, or are you simply covering off 
the Canada Savings Bonds but not the other, competing 
investments? 


Mr. Lalonde: The amendment is not specific to Canada 
Savings Bonds. It applies to all the investments caught up 
in the accrual rules. Everything will be— 


Mr. McCrossan: So it would cover the SPDAs as well? 


Ms Muirhead: It does not cover insurance policies, 
which deferred annuities fall under. But we did introduce 
some relieving measures in this budget for those annuity 
contracts. 


Mr. McCrossan: I understand they were there for the 
ones that were annuitized. 


Ms Muirhead: That is right. If they are annuitized 
before the end of this year, they can qualify as prescribed 
annuities. 


Mr. McCrossan: I understand that one. The ones that 
are not annuitized this year... What you are saying is that 
if they saved their money with the Government of Canada 
they get a break, but if they saved their money in a SPDA 
you are leaving the rules the same. So the first reporting is 
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an. de sorte que l’intérét accumulé sur ces investissements 
datant d’avant le nouveau systeme sera. en fait, imposé 
dans année ot les obligations sont effectivement 
remboursées. dans le cas de la série 1981 des obligations 
d’épargne du Canada. 


Le président: Vous disiez que vous allez prolonger cette 
date jusyu'au 31 décembre 1987? Est-ce la nouvelle date, 
ou sagit-il du 31 décembre 1988? 


M. Lalonde: La période de trois ans commencera a 
courir a compter du 31 décembre 1985 et expirera donc le 
31 décembre 1988. 


Le president: De sorte que ces gens recevront tous une 
année supplémentaire dintérét sans payer. 


M. Lalonde: Non, ils ne toucheront pas les intéréts 
pendant une année supplémentaire. Les interéts. . . 


Le président: Ils n'ont pas a payer dimpot la-dessus. 


M. Lalonde: Le moment de payer des impots sur 
lintérét accumulé sera retardé d'une année et coincidera 
avec la date ott l'intérét sera effectivement versé. 


Le président: Mais ils continueront a devoir payer des 
impots sur les intéréts de 1984? 


M. Lalonde: Ils devront payer des impots sur tous les_ 
intéréts accumulés sur les obligations d’épargne du 
Canada de 1981. Tous ces intéréts seront payés en 1988, et 
cest en 1988 quils paieront leurs impots la-dessus. 


M. McCrossan: Qu’en est-il des autres effets qui sont 
payables d’aprés les reégles de report. par exemple les: 
rentes différées 4 prime unique? Elles aussi doivent étre_ 
déclarées en méme temps que le contrat datant d’avant 
1981. c'est ainsi en tout cas qu’était lusage. Sont-elles: 
modifiées de la méme fagon ou est-ce que vous visez 
simplement les obligations d’épargne du Canada, mais 
non les autres placements qui leur font concurrence? 


M. Lalonde: L’amendement ne s’applique pas 
spécifiquement aux obligations d’épargne du Canada, mais; 
a tous les placements auxquels s'appliquent les regles de. 
report d’impot. Tout sera. . . 


M. McCrossan: Cela s’appliquerait donc également aux 
rentes différées a prime unique? 


Mme Muirhead: Cela ne s’applique pas aux contrats. 
d’assurance, auxquels ressortissent les rentes différées. 
Mais nous avons, dans ce budget, introduit certaines 
mesures d’allégement pour ces contrats de rente. 


-M. McCrossan: Je crois savoir qu’elles existaient pour 
les contrats de rente. 


Mme Muirhead: C’est exact. S’ils sont transformés en 
rentes avant la fin de cette année, ils sont considérés' 
comme rentes prescrites. 


M. McCrossan: Je comprends: ceux qui ne sont pas. 
transformés en rentes cette année. .. Vous voulez dire que. 
si les gens ont mis de cété de l’argent et l’ont confié au 
gouvernement du Canada, ils bénéficient d'un allégement 
fiscal, mais s’ils l’ont placé dans des rentes différées a 
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the end of 1987 for those that invest outside the 
Government of Canada and 1988 for those that invest 
inside. Is that equity? 


* 1600 


Mr. Lalonde: The items covered under the insurance 
policy types of provisions in clause 12.2) are not 
changed: they remain the same. The items that are 
covered— 


Mr. McCrossan: Staying the same means the end of 
1987 if they are not annuitized. 


Mr. Lalonde: That is items that 


covered— 


right. The are 


Mr. McCrossan: Sorry, but how do you justify that 
other than the fact that you are treating your own 
customers better than you treat anybody else’s customers”? 


Mr. Lalonde: If | could complete the thought, the items 
covered under section 12.11, which are all other 
investment contracts more in the direct nature of debt. 
will all benefit by this new rule including provincial 
bonds and including long-term— 


Mr. McCrossan: The number of compound deferred 
instruments is very limited. 


Mr. Lalonde: A number of provincial bonds fall within 
the same consideration, so I think the distinction is more 
between the insurance type of investments and the more 
straightforward debt type of investment. 


Mr. McCrossan: And what essential difference do you 
see between an SPDA and a Canada Savings Bond when 
they both run on a compound basis? ; 


Ms Muirhead: Perhaps the difference is that the series 
36 bonds mature in 1988, so that relieving the 1987 
‘reporting requirements for those made some sense, but— 


__ Mr. McCrossan: It made sense because they did not 
have cash in their hands, but the people who have the 
SPDAs do not have cash in their hands either. What you 
are saying is that you need a relieving provision because 
people do not have their cash in their hands to pay taxes. 
But they do not have cash in their hands with the other 
instruments either and you are saying those ones should 
be hit somehow, whether the people have cash in their 
hands or not, because that is equitable. But your 
Particular customers that you are concerned about who 
do not have cash in their hands should have relieving 
Measures. That smacks a bit of hypocrisy. 
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prime unique, les mémes régles continuent a s'appliquer. 
La premiere date de déclaration est la fin de 1987 pour 
ceux qui ont placé leur argent ailleurs qu’auprés du 
gouvernement du Canada, et 1988 pour ceux qui Uont 
placé en obligations d’épargne du Canada. Est-ce Justice? 


M. Lalonde: Les articles couverts par les dispositions 
du genre contrat d’assurance au paragraphe 12.2) n’ont 
pas change: les articles qui sont couverts. . . 


M. McCrossan: Si la régle n’a pas changé. cela signifie 
la fin de 1987 s‘ils ne sont pas transformés en rentes. 


M. Lalonde: C’est exact. Les articles couverts. . . 


M. McCrossan: Excusez-moi, mais comment justifiez- 
vous cela si ce n’est que vos clients bénéficient d'un 
traitement privilégié, a la différence des clients d’autres 
institutions? 


M. Lalonde: Si vous me permettez de terminer, je 
préciserais que lesarticles couverts 4 article 12.11. a 
savoir tous les contrats d’investissement qui relévent 
davantage de la dette, bénéficieront tous de cette nouvelle 
régle, dont les obligations provinciales ainsi que. . . 

M. McCrossan: Le differes 
composes est trés limité. 


nombre d instruments 


M. Lalonde: Un certain nombre d’obligations des 
provinces tombent dans la méme catégorie, et la 
distinction porte davantage sur les investissements du 
genre assurance et les investissements qui relévent 
davantage de la dette ordinaire. 


M. McCrossan: Et quelle différence voyez-vous, pour 
l’essentiel, entre une rente différée 4 prime unique et une 
obligation d’€pargne du Canada, alors que toutes les deux 
ont un intérét composé? 


Mme Muirhead: La différence réside peut-étre en ce 
que les obligations de la série 36 viennent a échéance en 
1988, de sorte qu’il est assez logique d’apporter un 
allegement pour celles-ci dans les dispositions de 
déclaration de 1987, mais. . . 


M. McCrossan: C’était logique parce que les gens ne 
touchaient pas l’argent, mais les détenteurs de rentes 
différées ne le regoivent pas non plus. Vous voulez dire 
qu’il faut un allégement parce que les gens n’ont pas 
argent en espéces pour payer les impdOts, mais ils ne l’ont 
pas davantage pour les autres instruments, et cela ne vous 
empéche nullement de les imposer, qu’ils aient ou non 
Vargent, parce que c’est €quitable. Mais les clients qui 
vous tiennent a coeur, et qui ne touchent pas l’argent, 
doivent bénéficier de mesures d’allégement. Voila qui a 
un relent d’hypocrisie. 
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Mr. Lalonde: [ think the point Carol was making was 
that the change we are proposing in the context of the 
debt rules will resolve a problem that is a particular 
problem for this year. The same— 


The Chairman: It will resolve the debt ones, but it does 
not resolve what Paul is talking about, the inside build-up 
of insurance policies or the annuity contracts. 


Mr. McCrossan: Annuity contracts. 


Mr. Lalonde: hat is correct. although with the annuity 
contracts there was no particular problem with 1987. It is 
an ongoing issue which will be the same ongoing issue 
with any of the other investment contracts. This only 
changes the 1987 year effect of pre-1982— 


Mr. McCrossan: Do all these provincial contracts you 
mentioned mature in 1987 as well. or do the measures 
apply to ones that mature in 1988 and 1989? 


Mr. Lalonde: The measures also apply to the ones that 
mature in 1988 and 1989. 


Mr. McCrossan: Right. That is exactly my point. You 
have structured it around the Canada Savings Bond issue, 
but you have grandfathered those other similar issues 
issued by provincial governments which do not happen to 
have an 1987 maturity. But on the ones issued by the 
private sector you have said no, this is a different kettle of 
fish: this is an ongoing problem, and even though they do 
not have the cash they have to pay the tax up front. Either 
everybody should pay the cash up front, whether they 
have received it or not, or everybody should get the tax 
relief. You are saying that your customers get special 
breaks compared to any other customers. 


Mr. Lalonde: [I understand what you are saying. Just to 
correct the record, any debt type of instrument issued by 
the private sector would, as well, qualify under this— 


The Chairman: Sure, for the extra year, but if it 
happened to mature in 1989 then this would not help it. 
It would only help it for 1988. 


Mr. McCrossan: It gets it a little closer. 


Mr. Lalonde: That is right. If we defer it by the one 
year, it is the same thing that it does to the 1981— 


Mr. McCrossan: But the justification for picking this 
One year was to accommodate the big CSB issue. 


The Chairman: We could we not have picked 1992 or 
something? 

Mr. Lalonde: The issue we were trying to address was, 
as is correctly pointed out, the large amount of CSBs that 


were going to become due in 1988. That is the one issue 
we were trying to address, and that is why the proposal 


Finance and Economic Affairs 


18-11-1987 


| Translation | 

M. Lalonde: Ce que Carol voulait dire, c'est que la 
modification que nous proposons a ces régles résoudra un 
probléme particulier a cette année. Le méme. .. 


Le président: La modification résoudra le probleme des 
dettes, mais non celui dont parlait Paul, a savoir 
accumulation des contrats d’assurance ou des contrats de 
rente. 


M. McCrossan: Les contrats de rente. 


M. Lalonde: C’est exact, encore que dans ce cas, il n’y 
ait pas de probieme particulier pour 1987. @éstsune 
question permanente qui se posera de la méme maniere 
avec tout autre contrat d’investissement. Cette mesure ne 
modifie que effet, en 1987, des contrats datant d’avant 
1982... 


M. McCrossan: Est-ce que tous les contrats provinciaux 
dont vous parliez viennent également a échéance en 1987, 
Ou ces mesures s’appliquent-elles a ceux qui viennent a 
échéance en 1988 et en 1989? 


M. Lalonde: Ces mesures s’appliquent également a ceux 
qui viennent a échéance en 1988 et en 1989. © 


M. McCrossan: Bon, c’est exactement ce que je disais. 
Ces mesures ont été formulées en fonction de |’émission 
des obligations d’épargne du Canada, mais vous avez 
transformé en droit acquis les autres Emissions semblables 


des gouvernements provinciaux qui ne viennent pas a | 


échéance en 1987. Quant 4 celles qui sont émises par le 


secteur privé, vous avez opposé une fin de non-recevoir | 


en disant que c’est une tout autre question. un probleme | 
permanent et que les gens regoivent ou non Vargent, ils | 


auront a payer leurs impots d’avance la-dessus. La régle | 
devrait étre la méme pour tous, que les gens aient ou non — 


encaissé leurs effets, et tout le monde devrait soit payer les | 


imp6ts d’avance, soit bénéficier de l’allegement fiscal. Vos 
clients sont donc favorisés. 


M. Lalonde: Je comprends ce que vous voulez dire, 
mais je voudrais simplement préciser que toute obligation 
qui est émise par le secteur privé bénéficierait également, 
aAVEG CES, 

Le président: Oui, pour une année supplémentaire, 


mais si cet instrument venait 4 échéance en 1989, il n’en 
bénéficierait pas, mais seulement pour 1988. 


M. McCrossan: Mais cela diminue l’écart. 


M. Lalonde: C’est exact. Si nous différons les impots 
d’une année, 
198th) 
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il en va de méme pour l’émission de- 


M. McCrossan: Mais la justification dans le choix de ’ 


cette année-la, c’était de tenir compte de 
émission d’obligations d’épargne du Canada. 


Le président: Est-ce que nous n’aurions pas pu choisir 
1992, par exemple? 


M. Lalonde: Nous visions, comme il a été dit a juste 


la grosse — 


titre, la grosse émission d’obligations d’épargne du Canada | 


qui allait venir a échéance en 1988. C’était la notre cible, 


et c’est pourquoi la proposition ne s’applique qu’aux » 
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applies only to the debt type of instrument, while it does 
pick up the other types of debt instruments that are not 
CSBs, but that are long-term investment contracts that 
may happen to mature in 1988, or may in fact mature at a 
later date. 
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The Chairman: How much of this stuff is outstanding, 
aside from the CSBs? 


Mr. Lalonde: There are some preliminary numbers 
around the department, but I do not have them. 


The Chairman: Could you find those for us? This 
solves your CSB problem, I understand that. But if there 
is very little beyond that, then why do we not just extend 
them all and let them run themselves out, if there is not 
very much of a problem? The CSB problem was created 
by the same Minister who created the problem of stopping 
these deferrals. As a matter of fact, the issue was made— 


Mr. McCrossan: The same civil service, not the same 
Minister. 


Mr. Farber: Mr. Chairman, are you suggesting that all 
instruments be allowed to run to their maturity? 


The Chairman: [| want to know what is outstanding at 
1988. If there is very little outstanding, other than the 
CSB issue, then why would we not just let them all run 
out? There is not very much tax to be gained. and if there 
is not very much tax to be gained, what are we doing 
here? All we are doing is making some people very 
unhappy who are going to come to us and say they cannot 
get their money from their annuity company, or their 
trust company, or their province. or whoever issued these 
darned things to them, and they are going to have to pay 
tax on interest. Not only that, by extending it the extra 
year, we have made it even worse for them. They are 
going to wind up with interest from 1982 right through, 
Or interest from the beginning of their instrument right 
through, I guess. 


Mr. Lalonde: Mr. Chairman, if I could go back to my 
comment about the preliminary numbers that were 
available at the department, those numbers are related to 
provincial bonds. We have some idea of how many 
provincial bonds are out there. We do not have any 
figures on other types of bonds that are out there—private 
sector long-term bonds. That kind of information is not 
available to us. Certainly to put in a carte blanche 
exception from the interest accrual rules, which 
fundamental policy has been accepted, is a very dangerous 
thing to do in the absence of knowing what it is you are 
excepting. 

The Chairman: That is right. That is why I wanted to 
know what we were excepting. 


Mr. Layton: I understand it is what we would be doing 
if we could try to find a consistency of fairness for all the 
holders, private or public sector, that we would be 
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instruments de la catégorie dette. ramenant dans la méme 
catégorie les créances qui ne sont pas des obligations 
dépargne du Canada, mais qui sont des contrats 
dinvestissement a long terme qui. par hasard, viennent a 
echéance en 1988, ou éventuellement a une date 
ultérieure. 


Le président: A part les obligations d’épargne du 
Canada, combien de tout cela est-il encore en circulation? 


M. Lalonde: Il y a des chiffres 
ministere, mais je ne les ai pas ici. 


préeliminaires au 


Le président: Pourriez-vous les obtenir pour nous? Je 
vois comment cela regle la difficulté que vous avez avec 
les obligations. Mais s‘il n’y a pas grand-chose a part cela, 
pourquol ne pas les proroger toutes jusqu'a échéance, si 
cela ne cause pas de grosses difficultés? Le probleme des 
obligations a été créé par le méme ministre qui a créé le 
probleme causé par linterdiction des reports. De fait. 
cette Emission. . . 


M. McCrossan: La méme administration, pas le méme 
ministre. 

M. Farber: Monsieur le président, préconisez-vous de 
laisser aller jusqu’a €chéance tous les effets? 


Le président: Je veux savoir ce qui reste en circulation 
en 1938) Sl yoa ipew deffets ens circulation, ar part cles 
obligations. pourquoi ne pas les laisser courir tous? Il n’y 
a pas beaucoup dimpot a récolter, alors a quoi bon? Le 
seul résultat, c’est que nous indisposons pas mal de gens 
qui viendront se plaindre ici de ne pas pouvoir encaisser 
aupres de leur fiducie ou de leur compagnie d’assurances 
ou de la province, enfin de quiconque a €mis ces sacrés 
effets, et de devoir payer de Vimpot sur lintérét. Pis 
encore, l'année supplémentaire que nous avons accordée 
rend leur situation plus difficile encore. Ils vont se 
retrouver avec de linterét qui va courir de 1982 jusqu’a 
l'echéance ou a partir de l'année d’émission, je suppose. 


M. Lalonde: Monsieur le président, je voudrais revenir 
sur ce que je disais a propos des chiffres préliminaires que 
nous avons au ministere. Ils portent sur les obligations 
provinciales. Nous avons une idée approximative du 
nombre d’obligations provinciales en circulation, mais pas 
sur les autres types d’obligations a long terme émises par 
le secteur privé. Ces renseignements-la, nous ne les avons 
pas. Si lon ne sait pas quels effets seront exonérés 
d’impot, il est tres dangereux de tout soustraire aux régles 
de déclaration des intéréts selon la méthode de 
comptabilité d’exercice. 


Le président: Tout juste. C’est précisément pour cela 
que je voulais savoir quels effets étaient exonérés. 


M. Layton: C’est ce qui arriverait si l’on essayait 
d’appliquer la méme reéegle a tous les détenteurs 
d’obligations, du secteur privé ou du secteur public, en 
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deferring tax to be paid. There would not be any loss of 
revenue, it would be a deferred revenue—is that right?— 
going back until cash was received to pay the taxes. 


Mr. Lalonde: That is right. The effect of this proposal is 
to defer by one year the tax payable on all these types of 
debt-type investment contracts. 


Mr. Layton: I sense. Mr. Chairman, from your remarks 
and Paul’s that it is inconsistent and it is unfair, that in 
order to create this we are— 


The Chairman: An unfair rule that should have been 
abolished long ago. It is wrong. It was a bad— 


Mr. Layton: The offset is a few dollars have been 
deferred. I do not know how many. 


The Chairman: People bought these instruments before 
the 1981 budget. They were tied in to fixed contracts. The 
government went along and said we will let you have 
until 1987 either to cash your contracts and pay your 
income tax or you are going to have to pay the income tax 
on the interest anyway. The government is coming along 
now and saying whoops. we made a mistake: we have 
issued a bunch of Canada Savings Bonds and it would not 
be fair to our specific customers, so we are going to 
extend it so our Customers are Okay, and to hell with the 
rest of the customers. 


Mr. Layton: What would be required to make it all fair, 
Mr. Chairman? 


The Chairman: Put 2000 in there instead of 1988; that 
would solve the problem. I think that would solve the 
problem, Mr. Farber. 


Mr. Farber: It would defer the tax on the income until 
the year 2000. Mr. Chairman. I will agree that it will 
accomplish that. 


Mr. Layton: Would it not be payable when received? 
The Chairman: It is payable when received anyway. 


Mr. Layton: It does not have to be up to 2000. It could 
be in 1989 or 1990. 


° 1610 


The Chairman: As those things fell in, they would all 
be phased. 


Mr. Farber: It could be 2000. 
Mr. Layton: It could be. 


Mr. Farber: There may well be bonds out there with 
maturity dates of 10 or 20 years, I do not know. 


Mr. Layton: We are getting smaller and smaller and 
smaller numbers. 


Mr. McCrossan: Are there cumulative bonds that are 
not interest paying? It is hard to believe it. I am not aware 
of any 20-year cumulative non-interest-paying bonds that 
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reportant l‘impot a payer. Il n’y aurait pas de pertes de 
revenu, puisque le revenu ne serait que reporté—n est-ce 
pas?—le montant étant calculé depuis le moment ou 
‘argent a été regu pour acquitter les impots. 


M. Lalonde: C'est ga. Cette proposition a pour effet de 
reporter d'un an limpot a verser sur ces types de contrats 
de placement assimilables a des dettes. 


M. Layton: Monsieur le président, d’apres votre 
intervention et celle de Paul, j'ai impression qu'il nest 
ni uniforme ni juste, pour... 


Le president: [I s'agit d'une regle injuste qui aurait da 
étre abolie il y a belle lurette. C'est une erreur... 


M. Layton: En contrepartie, quelques dollars ont été 
reportes. Je ne sais pas combien. 


Le président: Les gens ont acheté ces effets avant le 
budget de 1981. Ils étaient assujettis a un contrat fixe. Le 
gouvernement est entrée dans la ronde et a déclaré qu‘ils 
pourraient attendre jusyu’a 1987 pour encaisser leffet et 
acquitter Vimpot sans quoi il faudrait acquitter limpot 
sur Vintérét de toute fagon. Aujourd ‘hui, le gouvernement 
se ravise et trouve que son émission d’obligations 
d’épargne lése certains de ses clients et décide de 
prolonger la période pour contenter ses clients et envoyer 
au diable les autres. 


M. Layton: Que faudrait-il faire pour que cela soit 
juste, monsieur le président? 

Le président: Fixer |échéance a l’an 2000 plutét qu’a- 
an 1988. Voila qui reglerait le probleme, monsieur 
Farber. 


M. Farber: Cela reporterait Vimpot sur le revenu | 
jusqu’a l'an 2000, monsieur le président. J°en conviens. 


M. Layton: L’impot ne serait-il pas a payer au moment 
ou lintérét a été regu? 

Le président: C’est payable sur réception de toute 
fagon. 

M. Layton: On n’a pas besoin d’aller jusqu’a l’an 2000, 
¢a pourrait étre 1989 ou 1990. 


Le président: Ce serait introduit graduellement. 


M. Farber: Ca pourrait étre l’an 2000. 
M. Layton: Ca pourrait. 


M. Farber: II est bien possible qu’il y ait en circulation 
des obligations qui n’€choient que dans 10 ou 20 ans. Je 
ne sais pas. 


M. Layton: On parle de périodes de plus en plus_ 
courtes. 


M. McCrossan: Y az-t-il des obligations a intérét | 
composé qui ne comportent aucun paiement d’intérét? | 
J'ai mal a le croire. Je n’ai jamais entendu parler. 
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were around. If you are talking about compound dobligations cumulatives de 20 ans qui ne comportent 

miterest— aucun paiement dintérét. Si vous parlez dintérét 
compose. . . 


The Chairman: There may be 10-year stuff though. 


Mr. Layton: Ten years would be all right. 


‘Mr. Farber: There certainly are some 10-year bonds. 
There are certainly many 10-year provincial bonds. as far 
as I understand. 


Mr. McCrossan: From a morality point of view. how 
do you come to grips with saying that you are going to 
nail a provincial 10-year compound bond, but that it is in 
the public interest to exempt a 7-year or 8-year 
Government of Canada bond? Our taxpayers will not 
have the money to pay the tax: that is. the people who 
invested with us. Where is the morality in doing this? 


Mr. Farber: Mr. Chairman, what I am_ not 
understanding, I guess. is that we are not purporting to 
nail anything here. It is a one-year deferral. What is being 
put on the table as a recommendation— 


Mr. McCrossan: It just so happens you will recover 
your customers. 


Mr. Farber: —is a deferral to some point in time. It was 
a trust facetiously put on the table the year 2000. This 
would be deferring everything until they actually 
matured, unless they were paid beforehand. 


The Chairman: This is correct. 


Mr. Farber: We have a three-year accrual rule that has 
been put in place and has been operative— 


Mr. McCrossan: For persons after 1981. 


Mr. Farber: —and there has also been a $1.000 interest 
income exemption— 


The Chairman: There is not any more. 


Mr. Farber: —which taxpayers have had a choice. 
There is not any more; you are right. Mr. Chairman. We 
are going back to when this was instituted, where 
taxpayers did have a choice of reporting on an annual 
basis, if it served their purposes. 


Mr. McCrossan: Do you have any idea what proportion 
of the compound bonds have been reported on the annual 
basis as opposed to allowing the interest to roll up without 
reporting? 

Mr. Farber: No, I have not. 

Mr. McCrossan: It may be that you are creating 
“Something to favour your own clients but it just 


emphasizes the bad treatment of the other people. What 
does this measure? 


The Chairman: I think we have had a good discussion 
On this. We understand it, I think, so let us move on. Can 


Le président: [| peut y avoir des obligations de 10 ans. 
par contre. 


M. Layton: Dix ans, ga irait. 


M. Farber: Il y a certainement des obligations de 10 
ans. Il y a certainement beaucoup d’obligations 
provinciales de 10 ans, a ce que je sache. 


M. McCrossan: Moralement, comment justifiez-vous de 
vous en prendre aux obligations provinciales de 10 ans a 
intérét composé tout en exonérant. sous prétexte que cela 
sert Vintérét public, les obligations de sept ou huit ans du 
Canada? Les contribuables n’auront pas largent pour 
verser cet impot. Je parle de ceux qui ont investi en 
obligations du gouvernement du Canada. Moralement, 
comment justifiez-vous cela? 


M. Farber: Monsieur le président, je ne vous suis pas. 
Nous n’essayons pas de nous en prendre a qui que ce soit. 
Il s'agit dun report d’un an. La recommandation que 
nous faisons, c'est. . . 


M. McCrossan: II se trouve que vous allez récupérer 
des clients. 


M. Farber: .. . de reporter cela a plus tard. L’an 2000, 
ce n’était pas une proposition sérieuse. Cela reviendrait a 


tout reporter jusqu’a léchéance, a moins que ces 
obligations n’aient été encaissées plus tot. 

Le président: Précisément. 

M. Farber: Actuellement. il faut déclarer les intéréts 


tous les trois ans selon la méthode de comptabilité 
d’exercice. 

M. McCrossan: Pour les obligations postérieures a 
1981. 


M. Farber: [I y a aussi l’exonération d’impot de 1,000$ 
pour les revenus provenant dintérét. 


Le président: Qui n’existe plus. 


M. Farber: dont les contribuables pouvaient se 
prévaloir. Cela n’existe plus, vous avez raison, monsieur 
le président. Nous allons revenir au moment ow cela a été 
créé, a l’€poque ou le contribuable avait la faculté de 
déclarer ses intéréts tous les ans, si cela lui convenait. 


M. McCrossan: Savez-vous combien  d’intéréts 
composés ont été déclarés annuellement plut6t que de 
s’accumuler sans déclaration? 


M. Farber: Non. 


M. McCrossan: Vous créez peut-€tre ainsi quelque 
chose qui profitera a vos propres clients, mais cela ne fait 
que mettre en évidence le manque d’égards que vous avez 
pour les autres. 


Le président: La discussion a été bonne. Comme nous 
savons maintenant de quoi il retourne, continuons. Peut- 
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we go On to consequential clauses? What are master trusts 
all about? 


Mr. Farber: Mr. Chairman, the principal clause there 
is clause 50, which deals with a master trust concept. I 
will ask Carol to explain it to the committee. 


Ms Muirhead: Master trusts as we have defined them— 
and [ think as they are also referred to in the industry— 
are trusts that hold investments exclusively for registered 
pension plans. The principal change in clause 50 and the 
consequential clauses listed in clauses 37.(3), 60 and 61.(3) 
relieve some of the administrative burden for the trustees 
of these trusts. Under the existing rules these trustees must 
compute the income for tax purposes of these trusts and 
must actually distribute the income to the pension funds 
year. in order to avoid Part [ tax. We provide an 
exemption from Part I tax for these master trusts. 


The Chairman: Why” 


Ms Muirhead: Because their beneficiaries are entirely 
tax-exempt pension funds. Because they are an extension 
of tax exempt pension funds, we have also in the 
consequential changes here subjected them to the foreign 
property limits in Part XI of the act. We have excluded 
them from being considered foreign property because 
they are trusts. They would then fall into the definition of 
foreign property for the purposes of Part XI. 


The Chairman: Why would 
property? 


they fall into foreign 


Ms Muirhead: An interest in a trust by definition is 
foreign property, unless it is specifically prescribed out. 
For example, we have provided in the regulations that 
mutual fund trusts and pool fund trusts, which are 
defined things, are not foreign property. Similarly, we 
have now provided that master trusts are not. 
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The Chairman: Paul, have you: taken a look at this 
particular trust exemption? 


Mr. McCrossan: No, I have not. 


Ms Muirhead: These changes, Mr. Chairman, were 
recommended by the Trust Companies Association of 
Canada over the past year. So we discussed the changes 
with them. 


Mr. Farber: Before we move on, Mr. Chairman, on 
page 136 of the second-reading amendments that we have 
given you, we have a_ technical second-reading 
amendment. 


Ms Muirhead: These trusts, for purposes of the foreign 
property rules, can elect to be looked through under 
section 259. One of our changes earlier on was to change 
the reference to fair market value, for the purposes of 
these measures, to cost amount. This amendment changes 
that reference to cost amount in section 259. 


| Translation| 
on passer aux dispositions corrélatives? Qu/est-ce que Cc est 
que ces fiducies principales? 


M. Farber: Monsieur le président. lVarticle principal 
ici, c’est Varticle 50 qui traite des fiducies principales. Je 
vais demander a Carol de vous donner les explications 
voulues. 


Mme Muirhead: Pour nous et pour lindustrie. les 
fiducies principales sont celles qui deétiennent des 
placements uniquement aux fins des régimes enregistres 
de retraite. A UWarticle 50 et dans les dispositions 
corrélatives 37.(3). 60 et 61.(3), le principal changement 
cest qu’on enléve certaines taches administratives aux 
administrateurs de ces fiducies. Sous le regime actuel, les 
fiduciaires doivent calculer le revenu aux fins dimpot et 
le verser au fonds chaque année pour eviter d’avoir a 
payer de Vimpot en application de la partie I. Nous 
exonérons de cet impot les fiducies de ce genre. 


Le président: Pourquol? 


Mme 
pension 


Muirhead: Parce que ce sont des fonds de 
exonérés dimpot qui en sont les bénéficiaires. 
Comme ils sont le prolongement d'un fonds de pension 
exoneré dimpot. nous les avons aussi, dans les 
modifications corrélatives. assujettis aux limites sur les 
biens étrangers que lon retrouve a la page XI de la loi. 
Nous avons veillé a ne pas les assimiler a des biens” 
étrangers parce que ce sont des fiducies. [ls auraient alors 
été assimilés a des biens étrangers aux fins de la parte XI. 


Le président: Pourquoi seraient-ils assimilés a des biens 
étrangers? 


Mme Muirhead: Par définition, une participation dans 
une fiducie est un bien étranger a moins de definition 
contraire expresse. Par exemple, le reglement prévoit que’ 
les fonds mutuels ne sont pas assimilés a des biens 
étrangers. Nous avons fait de meme pour les fiducies 
principales. 


Le président: Paul, avez-vous considéré une exemption 
pour ce type de fiducie? 


M. McCrossan: Non. 


Mme Muirhead: Monsieur le _ président, ces 
modifications ont été recommandeées par |’Association des 
compagnies de fiducie du Canada l’année derniere. On en 
a discuté avec ses représentants. 


M. Farber: Avant d’aller plus loin, monsieur le; 
président, a la page 136 du recueil des amendements de 
deuxieme lecture que nous vous avons donné, il y a un 
amendement de forme. 


| 

Mme Muirhead: Aux fins des régles sur les biens: 
étrangers, ces fiducies peuvent se réclamer de l'article 259. 
Dans une modification antérieure, on était passé de la’ 
juste valeur marchande au cout indiqué. Le présent 
amendement met «cout indiqué» a l'article 259. 
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The Chairman: Then you have provincial pension 
plans. 


Mr. Farber: Before we get to that, Mr. Chairman. there 
are clauses 58 and 59, Part IV tax. His deals with 
prescribed venture capital corporations. 


The Chairman: Let us go over that one again then: 
clauses 58 and 59. Is that because venture capital 
companies are sometimes not deemed to be active 
corporations? 


Ms Muirhead: No. These changes restrict somewhat the 
exemption from Part IV tax that these venture capital 
companies presently enjoy. They enjoy a complete 
exemption from the tax under Part IV on the dividends 
they receive. So under the existing rules they could be 
investing in Bell Canada shares and not pay Part IV tax 
on those dividends, even though they are private 
companies and Part [V was designed to apply to that kind 
of situation, a private company receiving portfolio 
dividends. We have changed the rules to get back to the 
Original intention here, that Part IV should not apply to 
dividends that the venture capital companies receive from 
venture capital types of investments. 


The Chairman: You create a complication though, do 
you not, unless you have a venture capital company. . .? 
Have you had much abuse here? 


Ms Muirhead: In fact, this change was precipitated by 
the new Quebec Business Investment Corporation rules. 
We recently prescribed that type of venture capital 
corporation, and under that regime there is no control 
over the type of investment that a corporation may hold— 


The Chairman: Yes. 


Ms Muirhead: —because the Quebec assistance is an 
after-the-fact assistance. It applies only with respect to the 
venture capital type of investment that a fund registered 
under that regime makes. We were concerned that 
someone would form a Quebec Business Investment 
Corporation and make a few qualifying investments. He 
would invest in all sorts of portfolio public corporation 
shares just to get this Part IV exemption. 
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The Chairman: Am I wrong? If a private corporation 
receives dividends, they flow through to it as exempt 
income, do they not? 


Ms Muirhead: No. A private corporation is subject to 
Part IV tax. It is 25% on those dividends to the extent that 


they are from publicly traded shares. If it is receiving 
dividends from a wholly owned subsidiary, they are 
exempt. 
_ shareholders, they get this tax back. It is a refundable tax. 


When they distribute dividends to their 
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Le président: Puis il y a les régimes de retraite 
provinciaux. 


M. Farber: Avant de passer 4 cela. monsieur le 
président, il y a aussi les articles 58 et 59 de Vimpot de la 
Partie IV. Il s’agit des corporations a capital de risque 
prescrites. 


Le président: Bon, revoyons-les: articles 58 et 59. Est-ce 
parce que les corporations a capital de risque sont parfois 
reputées ne pas étre des corporations actives? 


Mme Muirhead: Non. Ces amendements limitent 
legerement l’exonération de l’impdét de la Partie IV dont 
bénéficient ces compagnies a capital de risque. Elles sont 
entierement exonérées de l'impot de la Partie IV en ce qui 
concerne les dividendes regus. Aux termes de la Loi 
actuelle, elles pourraient acheter des actions de Bell 
Canada et ne payer aucun impot de la Partie IV sur ces 
dividendes, méme s‘il s’agit de compagnies privees et que 
la Partie [IV a été congue pour s‘appliquer a ce genre de 
situation, a savoir une compagnie privée qui regoit des 
dividendes de portefeuille. Nous avons changé le 
réglement pour revenir a l’intention premiére de la Loi. A 
savoir que la Partie IV ne devrait pas sappliquer aux 


dividendes que les compagnies a capital de risque 
regoivent de placements a risque. 
Le président: Mais vous  créez une nouvelle 


complication, n’est-ce pas? A moins qu'une compagnie a 
capital de risque. . .? Y a-t-il beaucoup d’abus? 


Mme Muirhead: En fait. il a fallu apporter cette 
modification a cause des nouvelles régles de la Société de 
placement commercial du Québec. Ce genre de 
corporation a capital de risque vient d’étre prescrite et, 
sous ce régime, rien ne prescrit le genre de placement 


qu'une corporation peut détenir. . . 
Le président: Oui. 


Mme Muirhead: ... parce que l’aide du Québec est 
donnée aprés coup. Elle ne s’applique qu’aux placements 
a risque effectués par un fonds enregistré dans ce régime. 
Nous avions peur que quelqu’un crée une société de 
placement commercial québécoise et effectue des 
placements ouvrant droit a cette aide. Le propriétaire 
aurait pu acheter toutes sortes d’actions de sociétés 
publiques a seule fin d’obtenir l’exonération de l’impdt de 
la Partie IV. 


Le president: Est-ce que je me trompe? Si une 
corporation privée touche des dividendes, ils sont exempts 
d’impot, n’est-ce pas? 


Mme Muirhead: Non. Une corporation privée est 
assujettie a l’impdt de la Partie IV. I] s’agit de 25 p. 100 
des dividendes dans la mesure ow il s’agit d’actions 
publiques. Ce sont les dividendes obtenus d’une filiale en 
propriété exclusive qui sont exempts d’imp6t. Quand ces 
dividendes sont distribués aux actionnaires, l’impot est 
remboursé. 
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The Chairman: You are talking about a_ private 
investment operation. This adds another complication to a 
venture capital corporation which happens to have some 
dividend income coming in while it has some money 
parked temporarily. You create a Part IV problem for 
them and I am wondering whether it is all worth the 
effort. What are we trying to achieve by this? 


Ms Muirhead: We felt it was necessary to make this 
change to proscribe the new Quebec venture capital 
corporation. Under its rules there was no limit on the size 
of the fund and the type of investment it could make. 
Most of the other provincial venture capital regimes limit 
the fund to investing in small business. This change 
should have quite a narrow impact primarily to limit the 
kind of transactions these Quebec— 


The Chairman: Did you try to negotiate something 
with Quebec? 


Ms Muirhead: No, their act was already in force when 
we were looking to proscribe it. 


Mr. Layton: I guess the intent is that we would be equal 
with all the provinces. | wonder if Mr. Garneau can 
comment. 


Mr. Garneau: [ have no idea what we are talking about. 


The Chairman: We are talking about Part IV tax on 
these private corporations. 


Mr. Garneau: I am not aware of the details. 


Mr. Layton: As the witnesses said, apparently we are 
aiming this particular change at an anomaly in Quebec. 


The Chairman: I wonder why you did not talk to 
Quebec and see if you could get them to slightly alter 
their law. 


Ms Muirhead: I suppose we did not want any venture 
capital corporations across the country to invest to 
whatever limit they could in portfolio securities or shares 
for the purpose of just getting this Part IV exemption. 


Mr. Layton: That seems reasonable, Mr. Chairman. 


The Chairman: I suppose it is, but I do not see the 
theory behind it. I want to think about that one. 


Mr. Farber: Mr. Chairman, the principal clause is 
67.(4). It merely introduces a $500 threshold rule whereby 
penalties will not be assessed, but interest on later 
deficient remittances of source deductions including UIC 
and CPP will be charged. Penalties will not be. On page 
125 of the package of second reading amendments, there 
is a merely consequential amendment which relates to a 
cross-reference. It is a minor technical change. 
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Le président: II s’agit d’une opération de placement 
privée. Cela vient compliquer encore davantage la 
situation des corporations a capital de risque qui se 
trouvent seulement a toucher un revenu en dividendes au 
moment ou de Vargent est placé temporairement. Vous 
leur créez un probleme aux termes de la Partie IV et je 
me demande si ga vaut la peine. Quel résultat escompte-t- 
on? 

Mme Muirhead: Cette modification nous a semblé 
nécessaire a cause de la nouvelle société a capital de 
risque au Québec. Ses regles de constitution ne placent 
aucune limite sur Vampleur ou la nature du fonds 
dinvestissement qu'elle a le droit de créer. La plupart des 
autres régimes provinciaux de société a capital de risque 
limitent les placements aux seules petites entreprises. 
L’effet de cette mesure devrait étre circonscrit au Québec. 


Le président: Avez-vous essay€é de négocier quelque 
chose avec le Québec? 

Mme Muirhead: Non. la loi québécoise était déja en 
vigueur au moment ou nous avons cherché a interdire 
cela. 


M. Layton: On a essayé de mettre toutes les provinces 
sur un pied d’égalité. Peut-étre M. Garneau voudra-t-il 
nous faire ses commentaires. 


M. Garneau: Je n’ai aucune idée de quoi vous parlez. 


Le président: Nous parlons de limpot de la Partie IV 
sur ces corporations privées. 


M. Garneau: Je ne connais pas les détails de cette 
affaire. 


M. Layton: Comme lont dit les temoins, il semble que 
nous essayions de corriger une anomalie au Québec. 


Le président: Pourquoi vous n’avez pas cherché a 


obtenir du gouvernement du Québec quil modifie 
légerement sa loi. 
Mme Muirhead: Nous ne voulions pas qu'une 


corporation a capital de risque, n’importe ou au pays, 
n’investisse une somme illimitée en titres ou actions de 
portefeuille uniquement pour étre exonérée de l’impot de 
la Partie IV. 


M. Layton: Ca me semble raisonnable, monsieur le 
président. 


Le président: Je suppose que ga l’est, mais je ne veux 


pas que le principe préside a cette mesure. Laissez-moi y 
réfléchir. 

M. Farber: Monsieur le président, l’article principal est 
le 67.(4). On crée un seuil de 500$ au-dela duquel les 
pénalités ne seront pas calculées, mais l’intérét sur les 
versements en retard ou manquants pour des retenues a la 
source comme l’assurance-chOmage et le RPC sera exigé. 
Les pénalités ne le seront pas. A la page 125 du deuxieme 
recueil d’amendements de deuxiéme lecture, on retrouve 
un amendement corrélatif 4 propos d’un renvoi. C’est un 
amendement de forme mineure. 
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The next clause, Mr. Chairman, relates to prescribed 
prizes. The principal clause is 15.(2), which is a provision 
that excludes the exclusion of a prescribed prize from 
income. 


The Chairman: Why do you call it a prize? Oh. I see: 
subject to a $500 de minimis rule. must include as income 
any amount or any prize received. 


Mr. Minaker: Is this a trip to Hawaii or something like 
that for top salesman in the unit? 


Mr. Lalonde: No, it is not that type of thing. It is a 
prescribed prize that is prescribed by the regulations. The 
regulation we put out with the technical notes released in 
June 1987 talks about a prize, which is recognized by the 
general public and which is awarded for meritorious 
achievement in the arts sciences or services to the public, 
but does not include any prize that can reasonably be 
regarded as having been received as compensation for 
services rendered or to be rendered. 


The Chairman: How much do we hope to get out of 
people? 


Mr. Layton: This includes the Nobel Prize. 


Mr. Lalonde: Yes. This is not a tightening provision. 
This is not a provision designed to impose a tax. There is 
a tax already there. This is an exception— 


The Chairman: I see. This is a de minimis ruling. 


Mr. Lalonde: No, it is not the de minimis rule, which 
was there already. This is a rule to exempt prescribed 
prizes from the existing rule, which requires that all prizes 
be included in income. The type of prescribed prizes we 
are looking at are publicly recognized prizes for 
meritorious achievement. An example, as -was pointed 
Out, would be the Nobel Prize. 


Mrs. Collins: Would it include things like the big one 
the Royal Bank gives every year? 


Mr. Lalonde: We are very concerned not to get down a 
road where we would have to prescribe a plethora of 
prizes. We intend to put in a general rule about prizes 
that are generally regarded by the public as being in 
respect of meritorious endeavour in a field. The Royal 
Bank prize, to the extent I understand it, is a prize in 
respect of excellence in literature and is one that may 
qualify, although, as I say, while I understand it is in 
respect of that, I do not have the detailed knowledge of 
the prize to tell you whether it is one that is, in the 
general public concept, one that is considered to be 
awarded for meritorious achievement, unlike the Nobel 
Prize, which is one that is a little better known. 


Mrs. Collins: Who would decide? 
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L’article suivant, monsieur le président. concerne les 
récompenses visées. Le sous-alinéa 2 de l'article 15 est le 
plus important, qui rétablit Vobligation d‘inclure dans le 
revenu toute recompense touchée. 


Le président: Pourquoi appelez-vous cela une 
récompense? Oh, je vois: il doit inclure dans son revenu 
Vexcédent, sur SO0$, du montant qu'il regoit a titre de 
recompense. 


M. Minaker: Est-ce que cela vise le voyage 4 Hawaii ou 
un prix quelconque attribué au plus gros vendeur? 


M. Lalonde: Non, ce n'est pas ce genre de chose qui est 
visée. Il s’agit dune récompense visée par le réglement. 
Le reglement, ainsi que les notes techniques publiées en 
juin 1987, parlent de récompense, soit de récompense 
reconnue par le public et déccrnée pour une oeuvre 
méritoire réalisée dans le domaine des arts. des sciences 
ou des services au public. Elles n’en sont pas pour les 
montants qu’il est raisonnable de considérer comme regus 
en compensation pour services rendus ou a rendre. 


Le président: Vous appelez cela une fagon d’encourager 
les gens? 


M. Layton: Le prix Nobel est compris la-dedans. 


M. Lalonde: Précisément. Il ne s’agit pas d’un 
resserrement de la Lot, d’une disposition destinée a 
imposer un nouvel impot. Liimpot existe déja. Il s’agit 
d’une exception. . . 


Le président: Je vois. La régle de minimis. 


M. Lalonde: Non, la régle de minimis est déja en 
vigueur. Il sagit d’une regle permettant d’exonérer les 
récompenses -visées et qui est abolie, et désormais toutes 
les recompenses doivent étre incluses dans le revenu. Ce 
qui nous intéresse, ce sont uniquement les récompenses 
reconnues par le public et décernées pour une oeuvre 
méritoire. Nous avons donné comme exemple le prix 
Nobel. 


Mme Collins: Est-ce que cela inclurait le gros lot 
décerné chaque année par la Banque Royale? 


M. Lalonde: Nous ne voulons surtout pas avoir a 
exclure toutes sortes de recompenses. Nous voulons une 
régle générale sur les récompenses reconnues par le 
public et décernées pour une oeuvre méritoire dans un 
domaine quelconque. Le prix accordé par la Banque 
Royale, dans la mesure ou je suis au courant, couronne 
une réussite littéraire particuliére et, 4 mon avis, pourrait 
tomber sous le coup de la Loi, mais je ne connais pas 
suffisamment le détail et je ne sais pas vraiment s’il s’agit 
la d’une récompense reconnue par le public et décernée 
pour une oeuvre méritoire, alors que le prix Nobel est un 
peu mieux connu. 


Mme Collins: Qui va trancher? 
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Mr. Lalonde: This would be the decision of Revenue 
Canada in the context of their administration of the 
Income Tax Act and the regulations promulgated 
pursuant thereto. 


Mr. Layton: Would it apply to those prizes that are 
related to medical science, for instance, and research, 
where one or other of the corporations, organizations or 
institutions might award a prize to a doctor in his field to 
continue research in cancer? Obviously this was not 
intended to catch such a prize in the net, was it? In other 
words, I have to get used to this; this is proposed to 
exempt certain ones. Would the type I am talking about 
be exempted? 


Mr. Lalonde: For perhaps a better way or a different 
way to look at it would be to ask would we want to 
exempt a prize where a corporation had six research 
scientists on staff and every year would give each one of 
those scientists a prize? Clearly not. This is why we have 
designed our regulation to specify a prize that is publicly 
regarded as being a prize generally available and that is 
there for meritorious achievement in a field. 


° 1630 
The Chairman: Who pressed for this amendment? 


Mr. Lalonde: This amendment was brought to our 
attention by Revenue Canada as a result of their internal 
review. [It concluded that the existing provisions would 
require taxability of the Nobel Prize, contrary to the 
situation in most countries. 


The Chairman: But your statute says the Minister can 
exempt anybody, does it not? 


Mr. Lalonde: The exemption was provided as a prize to 
be prescribed by the Governor in Council. The reason for 
the prescription is that we could not put into the Income 
Tax Act an exemption in respect of the Nobel Prize when 
there are other equally meritorious prizes the Department 
of Finance may not be aware of. It would be cumbersome 
to have to amend the act every time new representations 
came to our doors. 


This problem was brought to the attention of Revenue 
Canada by a 1983 court case. I believe it was the Savage 
case. It provided an unintended tax preference that was 
fixed in 1985, as well as this unintended application to 
prizes of a general public nature. The unintended tax 
preference was recognized and corrected early. The other 
change, which inadvertently required taxability of more 
public prizes, was indentified a little later and was made 
retroactive to 1983. 


The Chairman: I have difficulty with this thing. Some 
young person is going to a university; he is given a 
scholarship. We make him pay tax on that. Someone gets 
a great big prize from an international committee; he is 
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M. Lalonde: Le ministere du Revenu, dans le cadre de 
Vadministration de la Loi sur le revenu et du reglement 
afferent. 


M. Layton: Est-ce que la loi s'appliquera aux prix 
décernés dans le domaine des sciences médicales, par 
exemple, ou pour des recherches, lorsqu’une ou plusieurs 
sociétés, Organisations ou institutions accordent une 
recompense a un médecin qui fait de la recherche sur le 
cancer dans son domaine de spécialisation? L’intention 
n’était sdrement pas de couvrir ce genre de recompense, 
n’est-ce pas? En d’autres termes, tl va falloir qu’on s’y 


habitue: certaines récompenses seront exonérées, mais. 


dans, le.-cas. que, je. «cite, d’une 


exoneérée? 


s‘agit-il recompense 

M. Lalonde: Une meilleure fagon de voir les choses 
serait de se demander par exemple si la recompense n‘est 
pas imposable lorsque la société a six hommes de sciences 
parmi son personnel qui se consacrent a la recherche et 
que chacun d’eux regoit chaque année une récompense? 
Certainement pas. C’est pourquoi nous avons un 
reglement qui précise qu il doit s’agir d'une recompense 
reconnue par le public et décernée pour une oeuvre 
méritoire dans un domaine quelconque. 


Le président: Qui a insisté pour avoir cet amendement? 


M. Lalonde: Il a été suggéré a Revenu Canada, suite a 
examen interne. Contrairement aux dispositions qul 
existent dans la plupart des autres pays, le Prix Nobel 
devait en effet étre considéré comme imposable. 


Le président: Mais on dit dans la Loi que le ministre | 


peut accorder une exemption, s il le veut? 


M. Lalonde: L’exemption prévue pour une recompense 
visée peut étre accordée par le gouverneur en conseil. La 
raison, c’est qu'il n’était pas possible de préciser dans la 
loi qu’une récompense du type Prix Nobel serait 
exemptée alors qu'il y a peut-étre d’autres récompenses 


{ 


tout aussi méritées dont le ministére des Finances ignore | 
peut-étre l’existence. Ce serait trop compliqué d’amender — 


la loi chaque fois que quelqu’un cogne a notre porte. 


C'est une poursuite devant les tribunaux, en 1983, qui | 


a attiré la-dessus l’attention de Revenu Canada. Je pense 
qu'il s’agissait de l’affaire Savage. En 1985 cela a donné 
lieu a des traitements fiscaux préférentiels qui n’avaient 
pas été prévus, pas plus que lapplication a des 
récompenses publiques. Quand on s’en est rendu compte, 
Vanomalie a été rectifiée rapidement. C’est un peu plus 


tard seulement qu’on s’est apercu que, par inadvertence — 


aussi, la plupart des récompenses publiques devenaient 


taxables, et la mesure a €té rendue rétroactive a partir de | 


1983: 


Le président: Je n’aime pas beaucoup cela. Prenez le 


j 
; 


| 
( 


cas d’un jeune homme qui va a l’université et qui recoit | 


une bourse. Il doit €tre imposé sur 
Quelqu’un qui recoit une grosse recompense d’un comité 


cette bourse. © 
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probably earning lots of money anyway; he goes overseas 
and gets presentations; and it is okay for him to have 
some tax-free money. [ just do not know how you 
designate. [ do not know how you say that somebody who 
earns a scholarship at a university is going to pay tax, but 
a Minister by Order in Council can designate someone 
else's prize to be tax-free. 


Mr. Lalonde: Two points I would make on that: one is 
that the taxability of scholarships is not something that 
was implemented as a result of Bill C-64: that was an 
existing feature of our tax system. 


The Chairman: [ appreciate that. 


Mr. Minaker: Then we have George Bell. Poor George 
won $50,000 for MVP with the Toronto Blue Jays. 


The Chairman: Because he was with the Blue Jays, he 
will be exempt. 


Mr. Lalonde: The other point is that the scholarship 
income by the fellow who is in university is subject to a 
$500 de minimis rule, which he does not have to include 
in income. 


To the extent that the excess is included in income, the 
individual would still qualify for his basic personal 
exemption and the basic personal tax credit. So the 
amount would be taxable only in those situations where 
the individual receives scholarship income in such an 
amount that it exceeded all of his personal exemptions as 
well as the $500 de minimis rule. 


The Chairman: You go after people making $9,000 and 
$10,000 a year going to university. yet people getting big 
prizes because they are hot-shots are to be exempted. 


s-LO35 


Mr. Lalonde: [ cannot comment on the politically hot- 
shot, although prizes such as the Nobel Prize I think are 
internationally recognized as being apolitical and 
therefore a meritorious achievement. 


The Chairman: Okay. And George Bell is apolitical 


ALO. 


Mrs. Collins: He would not qualify. 


Mr. Farber: The next clause, Mr. Chairman, deals with 
prescibed provincial pension plans. The principal clause 


Is there. There are two clauses, including some second- 


reading amendments, which I will refer you to in a 
moment. One deals with subclause .15.(1) and the other 
with clause 17. There are a number of other consequential 
Changes dealing with retirement compensation 
arrangements that we will deal with when we get to the 


principal clause for that a little later on. 
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international a, de toute fagon, un salaire assez 
confortable, il peut se rendre a étranger pour toucher 
ces recompenses mais lui n’a pas besoin de payer d impot 
sur cette recompense. Je vois mal comment vous pouvez 
decider cela. Je vois mal comment on peut taxer la bourse 
du jeune homme qui va a luniversité et comment le 
ministre, par arrété en conseil, peut décréter que la 
recompense gagnée par quelyuun ne sera pas imposée. 


M. Lalonde: J'ai deux arguments a cet égard: d'une 
part. si les bourses de scolarité sont imposables. ce nest 
pas a cause de adoption du projet de loi C-64: cela a 
toujours été le cas dans notre régime fiscal. 


Le president: Et je men rends compte. 


M. Minaker: Et puis. nous avons George Bell. ce 
pauvre George qui a gagné 50,000$ comme joueur le plus 
utile des Blue Jays de Toronto. 


Le président: Parce qu’il travaille pour les Blue Jayes, 
il est exonéré. 


M. Lalonde: Mon deuxiéme argument. c'est que la 
bourse que regoit le jeune homme qui va a luniversité 
releve de la régle de minimis et il nest pas obligé de 
l‘inclure dans son revenu. 


Dans la mesure ou l’excédent est inclus dans le revenu. 
la personne a toujours le droit de réclamer son exemption 
personnelle et son crédit d’impot de base. Ainsi, cette 
bourse ne deviendra imposable que si le montant deépasse 
ses exemptions personnelles ainsi yue les 500$ permis aux 
termes de la regle de minimis. 


Le président: Vous vous en prenez a des Jeunes qui 
vont a Vuniversité et qui ont 9,000$ ou 10,000$ de revenu. 
mais les gros bonnets qui .touchent de grosses 
recompenses, du_ fait méme leur importance, se 
trouvent exemptés. 


de 


M. Lalonde: Je ne veux pas parler des gens qui ont des 
relations politiques, méme si des prix comme le Prix 
Nobel, reconnu par tous les pays au monde comme un 
prix non politique  représente certainement le 
couronnement d’une oeuvre méritoire. 


Le président: Bon. George Bell est non politique, lui 
aussi. 


Mme Collins: Ca ne s’applique pas a lui. 


M. Farber: Dans l’article suivant, monsieur le 
president, on parle des régimes provinciaux de pensions 
prescrits. C’est l'article principal. Il y en a deux, y 
compris des amendements a l’étape de la deuxiéme 
lecture, et j’en parlerai dans un instant. L’un se rapporte a 
l’article 15.(1) et l'autre a l’article 17. I! y a un certain 
nombre d’autres amendements qui en _ découlent 
concernant les versements de retraite mais nous en 
parlerons plus tard lorsque nous étudierons Ul article 
principal. 
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Basically, of these two clauses, one requires the 
inclusion of payments out of a prescribed pension plan. 
primarily to address the Saskatchewan pension plan issue. 
to bring that in line with all other pension plans. It also 
permits a taxpayer to deduct contributions he makes to 
his account in the plan. 


As well. there are a number of very technical changes 
in the second-reading amendments on page 22, some of 
which deal with the retirement compensation 
arrangements as well. But the first change deals with an 
exclusion of a prescribed provincial plan from the 
attribution rules. The next one deals with some technical 
changes in retirement compensation arrangements. which 
we can deal with as we get into that clause later on. Page 
60 again deals with a cross-referencing consequential 
change to the prescribed provincial pension plans. 


Mr. McCrossan: Was the issue here that prescribed 
pension plans set up by provincial governments for their 
own employees are not registered? 


Mr. Farber: That is right. 


Mr. McCrossan: So they are not covered under the 
clause that would deal with registered pension plans. So 
what you are picking up in income is the vested pay-outs 
of the money-purchase Saskatchewan plan. That is the 
intent, is it not? 


Mr. Farber: Both the pay-outs as income and the 
contributions as deductions. 


Mr. McCrossan: One of the things that concerned me 
about that concept was [ did not think a prescribed 
provincial pension plan necessarily had to follow the 72— 
13 or 7 rules on plan design, and indeed, the 
contributions and the formula could be offside. I 
wondered whether you might well be doing something in 
grandfathering them or treating them in this way that 
implicitly exempts them from the October 1986 
memorandum, which limits offside plans and says offside 
plans have to phase out by 1990. By bringing them in in 
this way, are you effectively taking them out from under 
the ambit of the changes so that the offside provincial 
plans do not need to be fixed up? That certainly was not 
the intention of the Minister at the time he announced 
that all offside plans had to be brought onside by 1990. 


Mr. Farber: While [ do not want to speak with a lot of 
authority on this, I can assure you the intention would 
certainly not be to allow an offside pension plan to 
become a registered plan, and I would think we would 
not— 


Mr. McCrossan: What I was getting at is if an offside 
pension plan requires contributions greater than those 
provided under an onside pension plan and now you are 
allowing a contribution to be deductible, that in effect 
gives carte blanche to the provinces to set up offside 
pension plans and to reopen the loophole we were trying 
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Si Von prend ces deux articles. essentiellement lun 
exige d’inclure dans le revenu les montants verses aux 
termes du régime de pensions prescrit. particulierement 
dans le cas du Saskatchewan pension plan pour qu ‘il soit 
conforme aux autres régimes de pensions. Cela permet 
également aux contribuables de déduire ses cotisations. 


Il y aen outre un certain nombre de changements tres 
techniques contenus dans les amendements a letape de la 
deuxiéme lecture. a la page 22. dont certains concernent 
également les modalités de retraite. Le premier 
changement toutefois concerne l’exclusion d'un régime de 
pensions provinciale prescrit de Vapplication de regles - 
d’attribution. L’autre concerne des changements 
techniques des modalités de retraite. que nous pourrons 
étudier plus tard quand nous étudierons cet article. A la 
page 60 on parle encore des modifications consécutives, 
relatives au régimes de retraite provinciaux prescrits. 


M. McCrossan: Le probleme ici tient-il au fait que ces 
régimes de pension établis par les gouvernements 
provinciaux, a lintention de leurs employés, ne sont pas 
enregistrés? 


M. Farber: Précisément. 


M. McCrossan: [ls ne sont donc pas couverts par cet 
article qui concerne des régimes de pensions enregistrés. 
Autrement dit, le seul revenu est le montant des 
cotisations versées au régime de_ retraite de la 
Saskatchewan. Cétait bien cela intention, n'est-ce pas? 


M. Farber: Tant les cotisations que les retenues a la 
source. 


M. McCrossan: Ce qui m/inquiétait, c’est que je 
m’imaginais qu'un régime de retraite provincial devait 
nécessairement suivre la regle des 72—13 ou 7 en 
concevant le régime de pensions, et le fait que les | 
cotisations et la formule pourraient échapper 4 la régle. Je_ 
me demande si vous ne pourriez pas prendre une mesure | 
quelconque pour protéger les droits acquis ou pour en 
permettre l’exonération implicite par rapport au mémoire | 
d’octobre 1986, qui restreint les régimes non _ prescrits, 
lesquels doivent disparaitre progressivement dici 1990. Si 
vous les réintégrez par ce moyen, n’est-ce pas soustraire 
effectivement ce régime a la portée de ces changements, 
de sorte que les régimes provinciaux non_ prescrits | 
n’auront plus besoin d’étre modifiés? Certes, ce n’était pas 
ce que le ministre se proposait, lorsqu’il a annoncé que 
tous les régimes non prescrits devaient étre modifiés d'ici 
1990. 


M. Farber: Sans vouloir étre dogmatique a ce sujet, je 
peux vous assurer que ce n’était pas notre intention de 
permettre a un tel régime de pouvoir étre enregistré, mais 
je crois que nous ne pourrions pas. . . 


M. McCrossan: Ce a quoi je veux en venir, si un 
régime non prescrit exige des cotisations plus importantes » 
que celles qui sont prévues au titre d’un régime> 
réglementaire, cotisations qui  seraient désormais 
légitimement déductibles, c’est effectivement donner carte) 


blanche aux provinces pour établir de tels régimes non’ 


18-11-1987 


| Texte| 


to close down with offside pension plans. In other words, 
if the required contributions under a provincial pension 
plan are automatically tax deductible and a provincial 
pension plan is not subject to the federal requirements for 
limitations on contributions or benefits, then it is quite 
possible for provinces to set up for their senior 
employees, or for any employee group, a tax deferral 
device that is effectively an unlimited RRSP. Is that not 
right? 


Mr. Farber: What you are saying is technically correct 
in the absence of our prescription. We would not 
prescribe an offside plan. Mr. McCrossan, I would have to 
believe that people within the department have looked at 
the parameters of the plan, whether it is offside or not, 
and would not have prescribed it if it were a plan giving 
benefits in excess of the benefits we would have prescribed 
under all other pension plans. 


* 1640 


Mr. McCrossan: I can tell you that the plans for all the 
provincial MLAs I am aware of, at least Ontario and 
Quebec, are offside and they are prescribed provincial 
plans. They exceed the 2% formula. 


Mr. Farber: Those are the MP plans. I believe these 
prescribed provincial pension plans deal with pension 
plans for civil servants as a whole. 


Mr. McCrossan: Are they not prescribed provincial 
plans as well? 


Mr. Farber: I do not believe so. I think they are 
accepted as plans by Revenue Canada because of the 
historical norm. Here we are talking about a new plan 
being devised that we would have to prescribe— 


Mr. McCrossan: When Saskatchewan pushed to a 
money purchase plan— 


Mr. Farber: —and we would not prescribe something 
that was offside. 


Mr. McCrossan: What happens for required 
contributions under offside provincial plans? 


Mr. Farber: Do you mean those plans that are in 
existence already? 


Mr. McCrossan: Yes, which are in existence now. 


Mr. Farber: I am not sure what happens to them at the 
moment. I suppose they are in exactly the same ambit as 
federal government MP plans, which are offside as well. 


Mr. McCrossan: The federal government MPs’ plan is 
‘subject to the 1990 cut-off. 


_ Mr. Farber: That is correct, but I am not sure what is 
happening with the provincial MLAs. Mr. McCrossan, I 
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prescrits et faire réapparaitre léchappatoire que nous 
avions tenté de combler en abolissant le régime non 
prescrit. Autrement dit, si les cotisations exigibles au titre 
dun régime ~— provincial deviennent _ fiscalement 
deductibles, si ce régime provincial n'est pas assujetti aux 
exigences fédérales concernant la limitation apportée aux 
cotisations ou aux prestations, alors il serait possible pour 
les provinces d’établir pour leurs employés les plus 
anciens, Ou pour tout groupe d’employés, un dispositif de 
report d’impot qui serait effectivement un régime 
d’€pargne retraite non enregistré, n’est-ce pas? 


M. Farber: Sur le plan technique, vous avez raison, en 
absence de toute prescription de notre part. Nous 
nallons pas prescrire un régime contraire aux normes. 
Monsieur McCrossan, jose croire que les fonctionnaires 
du ministére ont examiné les paramétres du régime, soit-il 
prescrit Ou non, et ne vont pas Uautoriser sil s’agit d’un 
régime qui accorde des prestations supérieures a celles 
que nous aurions prescrites en vertu des autres régimes de 
retraite. 


M. McCrossan: Je peux vous assurer que tous les 
régimes auxquels souscrivent les députés des assemblées 
législatives provinciales, du moins ceux de l'Ontario et du 
Québec. que je connais, sont contraires aux normes et 
non prescrits en vertu des régimes provinciaux. Ils 
dépassent la formule de 2 p. 100. 


M. Farber: Ce sont des régimes pour parlementaires. Je 
crois que les régimes de retraite prescrits par la province 
sont ceux que l’on a établis pour tous les fonctionnaires. 


M. McCrossan: Ont-ils 
province? 


été aussi prescrits par la 


M. Farber: Je ne le crois pas. Je crois que Revenu 
Canada les sanctionne en raison de leur caractére 
historique. Ce dont nous discutons, c’est un régime 
nouvellement congu que nous devions prescrire. . . 


M. McCrossan: Lorsque la Saskatchewan a établi ses 
propres modalités d’achat. . . 


M. Farber: et nous n’allons pas prescrire tout 
régime contraire aux normes. 


M. McCrossan: Qu’arrive-t-il des cotisations exigées au 
titre de régimes provinciaux non prescrits? 


M. Farber: Vous voulez parler des régimes déja en 
vigueur? 

M. McCrossan: Oui, ceux qui sont déja en vigueur. 

M. Farber: J’ignore ce qui va se produire en pareil cas. 
Jimagine qu’ils sont dans la méme catégorie que les 


régimes destinés aux parlementaires fédéraux, lesquels 
sont aussi contraires aux normes. 


M. McCrossan: Le régime de_ retraite 
parlementaires fédéraux est assujetti a la limite de 1990. 


des 


M. Farber: C’est exact, mais j’ignore si c’est aussi le cas 
pour les régimes des  parlementaires provinciaux. 


Ley & 2X) 


| Text| 


am sure you are probably in a better position to answer 
that than [ am. 


Mr. Minaker: I still get mine. 


Mr. Farber: If you like I can undertake to speak with 
people in the department who are far more conversant 
with pension form aspects. 


Mr. McCrossan: I would like to know if this provides a 
route where provincial plans could conceivably continue 
to run past the limits, and by making them contributory 
set up RRSPs that will pass the limit envisioned in the tax 
reform proposals. 


Mr. Farber: My answer to that would be no, because 
we are providing the authority to be registered plans by 
prescribing them. If they went offside they would quickly 
become non-prescribed plans. [ could only presume that 
we have the parameters of those plans, and it is why we 
have agreed to prescribe those plans. 


Mr. McCrossan: Can you verify it specifically in terms 
of the MLA plans and get back to committee? 


Mr. Farber: I can probably verify the MLA plans now. 
I think the answer is no, but with regard to the 
Saskatchewan pension plan I think the answer is yes. I 
will speak with the people who deal with this on a daily 
basis and I will get back to committee. 


Clause 12 deals with prescribed stock savings plans. I 
will ask Mr. Lalonde to deal with that one. 


Mr. Lalonde: There are two related provisions: one to 
paragraph 40(2)(i) and the other to paragraph 53(2)(k) 
relating to prescribed stock savings plans. These 
provisions allow provincial governments to give assistance 
in terms of provincial stock savings plans. The assistance 
will not reduce the cost base of the shares acquired 
pursuant to the plan for the purposes of calculating 
capital gains. For the purposes of calculating capital 
losses, you cannot increase a capital loss to the extension 
our ; 


The Chairman: Do you mean that on these particular 
plans, provincial assistance does not reduce the base? 


Mr. Lalonde: For capital gains purposes, yes. For 
capital loss purposes it does. It is the same type of thing 
we do for the prescribed venture capital corporations and 
the prescribed labour sponsored venture capital 
corporations. 


The Chairman: Why do we do that? On flow-through 
shares we reduce them. 


Mr. Lalonde: We do it in this particular— 
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The Chairman: Why do we do it on these things? These 
are a venture operation. Why would you not reduce the 
base for the purpose of calculating capital gains tax by the 
amount of assistance? 


Finance and Economic Affairs 


18-11-1987 


| Translation| 
Monsieur McCrossan. je suis sur que vous 
probablement plus en mesure que moi de le savoir. 


étes 


M. Minaker: Je regois toujours mes prestations. 


M. Farber: Si vous le souhaitez, je peux m/engager a 
consulter les fonctionnaires du  ministére, qui sy 
connaissent beaucoup mieux que moi en la matiere. 


M. McCrossan: J‘aimerais savoir si c'est un moyen de 
permettre aux régimes provinciaux de continuer a 
contourner les normes, pour en faire une sorte de régime 
d’épargne enregistré, a base de cotisations, qui depassent 
les normes envisagées dans le projet de réforme fiscale. 


M. Farber: Je dirais que non, car c’est nous qui 
sanctionnons les régimes enregistrés en les prescrivant. Si 
ces régimes dépassent les normes. ils seront vite non 
prescrits. Je ne peux que supposer que nous avons regu 
les paramétres de ces régimes, et que nous avons convenu 
de les prescrire pour cette raison. 


M. McCrossan: Pourriez-vous obtenir les 
renseignements que je vous ai demandés pour ce qui est 
des régimes des parlementaires provinciaux et les 
transmettre au Comité? 


M. Farber: [| est probable que je peux vérifier la chose 
dés maintenant. Je crois que la réponse est non, a 
l'exception du régime de retraite de la Saskatchewan. J’en 
parlerai a ceux qui étudient ces choses tous les jours, puis 
je ferai parvenir les renseignements au Comite. 


L’article 12 a trait aux régimes prescrits d’epargne- 
actions. Je vais demandera a M. Lalonde de vous en 
parler. 


M. Lalonde: Il y a deux articles qui en font mention, 
soit Varticle 40(2)(i) et l'article 53(2)k). Ces dispositions 
permettent aux gouvernements provinciaux de fournir 
une aide sous forme de régimes provinciaux d’épargne- 
actions. Cette aide n’entrainera aucune baisse du cout de 
base des actions acquises en vertu d’un tel régime, 
lorsqu’il s’agira de calculer les gains en capital. Quant au 
calcul des pertes en capital, on ne peut accroitre une telle 
perte en vertu du prolongement. . . 


Le président: Vous voulez dire que ces 
provinciaux d’aide ne vont pas diminuer la base? 


régimes. 


M. Lalonde: Oui, s’il s’agit de gains ou de pertes en 
capital. C’est identique a ce que nous faisons pour les 
sociétés prescrites de capital de risque et pour la société 
prescrite de capital de risque de travailleurs. 


Le président: Pourquoi le fait-on? On fait le contraire 
pour les actions accréditives. 


M. Lalonde: Nous le faisons, dans ce cas particulier. . . 
) 
Le président: Pourquoi le faire dans ce cas? C’est un 
secteur d’innovation. Pourquoi ne pas réduire l’assiette en 
proportion de l’aide pour le calcul de l’impot sur les gains 
en capitaux? 
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Mr. Lalonde: There is a long answer and there is a 
short answer. The short answer is that it has to do with 
the government’s policy of encouraging equity investment 
and of accommodating provincial plans that are designed 
to achieve that end as well, and of not taxing the 
particular provincial assistance. 


The longer answer has to do with the fact that for the 
Quebec stock savings plan, where they offer a deduction 
rather than a credit. the benefit available to the investor as 
a result of the deduction varies from taxpayer to taxpayer 
depending on his marginal tax rate, and as a result the law 
has come to be administered in such a fashion that no 
cost basis reduction is required in respect to the Quebec 
stock savings plan. The other provinces— 


The Chairman: On an ITC, an investment tax credit, 
we reduce the cost base of the item purchased, a piece of 
equipment or something, subject to an investment tax 
credit. We reduce the capital value by the credit. Why 
would you all of a sudden, because someone gets a grant 
from a province, exempt them from capital gains? 


Mr. Lalonde: That is correct. We do reduce the base in 
respect of investment tax credits and that is our general 
policy. As well, generally we reduce the base in respect of 
grants. provincial grants in respect of depreciable 
property— 

The Chairman: That is right. 


Mr. Lalonde: —and again that is our general policy. 
This is an exception to the general policy and stems in 
part from the fact that the provincial assistance in respect 
to the Quebec stock savings plan, because of the way it is 
developed as a deduction rather than as a grant, was in 
effect non-taxable. 


To come into the field and institute their own stock 
savings plans, the other provinces could not do it as a 
deduction, because under the federal-provincial tax 
collection agreements they must maintain the same tax 
base as under the federal tax, with the result that their 
field of opportunity is limited to credits. 


The Chairman: The Quebec deduction is only vis-a-vis 
Quebec taxes. 


Mr. Lalonde: And so too are the Saskatchewan stock 
savings plan and the Alberta stock savings plan. They are 
giving tax credits in respect of provincial taxes. All this 
amendment does is say that the credit they have given 
against provincial taxes does not reduce the capital base of 
the asset for federal tax purposes. 


The Chairman: So you are saying that the benefit 
comes strictly from the province and if they want— 


Mr. Lalonde: That is correct. 
The Chairman: Is everybody happy with that? 
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M. Lalonde: La réponse peut étre longue ou courte. 
Lorsqu’elle est courte, cela tient a la politique du 
gouvernement qui est d’encourager les investissements et 
de tenir compte des plans provinciaux qui ont le méme 
but, c’est-a-dire de ne pas imposer cette aide provinciale. 


Lorsque la réponse est longue, elle tient au fait que 
dans le cas des régimes d’épargne-actions du Québec, qui 
offrent une déduction et non pas un crédit, les avantages 
de la déduction pour Tinvestisseur varient d’un 
contribuable a l’autre selon leurs taux d’imposition 
marginaux, et en conséquence, on a décidé d’administrer 
la loi en considérant qu’une réduction fondée sur le cout 
nul est nécessaire dans le cas du régime d’épargne-actions 
du Québec. Quant aux autres provinces. . . 


Le president: Dans le cas d’un crédit d’impét sur les 
investissements, On réduit lassiette coat de article 
acheté, de l’équipement par exemple, sous réserve d’un 
crédit d’impét sur les investissements. Autrement dit, la 
valeur du capital est réduite de la valeur du crédit. 
Pourquoi exempter ces cas-la et des dispositions relatives 
aux gains en capitaux pour la simple raison que 
quelqu’un a obtenu une subvention d’une province? 


M. Lalonde: C’est exact. Nous réduisons l’assiette dans 
le cas des crédits d’imp6t sur les investissements: c’est 
notre politique en régle générale. De la méme facon, nous 
réduisons lassiette dans le cas des subventions, des 
subventions provinciales sur les biens dépréciables. . . 


Le président: Exactement. 


M. Lalonde: ... encore une fois, c’est notre politique 
en régle générale. C’est une exception a la politique 
générale et cela vient en partie du fait que l’aide 
provinciale dans le cas du régime d’épargne-actions du 
Québec est en fait non imposable a cause de la fagon dont 
il a évolué comme déduction et non pas comme 
subvention. 


Si les autres provinces voulaient instaurer leur propre 
régime d’épargnes-actions, elles ne pourraient pas le faire 
sous forme de déductions car les ententes de perception 
fiscale fédérales-provinciales les forcent a conserver la 
méme assiette d’impdot que le fédéral. Autrement dit, leur 
seul possibilité est dans le secteur des crédits. 


Le président: Au Québec, la 
uniquement sur les imp6ts au Québec. 


déduction porte 


M. Lalonde: De méme que le régime d’épargne-actions 
boursieres de la Saskatchewan, et celui de |’Alberta. Ces 
provinces accordent des crédits d’impot sur les impéts 
provinciaux. Cet amendement prévoit simplement que le 
crédit sur les imp6ts provinciaux qu’elles ont acordés ne 
réduit pas le potentiel de capital d’un bien aux fins de 
Vimpot fédéral. 


Le président: Autrement dit, c’est 
exclusivement provincial et si on veut. . . 


un avantage 


M. Lalonde: C’est exact. 


Le président: Tout le monde est satisfait? 
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Mr. McCrossan: I would like to think about that. When 
we were looking at flow-through shares and alternatives in 
the tax reform, we had officials standing up here saying 
that it was a fundamental principle that you not play with 
the ACB, that this was fundamental to tax equity, that the 
ACB was not adjusted to compensate. As you know, we 
had proposals from NIM that the ACB should be half of 
the purchase price reflecting the taxes, rather than the 
100% reflecting the value of the taxes. People said no, that 
is entirely improper, you cannot even consider that; 
anything that plays with the ACB is inequitable. 


The Chairman: You simply wind up with the section 
right here. 


Mr. McCrossan: Now it is not quite as much a matter 
of principle as it used to be, because the ACB and the 
flow-throughs affect both the federal and provincial 
shares. The only difference I can see is that in this place 
you are saying you are willing to make an 
accommodation to a province. This is no different in 
principle. It is the converse of the federal government 
increases disability payments on CPP and the provinces 
reduce welfare payments, so the grant the federal 
government gives does not end up in the hands of the 
disabled because the provinces scoop it right back. 
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You are saying that they have made representations to 
you that because they have given a grant provincially you 
should not scoop it back federally. Well surely a little 
reciprocity around here would be of help. If they feel that 
they can use increases in federal payments to reduce 
welfare payments on the provincial side, the same 
principle is involved, is it not? They are saying the federal 
government has given some money and therefore that is 
taxable income or that is income we can use in 
determining what we pay. And now you are saying that 
we will be the good guys and anything the provinces give 
anybody we will say does not count. That is what it comes 
down to, Is it not? 


Mr. Lalonde: You are quite right. The proposal does lie 
in the fact, if you will, of the principle. 


The Chairman: It flies in the face of the principle of 
every equity we have had so far. 


Mr. McCrossan: The thing that bothered me about this 
is the committee has spent a fair amount of time 
considering this, and as recently as three weeks ago we 
were convinced by your own officials that if we 
recommended anything that adjusted the ACB we would 
be next to destroying the tax system. So we discarded that 
as a possible vehicle for looking at flow-through shares. 
And now you are right here saying that the principle is 
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M. McCrossan: J’aimerais continuer a y_ réfléchir. 
Quand nous étudiions les actions accréditives et 
alternatives dans la réforme fiscale, des responsables nous 
ont dit qu'un principe fondamental voulait qu'on ne 
pouvait pas toucher aux cotts de base rajustés, que c’était 
fondamental pour léquité fiscale, que le cout de base 
rajusté ne devait pas servir a compenser. Comme vous le 
savez, NIM nous a dit que le cout de base rajusté devait 
étre équivalent a la moitié du prix d’achat reflétant 
Vimpot et non pas a l’équivalent de la totalité de la valeur 
de l‘impét. Certains ont répondu que non, que ce n’était 
pas du tout normal, qu’on ne pouvait méme_ pas 
lenvisager. Tout ce qui touche au cout de base rajusté 
crée des injustices. 


Le president: Et on se retrouve avec un passage comme 
celui-ci. 


M. McCrossan: En fait. ce n’est plus autant une 
question de principe qu’auparavant car le cout de base 
rajusté et les actions accréditives ont un effet a la fois sur 
les actions fédérales et les actions provinciales. La seule 
différence que je peux voir, c'est que vous étes préts a 
accorder un traitement particulier a une province. En 
principe, cela n’est pas different. C'est l’inverse de ce qui 
se produit quand le gouvernememt fédéral augmente les 
paiements d’invalidité du Régime de pensions du Canada 
et quand les provinces réduisent les paiements de 
bien-étre; la subvention accordée par le gouvernement 
fédéral n/atteint jamais les invalides car la province 
l’empoche immeédiatement. 


Vous dites qu’on vous a dit qu’une subvention 
provinciale ne devrait pas étre empochée par le 
gouvernement fédéral. Je pense qu'une certaine 


réciprocité s’impose. S’ils pensent pouvoir utiliser les 
augmentations des paiements fédéraux pour réduire les 
paiements de bien-étre provinciaux, c’est le méme 
principe qui entre en ligne de compte, n’est-ce pas? Ils 
prétendent que le gouvernement fédéral a accordé de 
Vargent, que par conséquent c’est un revenu imposable, 
ou du moins un revenu qui peut étre utilisé pour 
déterminer ce qu’il faut payer. Maintenant, vous dites que 
c’est nous qui avons raison, et que tout ce que les 
provinces pourraient accorder a quelqu’un ne compte pas. 
Finalement, cela revient a ¢a, n’est-ce pas? 


M. Lalonde: Vous avez parfaitement raison. En effet, 
c’est une proposition qui tient a une affaire de principe. 


Le président: Et qui va a l’encontre de tous nos 
principes jusqu’a maintenant. 


M. McCrossan: Ce qui me trouble, c’est que le Comité 
a consacré beaucoup de temps 4a cet aspect-la, et il y a 
trois semaines encore, nos propres collaborateurs nous 
Ont coOnvaincus qu’en recommandant de quelconques 
ajustements au cout de base rajusté nous détruirions le 
systéme fiscal. Nous avons donc écarté cette possibilité 
dans le cas des actions accréditives. Maintenant, vous nous 
dites que le principe n’est pas aussi solide que vous l’aviez 
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not quite as strong as you presented it when you were 
witnesses before the committee. 


Mr. Lalonde: I think you are quite right to be 
convinced on that issue. The extenuating circumstance in 
this particular case is the fact that Quebec can do it 
because they can do a deduction and under the existing 
tax system they can achieve an incentive to the investors 
without a cost base reduction. 


The Chairman: [ know. but we are talking about that 
they can reduce their provincial taxes if they want to. And 
every province can decide: if it wants to give back money 
to its taxpayer it can do it. 


Mr. Lalonde: Well that is a particular issue, Mr. 
Chairman. The other provinces cannot offer a deduction 
to reduce their hase. because under the Federal-Provincial 
Tax Collection Agreement they must keep the same hase. 
The only way they can give an incentive to match the 
Quebec incentive is to do one by way of a tax credit. They 
felt it was unfair that Quebec could achieve that result 
without a cost base reduction while they could not. While 
we must still maintain that the principle is correct, that a 
cost base ajustment would be appropriate, the— 


The Chairman: Ontario does something on their small 
business venture corporations. What they do is they send 
a cheque for $30 to the shareholder who put his $100 up 
in a venture capital thing. 


Mr. Lalonde: That is correct. and it is treated in exactly 
the same way, as a matter of fact under the same 
provision, as the proposed amendments here for the— 


The Chairman: Well, our discussion when we got into 
this some time ago On a previous act was that you would 
Organize things to make sure the cost base of the person’s 
shares was reduced by the amount of grant or subsidy he 
received. So when a person invested in an Ontario 
venture capital operation and got back from the Ontario 
government a $30 cheque for every $100 put up, you 
reduced the value of their shares for the cost base by the 
$30. Do you not do that? 


Mr. Lalonde: I believe the Ontario Venture Capital 
Assistance Act is a prescribed act for the purposes of this 
provision, which also says that venture capital assistance 
does not reduce the base for capital gains purposes but 
Only for capital loss purposes. 


The Chairman: Okay, I see. I want to think about it. 
Can we go On to the next one, prescribed tax treaty? 


Mr. Farber: Mr. Chairman, the principal clause there 
is clause 42. I will ask Mr. Conway to deal with that 
clause, which was the subject of a press release we issued 
earlier in the year. 


Mr. Wally Conway (Senior Official, Corporations and 


Capital Gains Legislation Division, Policy and Legislation, 
Department of Finance): In order to overcome double 
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dit la derniére fois que vous avez témoigné devant ce 
Comite. 


M. Lalonde: Dans ce cas, vous avez parfaitement raison 
d’étre convaincu. Il y a des circonstances atténuantes car 
le Québec peut se permettre de le faire grace a une 
déduction et, dans le cadre du systéme fiscal actuel, ils 
peuvent accorder des encouragements aux investisseurs 
sans réduire le cout de base. 


Le président: Je sais, mais nous disons aussi qu ils 
peuvent réduire leurs impéts  provinciaux s‘ils le 
souhaitent. Et toutes les provinces peuvent décider de 
rembourser de l’argent a leurs contribuables si elles le 
désirent. 


M. Lalonde: Monsieur le président, c'est un cas 
particulier. Les autres provinces ne peuvent pas offrir une 
déduction pour réduire leur codt de base car, aux termes 
de lVaccord de perception fiscale fédéral-provincial, elles 
sont forcées de garder la méme base. Si elles veulent 
accorder un encouragement comparable a celui du 
Québec, la seule solution est un crédit Wimpot. Nous 
considérons qu’il est injuste que le Québec ait cette 
possibilité si les autres provinces ne l’ont pas. II 
n’empéche que ce principe est exact, que le coat de base 
rajusté serait. . . 


Le président: L’Ontario fait quelque chose pour les 
petites entreprises qui innovent. En effet, dans cette 
province, On envoie un chéque de 30$ aux actionnaires 
qui investissent 100$ dans un secteur d’innovation. 


M. Lalonde: C’est exact, et 
exactement des mémes 
d’amendements sur. . . 


releve 
projets 


en fait, cela 
dispositions que ces 


Le président: Lorsque nous nous sommes intéressés a 
cette question au moment de l’étude d’une autre loi, nous 
avons dit qu‘il fallait s’arranger pour que le cout de base 
des actions d’une personne soit réduit en proportion de la 
subvention ou subside regu. Autrement dit, lorsqu’une 
personne investit dans une entreprise innovatrice en 
Ontario, lorsqu’elle regoit un chéque de 30$ pour 100$ 
d’investi, vous réduisez la valeur de leurs actions de 30$ 
aux fins du cout de base. C’est bien ga? 


M. Lalonde: Je crois que la Loi ontarienne d’aide aux 
investissements dans un secteur d’innovation est prescrite 
aux fins de cette disposition qui prévoit également que 
aide au capital d’innovation ne réduit pas la base aux 
fins des gains en capitaux, mais seulement aux fins des 
pertes de capitaux. 


Le président: D’accord, je vois. Il faut que j’y 
réfléchisse. Est-ce que nous pouvons passer au point 
suivant, la disposition relative a la convention fiscale? 


M. Farber: Monsieur le président, le principal article, 
c’est l’article 42. Je vais demander 4 M. Conway de traiter 
de cet article qui a fait l’objet d’un communiqué de presse 
que nous avons publié il y a quelque temps. 


M. Wally Conway (haut-fonctionnaire, Division de la 
législation sur les sociétés et les gains en capitaux, 
Politique et législation, ministeére des Finances): Pour 
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taxation a number of proposed international tax treaties 
have provisions that basically where a taxpayer is deemed 
to have disposed of a property, say in Canada, but is not 
deemed to have disposed of it in his country of residence, 
say the U.S., Canada can agree to defer the recognition of 
the tax until which time he actually disposes of the 
property, and in so doing avoid double taxation. For 
example, if Canada insisted that this position be 
recognized now, there would be Canadian tax paid. but no 
U.S. tax paid, and therefore the U.S. resident could not 
use the Canadian taxes as a credit against his U.S. taxes. 
What the treaty says is that where Canada agrees, then this 
Canadian tax can be deferred until which time the 
income is taxed in the U.S. All this does is accommodates 
that treaty. 
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The Chairman: Now. receipt of things mailed. 


Mr. Farber: Before we get there, Mr. Chairman— 


The Chairman: Oh, yes, this is the place where we 
disallow Canada Post. 


Mr. Farber: Before we get to Canada Post, Mr. 
Chairman, on page 88 of the second reading amendments 
we have a minor consequential amendment referring to a 
prescribed class of property. 


The Chairman: Prescribed class. This refers to the 
prescribed stock savings plans, does it not, or the treaty? 


Mr. Farber: No. It is 
Chairman. The reterence 
That prescribed class is 
under our depreciation 
reference. 


at the bottom of page 88, Mr. 
there is “of a prescribed class”. 
a prescribed class of property 
system. It is just a technical 


The Chairman: Now clause 69. How about you 
explaining what you are going to do here, and then we 
can tell you what we think. 


Mr. Farber: Mr. Chairman, those amounts that are 
deducted or withheld under the act under this proposal 
will have to be received by the Receiver General rather 
than be deemed to be received the day they are mailed, 
and other remittances will be considered to have been 
received on the date of its mailing, but the item must be 
sent by first class mail or its equivalent. 


What was happening, Mr. Chairman, as I understand it, 
is items posted by Canada Post in remote parts of the 
country could take anywhere up to two weeks to— 


The Chairman: They do that in Mississauga regularly. 


Mr. Farber: That is right. They send them up to the 
Yukon or some such place and bring it back to Toronto. 
That is what this is really trying to address. 
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éviter la double imposition, un certain nombre de futurs 
traités fiscaux internationaux ont des dispositions qui 
prévoient qu’un contribuable qui s’est defait d'un bien, 
par exemple au Canada, mais qui ne s’est pas défait de ce 
hien dans son pays de résidence, par exemple, les Etats- 
Unis, peut obtenir du Canada que les impots dus soient 
reportés jusqu’a ce quils se défassent effectivement du 
bien en question, ce qui évite une double imposition. Par 
exemple, si le Canada insistait pour que cette position soit 
maintenant reconnue, un impot canadien serait payable. 
mais non pas un impot américain; par consequent. le 
résident américain ne pourrait utiliser et les impots payés 
au Canada comme un crédit sur les impots dus aux Etats- 
Unis. Aux terme de la convention, lorsyue le Canada 
l'accepte, ces impOts canadiens peuvent étre reportés 
jusqu’au moment ou son revenu est imposable aux Etats- 
Unis. Cette disposition sert seulement a appliquer les 
dispositions du traite. 


Le président: Nous passons maintenant au titre: Date 
de reception. 


M. Farber: Mais auparavant, monsieur le président. . . 


Le président: Ah oui, il y a le passage ou nous 
disqualifions Postes Canada. 


M. Farber: Avant d’en arriver a Postes Canada, 
monsieur le president, a la page 88 des amendements en 
seconde lecture, nous avons un amendement mineur qui 
porte sur une categorie de biens prescrite. 


Le président: Une catégorie prescrite. Il s‘agit des 
régimes dépargnes-actions, n’est-ce pas, ou du traite? 


M. Farber: Non. C’est en bas de la page 88. monsieur le 
président, il y est question de «une categorie prescrite». 
Cette catégorie prescrite est une categorie de biens 
prescrite aux termes de notre systeme de dépréciation. 
C’est une simple reference technique. 


Le président: Passons maintenant a _ Uarticle 69. 
Commencez donc par nous expliquer a quoi cela sert; 
nous vous dirons ensuite ce que nous en pensons. 


M. Farber: Monsieur le président, les sommes qui sont 
déduites ou retenues en vertu de la Loi aux termes de 
cette proposition devront étre regues par le receveur 
général, et non pas considérées comme ayant été recues le 
jour ot elles ont été postées; les autres envois seront 
considérés comme ayant été recus le jour ou ils ont été 
postés, mais dans ce cas particulier, on exige que le 
courrier soit expédié en premiere classe ou son 
€quivalent. 

Monsieur le président, si j’ai bien compris, les articles 
postés par Postes Canada dans les régions isolées du pays 
pouvaient jusqu’a présent mettre deux semaines pour. . . 

Le président: A Mississauga, c’est tres frequent. 


M. Farber: C’est exact. On envoie des articles du 
Yukon, ou dans des endroits comme cela, et cela revient a 
Toronto. C’est ce que nous essayons de régler. 
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The Chairman: The point of the matter is the 
Government of Canada is responsible for the mail system, 
and it seems rather strange that we should be considering 
a section of the act that penalizes citizens because the 
Government of Canada cannot run a mail system. Why 
would you do that? By the way, they are not allowed to go 
to a courier unless they pay four times what would be the 
normal rate. They are really prohibited from going to a 
reasonably priced courier. 


Mr. Farber: I understand what you are getting at, Mr. 
Chairman. One. I guess, has to put it in the context of 
what is being remitted. | would not view this as a penalty 
kind of provision. What we are takking about are trust 
funds that an employer has withheld from the— 


The Chairman: We dealt with this thing in our tax 
reform report. I do not know whether you have seen our 
recommendations. We suggested that members of 
Canadian Payments Association be deemed revenue agents 
for a receipt of payments to Revenue Canada and that the 
Government of Canada look after reimbursing them. We 
would like to see an amendment to these clauses to 
provide that the payment is to be made at a bank or a 
trust company. 
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Mr. Farber: I will check this out, Mr. Chairman, but I 
believe financial institutions are authorized to receive 
payments. 


The Chairman: Our view is that the receipt by the 
financial institution would be’ deemed a receipt by the 
Minister of National Revenue, and that they would be 
Specially designated in the statute as the people who 
receive it, and that the customer or the payer would not 
be penalized. charged, or anything for paying to a 
member of the Canadian Payments Association. 


Mr. Farber: Mr. Chairman, I believe that is the 
situation right now. The minute the payments on account 
of trust funds are placed with a financial institution, they 
are deemed to have been received by the Receiver 
General. I will confirm that for you tomorrow. I am quite 
sure that is the case right now. 


The Chairman: The trouble is that this is about 
mailing. I was wondering if you wanted to go farther and 
require them to be paid there. 


Mr. Farber: Oh, I see what you are saying. That may be 
difficult in certain remote areas, where one cannot make 
the payment to a financial institution. The problem with 
the mailing situation was one where it took, on occasion, 
an inordinate amount of time. What employers could well 
do is have the remittances postmarked midnight the 15th 
and they are deemed to be received immediately, whereas 
they have had the use of those funds from the time that 
they were deducted from particular employees, or 
Whatever the situation was. That is one aspect of the 
mailing situation. I think it may produce a hardship for 
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Le président: Le fait est que le gouvernement du 
Canada est responsable du systéme postal, et il me semble 
€trange de pénaliser les citoyens dans cette loi parce que 
le gouvernement du Canada ne réussit pas a contréler son 
systeme postal. Pourquoi le faire? Soit dit en passant, on 
ne les autorise pas a expédier par un service de messagers 
a moins de payer quatre fois le tarif normal. En fait, on 
les empéche de s’adresser a un service de messagers 
abordable. 


M. Farber: Monsieur le président, je comprends vos 
observations. Pour commencer. il faut considérer la 
nature de l’envoi. A mon sens, ces dispositions ne sont pas 
une penalité. Nous parlons ici de fonds de fiducie qu'un 
employé a retenu. .. 


Le président: Nous avons déja discuté de cet aspect 
dans notre rapport sur la réforme fiscale. Je ne sais pas si 
vous avez vu nos recommandations. Nous avons suggéré 
que les membres de _ l’Association canadienne des 
paiements soient considérés comme des agents de revenu 
et puissent percevoir pour le compte de Revenu Canada, 
le gouvernement du Canada les remboursant ensuite. 
Nous aimerions que ces articles soient modifiés pour que 
ces versements puissent étre effectués dans une banque ou 
une compagnie de fiducie. 


M. Farber: Je vérifierai. monsieur le président, mais je 
crois que les institutions financiéres sont autorisées a 
recevoir des paiements. 


Le président: A notre avis, un paiement regu par une 
institution financiére serait considéré comme un 
paiement regu par le ministre du Revenu national et, aux 
termes des statuts, il serait désigné receveur, ce qui 
éviterait de pénaliser un client qui choisirait de faire son 
versement a un membre de |’Association canadienne des 
paiements. 


M. Farber: Monsieur le président, je crois que c’est 
déja la situation. Des que les versements sur des fonds de 
fiducie sont effectués auprés d’une institution financiére, 
ils sont considérés comme ayant été recus par le receveur 
général. Je vous confirmerai cela demain, mais je suis 
presque sur que c’est le cas. 


Le président: Le probléme, ce sont les expéditions par 
la poste. Est-ce que vous souhaiteriez aller plus loin et 
exiger qu’ils soient payés la-bas. 


M. Farber: Oh, je vois ce que vous voulez dire. Dans 
des régions isolées, cela pourrait étre assez difficile 
lorsqu’on ne peut pas faire un versement dans une 
institution financiére. Le probleme de la poste, c’est que 
parfois cela prend beaucoup trop de temps. Les 
employeurs pourraient fort bien faire exprés de faire 
oblitérer le timbre a minuit le 15 et les versements 
seraient considérés comme ayant été recus; mais avant 
cela, ils ont pu en disposer a partir du moment ou les 
déductions des employés ont été faites, selon les situations. 
C’est un aspect des envois par la poste. Pour certains 


L26 432 


| Text] 


certain employers to be forced to actually remit to a 
financial institution. There may not be one in the area. 


The Chairman: I[t is an awful hardship to give a guy the 
Canada Post treatment and then say if he does not get the 
receipt in in time... particularly if the payments are 
moved up to every week or two weeks, as is contemplated 
in the white paper. 


Mr. Farber: For most small employers the movement 
up should not produce any big problem. We are only 
talking about amounts in excess of $15,000 under the 
accelerated remittances. For most large employers I would 
suppose that the nearest agent to receive remittances may 
well be the financial institution, and they have always had 
the option of making payments at a financial institution. 
In fact, | am also given to understand that most source 
deductions are remitted to financial institutions as 
opposed to the mail. 


The Chairman: That is why I think it ought to be in 
the statute. Specifically designating them so that if you did 
not like the Royal Bank you could go to the Bank of 
Nova Scotia, pay your remittance there. You might not 
even deal with the Bank of Nova Scotia, but you could 
pay it there if you wanted to. 


Mr. Farber: Mr. Chairman, I believe that is the 
situation right now. What -I hear you saying is that they 
should be mandated to remit their source deductions at a 
bank and that may cause problems in certain situation. 


Mr. McCrossan: It was not a mandate. 


The Chairman: No, there is no mandating in our 
report. What we are concerned about is that banks have 
been regularly doing this for their customers, but not 
regularly doing it for people who are not their customers. 
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employeurs, la nécessité de faire le versement dans une 
institution financiére peut poser des problémes. Il n’y en 
a pas toujours dans la région. 


Le président: Mais cest une grosse difficulté de forcer 
les gens a subir les aléas de Postes Canada et de prévoir 
que sil ne regoit pas le regu a temps... surtout si on 
décide d’exiger les paiements toutes les semaines ou toutes 
les deux semaines comme le recommande le Livre blanc. 


M. Farber: La plupart des petits employeurs ne 
devraient pas avoir tellement de problémes. Crest 
seulement dans le cas des versements acccéléres que les 
sommes dépassaent 15,000$. Pour la plupart des gros 
employeurs, jimagine que le plus pratique doit étre de 
faire les versements dans des institutions financiéres, ce 
qui est toujours une option. En fait, je crois comprendre 
que la plupart des déductions a la source sont versées a 
des institutions financiéres et non pas confiées a la poste. 


Le président: C’est la raison pour laquelle cela devrait 
figurer dans les statuts. Il faudrait désigner cela pour 
qu’une personne qui n’aime pas la Banque Royale puisse 
sadresser 4 la Banque de Nouvelle-Ecosse pour y faire ses 
versements. Méme si vous n’avez pas de compte a la 
Banque de Nouvelle-Ecosse, il devrait étre possible d’y 
effectuer les versements. 


M. Farber: Monsieur le président, je crois que c'est 
déja le cas. Vous dites qu’on devrait accorder aux gens un 
mandat pour qu’ils fassent leurs versements de déductions 


a la source dans une banque, ce qui risque de causer des 


problémes dans certaines situations. 


M. McCrossan: II n’est pas question de mandat. 


Le président: [1 n’est pas question de mandat dans | 
notre rapport. Ce qui nous préoccupe, c'est que les — 


banques acceptent volontiers de faire cela pour leurs 
propres clients, mais non pas pour les autres. Comme je 


lai dit, monsieur Farber, si vous vous adressez a une | 
banque avec laquelle vous ne faites pas affaire, si vous | 
demandez a remettre vos déductions a la source, devinez_ 
ce qui se passe? Ils vont refuser. 


M. Farber: Peut-étre refuseront-ils, monsieur le, 
président, pour d’excellentes raisons de nature bancaire. 
Elles ne savent pas si votre chéque est approvisionné. En- 
tout cas, un employeur devrait pouvoir remettre ses’ 
déductions a la source au bureau de district de |’"Imp6ot s‘il! 
le souhaite et ne pas s’adresser a une banque. II peut: 
également faire ses versements par le courrier s’il le’ 
souhaite, et le faire assez tot pour que le receveur général | 
le recoive a temps. Il a cette possibilité. Il n’est pas forcé ’ 


\ 


de faire le versement le dernier jour. 


As I say, Mr. Farber, if you decided to go to a bank that 
you did not normally deal with and ask them to remit 
your source deduction, guess what? They are not going to 
do it for you. ; 


Mr. Farber: They may not do it, Mr. Chairman, for 
maybe valid banking reasons. They may not know 
whether your cheque is any good or not. But certainly | 
would think an employer should have a right to remit his 
source deductions at his local district taxation office if he 
so chooses and not go to a bank. He may also use the 
mail, if he chooses, by having it mailed in time to be 
received by the Receiver General. He does have that 
Option. It does not have to be mailed on the very last day. 


Le président: A votre avis, qu’est-ce qui serait un délai | 
raisonnable? 


The Chairman: What would you say would be a fair 
length of time? 


M. Farber: Je préfére ne pas donner d’opinion: 
la-dessus. | 


Mr. Farber: I would not want to hazard a guess. 


The Chairman: Six weeks or two months? Le président: Six semaines ou deux mois? | 
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Mr. Farber: Two months may be safe, although I 
cannot hazard a guess. This is why this change has come 
about. 


Mr. McCrossan: You are not proposing to change the 
rule for individuals like me, who invariably fill out their 
income tax on April 30 and rush it into the post office. Is 
that still going to be deemed paid on April 30? That is not 
an employer-source remittance. It is not a source 
deduction. That is my year-end balance. I just want to 
make sure what the clause applies to, because more than 
one or two Canadians have the habit of filling in their 
income tax return on the last day, and I would not be too 
happy with getting nicked with interest if that were the 
case. 


tA )s) 


Mr. Farber: Those are not source deductions. The 
receipt issue deals with source deductions. All other 
mailings by first-class mail or its equivalent would 
contemplate a tax return being postmarked at the post 
office prior to midnight. 


The Chairman: Are you saying that this section only 
applies to source deductions? 


Mr. Farber: Yes. It goes on to deal with other types of 
remittances, and other types of remittances must be sent 
by first-class mail or its equivalent. Therefore, in Mr. 
McCrossan’s example of a tax return being postmarked 
prior to midnight of April 30, it can continue to be done 
so, because that would be first-class mail. So that has not 
changed. 


The Chairman: You can take a look at that question of 
possibly prescribing the banks so it is clear that there is a 
requirement by a bank to take the income tax remittance. 


Mr. Farber: I can check that, but I am not sure we 
have the authority to require a bank to accept a source 
deduction remittance. They do it as a matter of course 
right now— 


The Chairman: For their customers they do. 


Mr. Farber: —for their customers, but how can one 
require them to deal with people they do not know? 


The Chairman: One of the things, Mr. Farber, is we 
move closer to demanding the payment of tax more 
quickly. Banks that have been handling payroll for 
customers have been relying on the use of that free 
balance, because they have in fact enjoyed the free 
balance of the trust funds for as much as 45 days. As we 
move to fast remittances, they are not going to have those 
free balances at all. In effect, they are likely then to start 
charging for remitting the tax. 


What I am asking and suggesting and saying is that the 
act ought to provide that the quid pro quo for the fast 
‘payment is the government mandate that the banks collect 
for the government tax without cost to the taxpayer. After 
all, if we are demanding fast remittances then we ought to 
make it exceptionally easy for fast remittances to be made. 
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M. Farber: Deux mois, c'est peut-étre le plus sar, mais 
je ne peux pas faire de supposition. C’est la raison de cette 
modification. 


M. McCrossan: Vous n’avez pas l’intention de changer 
les régles pour les particuliers comme moi qui, 
invariablement, remplissent leur déclaration dimpot le 30 
avril et se précipitent a la poste. Cela sera toujours réputé 
payé le 30 avril? Il ne s’agit pas d’une remise de la part de 
Vemployeur ou d’une déduction a la source. C'est le solde 
a la fin de l'année. Je veux savoir exactement a quoi 
s'applique cette disposition car plus d’un Canadien a 
lhabitude de remplir sa déclaration d'impét le dernier 
jour, et je ne voudrais pas avoir a verser de l’intérét dans 
ce cas. 


M. Farber: Il ne s’agit pas 1a de retenues a la source. La 
réception s’applique aux retenues a la source. Pour tout 
courrier de premiére classe ou l’équivalent, la déclaration 
d'impot estampillée par le bureau de poste avant minuit, 
fait foi. 


Le président: Voulez-vous dire que cet article ne 
s’applique qu’aux retenues a source? 


M. Farber: Oui. Il aborde ensuite d’autres genres des 
remises qui doivent étre envoyées par courrier premiére 
Classe ou l’équivalent. Par conséquent, une déclaration 
d’impot estampillée avant minuit le 30 avril peut toujours 
Vétre, selon l’exemple de M. McCrossan, parce qu’il s’agit 
de courrier de premiére classe. Il n’y a donc pas de 
changement a cet égard. 


Le président: Vous pourriez peut-étre envisager 
d’exiger des banques qu’elles acceptent ces paiements 
d‘impot. 


M. Farber: Je peux vérifier, mais je ne suis pas sir que 
nous ayons le pouvoir de le faire. Elles le font déja d’elles- 
mémes. .. 


Le président: Pour leurs clients. 


M. Farber: .. . Pour leurs clients, mais comment peut- 
on les obliger a traiter avec des inconnus? 


Le président: Nous exigerons bient6t que cet impét soit 
remis plus rapidement. Les banques qui s’occupent du 
paiement des salaires pour certains de leurs clients ont 
profité de ce solde exempté des fonds en fiducie pendant 
45 jours. Si les remises sont accélérées, ces soldes 
disparaitront. En _ fait, elles vont probablement 
commencer a exiger des frais pour la remise de l’imp6ot. 


Je dis simplement que la loi devrait exiger en échange 
de ce paiement accéléré que les banques percoivent cet 
impot sans que cela cotte quoi que ce soit au 
contribuable. Aprés tout, si nous exigeons que les remises 
soient faites rapidement, nous devrions faciliter le 
processus. 
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Mr. Farber: I understand where you are coming from. 
The difficulty I see with that is first that is not a tax kind 
of a provision. I can understand asking the banking 
system to accept Government of Canada cheques without 
charge: I find it difficult to ask a banking institution to 
accept a cheque from Tom Jones on the street. whom he 
has never heard of nor seen, in respect of source 
deductions. If the cheque is not honoured by that person's 
own bank, then who will that institution go after? I see 
some difficulty in mandating a bank to accept anybody's 
cheque. 


The Chairman: They may be able to recover the money 
from their customer, which would be then, under a 
contract arrangement, the Receiver General of Canada. 


Mr. Farber: They already accept cheques from their 
own customers. You have acknowledged that, as well. We 
are talking about accepting cheques from people they do 
not do business with. 


The Chairman: What I am talking about is creating in 
the Income Tax Act a provision whereby people can in 
fact pay their income tax to any member of the Canadian 
Payments Association and making the members of the 
Canadian Payments Association the agents for the 
government as opposed to just private bankers. 


Ske) 


What I am saying is if we are going to go for faster and 
faster collection of tax remittances, and if we are now not 
prepared to trust the mail system, then we really had 
better offer something in exchange. 


Mr. Farber: Mr. Chairman, I understand your desire to 
speed up the system, and I think we are very sympathetic 
to that, which is why this provision is here, as well as, 
under tax reform, even further acceleration of remittances 
of source deductions. I do not, however, see a mechanism 
whereby under the Income Tax Act we could force the 
banks to accept payments from people other than the 
people they are already accepting payments from, their 
customers. Maybe the proper place to do that is under the 
Bank Act, or something of that- nature, to mandate 
financial institutions to accept all kinds of payments. Iam 
not sure the Income Tax Act is the proper vehicle for 
that. 


The Chairman: If the Income Tax Act is where we are 
going to deal with Canada Post, I guess we could deal with 
the banks there too. Will you take a look at that? 


Mr. Farber: Yes, Mr. Chairman. 


The Chairman: I want to move on 
retirement compensation arrangements. 


to complete 


Mr. Farber: Mr. Chairman, I have no objection to 
doing that. [ think, though, retirement compensation 
arrangements have quite a number of clauses, and a long 
list of consequential clauses associated with them, as well 
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M. Farber: Je comprends votre point de vue. Le 
probleme est quil ne s’agit pas ici d'une disposition 
fiscale. Je comprends qu’on puisse demander aux banques 
d’accepter les cheques du gouvernement du Canada sans 
frais: mais il serait difficile de leur demander d‘accepter 
un cheque d’un parfait inconnu en ce qui a trait aux 
retenues a la source. Si ce chéque n'est pas honoré par la 
propre banque de cette personne. a qui l institution en 
question pourra-t-elle s’adresser? Je trouve difficile de 
demander aux banques d’accepter les cheques de 
n’importe qui. 


Le président: Elles pourraient peut-étre récupérer cet 
argent de leur client qui serait le receveur général du 
Canada aux termes dun contrat. 


M. Farber: Elles acceptent déja ces chéques de leurs 
propres clients. [l faut aussi le reconnaitre. Nous parlons 
d’accepter des chéques de personnes avec lesquelles elles 
ne font pas affaire. 


Le président: Je parle d’adopter une disposition qui 
permettrait aux gens de payer leur impot sur le revenu a 
tout membre de l’Association canadienne des paiements et 
de faire de ces derniers des agents du gouvernement plutot 
que de simples banquiers. 


Si nous voulons vraiment accélérer la perception des 
impots et si nous sommes disposés maintenant a faire 
confiance a la poste, nous ferions mieux d’offrir quelque 
chose en échange. 


M. Farber: Monsieur le président, je comprends votre 
désir d’accélérer le systeme et je me range entierement 
derriére vous sur ce point, qui est la raison méme d’étre 
de cette disposition. La réforme fiscale vise également a 
accélérer la perception des retenues a la source. Je ne vois 
toutefois pas comment nous parviendrions, dans le cadre 
de la Loi de Vimp6t sur le revenu, a obliger les banques a 
accepter des paiements autres que de leurs clients, a savoir 
ceux dont ils acceptent déja des paiements. Il faudrait 
peut-étre faire intervenir pour cela la Loi sur les banques, 
par exemple, pour obliger les institutions financiéres a 
accepter toutes sortes de paiements. mais la Loi de l’impét 
sur le revenu me parait pas l’instrument désigné a cet 
effet. 


Le président: Si nous nous servons de la Loi de l’impot 
sur le revenu pour la Société canadienne des postes, 
pourquoi ne pourrions-nous également nous en servir 
pour les banques? Est-ce que vous voudriez bien examiner 
cette possibilité? 


M. Farber: Certainement, monsieur le président. 


Le président: Je voudrais maintenant aux 


indemnisations de retraite. 


passer 


M. Farber: Je n’y vois pas d’objection, monsieur le 
président, mais ces dispositions d’indemnisation de 
retraite comportent un grand nombre d’articles ainsi 
qu’une longue liste de dispositions corrélatives et 
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as a number of second-reading amendments that are also 
relevant here. We do not mind jumping into this at this 
time. I guess I would like to ask you how much time you 
think— 

The Chairman: In that event, I will take your advice 
and we will adjourn the meeting until tomorrow, when 
we will start with retirement compensation arrangements. 
The meeting is adjourned. 
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plusieurs amendements de seconde lecture qui sont 
également pertinents. Nous n’avons pas d’objection a 
aborder cette question a cette heure, mais j'aimerais vous 
demander combien de temps vous COMPleZ ae 


Le président: En ce cas, je suivrai votre conseil et nous 
allons lever la séance. Nous la reprendrons demain et 
commencerons par les dispositions d’indemnisation de 
retraite. La séance est levée. 
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MINUTES OF PROCEEDINGS 


THURSDAY, NOVEMBER 19, 1987 
(194) 


| Tect| 


The Standing Committee on Finance and Economic 
Affairs met at 10:08 o’clock a.m. this day, in Room 269, 
West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present. Don Blenkarn, 
Mary Collins, Raymond Garneau, Robert Layton, George 
Minaker, and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Witnesses: From the Tax Policy and Legislation Branch 
of the Department of Finance: Len Farber, Director, Tax 
Policy and Legislation; John Fuke. Associate to the 
Director General. Legislative Affairs Directorate, Revenue 
Canada: Harold White, Legislative Counsel; Carol 
_ Muirhead. Senior Tax Policy Officer; Dan MacIntosh, 
Senior Tax Policy Officer; Wally Conway, Senior Tax 
Policy Officer. 


The Committee resumed consideration of its Order of 
Reference dated Tuesday, June 30. 1987 in relation to Bill 
~C-64, an Act to amend the Income Tax Act, a related Act, 
the Canada Pension Plan and the Unemployment 
Insurance Act, 1971. (See Minutes of Proceedings and 
Evidence, Wednesday, August 12, 1987, Issue No. 78.) 


The Committee resumed consideration of Clause 1. 
The witnesses answered questions. 


At 11:16 o'clock a.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 
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Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui a 10 h 08, dans ta 
piece 269 de I’Edifice de l’Ouest, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Mary 
Collins, Raymond Garneau, Robert Layton, George 
Minaker et Norman Warner. 


Ausst présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliothéque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Témoins: De la Direction de la politique et de la 
législation de Vimpét du ministére des Finances: Len 
Farber, directeur, Politique et législation de l’impét; John 
Fuke, associé du directeur général, Direction des affaires 
législatives, Revenu Canada; Harold White, conseiller 
legislatif, Carol Muirhead, agent supérieur, Politique de 
Vimpot; Dan MacIntosh, agent supérieur, Politique de 
Vimpot; Wally Conway, agent supérieur, Politique de 
Vimpot. 

Le Comité examine de nouveau son ordre de renvoi du 
mardi 30 juin 1987 relatif au projet de loi C-64, Loi 
modifiant la Loi de l’impot sur le revenu et la législation 
connexe, ainsi que le Régime de pensions du Canada et la 
Loi de 1971 sur Ilassurance-chémage. (Voir Procés- 
verbaux et témoignages du mercredi 12 aoiit 1987, 
fascicule n° 78.) 


Le Comité examine de nouveau l’article 1. 
Les témoins répondent aux questions. 


A ll h 16, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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The Chairman: We are resuming consideration of Bill 
C-64, an act to amend the Income Tax Act and other 
related statutes. We have before us all of the witnesses 
from the department, led by Len Farber. I think we will 
just proceed. I think yesterday, Mr. Farber, we were up to 
retirement compensation arrangements. 


° L005 


Mr. Len Farber (Director, Legislation Division, Tax 
Policy and Legislation Branch, Department of Finance): 
That is right, Mr. Chairman. We adjourned at retirement 
compensation arrangements. There are quite a number of 
clauses. The principal clauses dealing with retirement 
compensation arrangements start at clauses 7, 17, 50.(2) 
and 62. I will ask my colleague to give you an overview of 
what the retirement compensation arrangement 
amendments are all about. Then we will deal with a 
number of second reading or additional motions you have 
before you. 


Mr. John Fuke (Associate to the Director General, 
Legislative Affairs Directorate, Department of National 
Revenue): Mr. Chairman, a retirement compensation 
arrangement is the description of something that exists 
already and is an attempt to subject them to appropriate 
tax treatment. It is a plan or arrangement under which an 
employer makes payments to another person, whom we 
call a custodian, in order that benefits may be paid to an 
employee or any other person after the employee retires 
or otherwise severs his employment with the employer. 


It is similar to a pension plan but is not registered. An 
unregistered pension plan is one description of this. In 
the absence of the definition and the treatment of these 
RCAs, these arrangements would ordinarily be treated as 
employee benefit plans. 


The bill provides that employers get a deduction for 
contributions to these plans, but that there is a S0% 
refundable tax levied on the plan at the time 
contributions are made. This tax is refunded as payments 
are made out of the plan. When payments come out, they 
are taxed in the hands of the employee who receives 
them. 


The Chairman: Why is there a 50% refundable tax in 
view of the proposed tax rates in the white paper? 


Mr. Fuke: This is taking effect, sir, for this year, where 
the 50% rate approximates the top personal rate of tax. 
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Le jeudi 19 novembre 1987 


Le président: Nous poursuivons l’examen du projet de 
loi C-64, Loi modifiant la Loi de Vimpot sur le revenu et 
autres législations connexes. Nos témoins aujourd’hui sont 
les fonctionnaires du ministére, sous la direction de Len 
Farber. Je crois que nous allons simplement continuer. 
Hier, monsieur Farber, nous nous étions arrétés aux 
conventions de retraite, si je ne m’abuse. 


M. Len Farber (directeur, Direction de la politique et 
de la législation de l’imp6ét, ministere des Finances): Vous 
avez entiérement raison, monsieur le président. Lorsque 
la séance a été levée hier, nous en étions aux conventions 
de retraite. De nombreux articles sont en cause ici. Les 
principaux d’entre eux sont les articles 7 et 17, .1¢@ 
paragraphe 50.(2) et Varticle 62. Si vous me le permettez, 
je demanderai a mon collegue de vous dire en quelques 
mots ce que sont ces conventions de retraite et les 
amendements que ce projet de loi y apporte. Nous 
examinerons ensuite les autres motions, les motions de 
deuxiéme lecture dont vous avez été saisis. 


M. John Fuke (associé au directeur général, Direction 
générale de la législation, ministere du Revenu): Monsieur 
le président, ces conventions de retraite existent déja et 
Vobjet de cette motion est de les imposer. C’est une. 
convention qui permet a un employeur de verser des 
cotisations a une tierce personne, qu’on appelle un 
dépositaire, ces cotisations étant versées a un employé ou - 
a quelqu’un d’autre lorsque cet employé prend sa retraite | 
ou démissionne. 


Ces conventions s’apparentent au régime de retraite 
mais ne sont pas enregistrées. On pourrait baptiser ces’ 
conventions régime de retraite non enregistré. En’ 
absence de toute définition s’appliquant a_ ces’ 
conventions de retraite, ces derniéres sont normalement | 
considérées comme des régimes de prestations. 


Le projet de loi permet aux employeurs d’obtenir une. 
déduction pour toute cotisation versée a ces régimes qui | 
sont frappés d’un impoét remboursable de 50 p. 100 au 
moment ou lesdites cotisations sont versées. Cet impot est. 
remboursé lorsque l’employé regoit l’argent qui se! 
trouvait dans le régime. Un impét frappe l’argent ainsi. 
regu, impot que doit acquitter l’employé. 


Le président: Compte tenu des nouveaux taux) 
d’imposition que propose le Livre blanc, pourquoi prévoit-, 
on un impét remboursable de 50 p. 100. | 

M. Fuke: Cette mesure s’applique cette année, le taux. 


de 50 p. 100 étant a peu prés €quivalent au taux. 
d’imposition des particuliers le plus élevé. 
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The Chairman: Federal and provincial. 


Mr. Fuke: Federal and provincial. It is a special tax, so 
it is not subject to the provincial grants. 


The Chairman: Do you account the half-back to the 
provinces or do you just pocket the money while you wait 
until the money ts paid out? 


Mr. Fuke: My: understanding is that the money stays 
here until the pay-out occurs. 


The Chairman: I see. We can profit on this. That is 
good. I just wanted to know how we worked it. How do 
these work? These are not pension plans. 


Mr. Fuke: No, these are not pension plans. These 
might be supplemental pension plans. Suppose an 
employer agrees to pay an employee on retirement over 
and above what he would get out of the registered pension 
plan that has been established in the company. This type 
of an arrangement was attractive for entities that were not 
paying any tax, such as hospitals or universities, who 
could set aside money for key employees and who did not 
care whether they got a deduction when they first set 
them up. This new treatment provides that there is a tax 
paid when the money becomes vested in the employee. It 
is this refundable tax that then goes back when the 
employee actually brings it into income. 


The Chairman: It is going to wipe out these plans 
completely, is it not? 

Mr. Fuke: Probably. 

The Chairman: You just made them unsound. 


Mr. Fuke: We made them tax indifferent. Let us put it 
this way. 


The Chairman: Let us put it this way: there is no 
investment build-up possibility in them because you have 
taxed them S0% right off the bat. 


Mr. Fuke: This is correct. 


The Chairman: There is not a situation I can think of 
where the employee would not be better off to have the 
money paid out to him. 


Mr. Fuke: I think it is fair to say that this was the 
intention in bringing these provisions. 


Mr. Garneau: For the taxable employer, it is the same. 
The tax is paid by the employer when the money is set 
aside, compared to— 


Mr. Fuke: When the money is set aside; this is correct. 
If an employer previously was setting aside $100,000 into 
a retirement benefit plan, he had no deduction for the 


money until the money was paid out. With a retirement 


| 


compensation arrangement, the employer gets $100,000 
deduction, but $50,000 of the amount of money goes into 
the refundable tax account, and only $50,000 goes into the 
plan for reinvestment. 
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M. Garneau: Il en sera de méme pour le Régime de 


rémunération différée? 
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Le président: Taux d’imposition fédéral et provincial. 


M. Fuke: Oui. Il s’agit d’un impét spécial qui ne tombe 
donc pas sous le coup des subventions provinciales. 


Le président: Remettez-vous la moitié de cet argent aux 
provinces Ou empochez-vous l’argent jusqu’a ce qu'il soit 
versé a ’employé? 


M. Fuke: Je crois que cet argent reste dans les caisses 
du gouvernement tant qu’il n'est pas remis A employe. 


Le président: Je vois. Nous en profitons donc. C’est 
bien. Je voulais simplement savoir comment ces régimes 
s’appliquent? Ce ne sont pas des régimes de pensions. 


M. Fuke: Non, ce ne sont pas des régimes de pensions, 
mais disons  plut6t des régimes de retraite 
complémentaires. Supposons qu’en employeur accepte de 
verser @ un employé qui prend sa retraite une somme 
supérieure a ce qu’il obtiendrait du régime de pension 
enregistré €tabli par la compagnie. Ce type de convention 
était intéressant pour les établissements qui n’acquittaient 
aucun impot, comme les hdpitaux ou les universités, qui 
pouvaient ainsi mettre de l’argent de c6té pour le compte 
de leurs principaux employés et qui se souciaient peu 
d’obtenir une déduction. Cette nouvelle mesure frappe 
d'un impot Vargent qu’acquiert l’'employé. Cet impét est 
remboursé lorsque l’employé touche l’argent en question. 


Le président: Cette mesure va faire disparaitre tous ces 
régimes, n’est-ce pas? 


M. Fuke: Vraisemblablement. 
Le président: Vous venez de les rendre inutiles. 


M. Fuke: Disons que l’avantage fiscal est supprimé. 


Le président: Disons qu ’il devient impossible 
d’accumuler de l’argent dans ces régimes car cet argent est 
frappé immédiatement d’un impét de 50 p. 100. 


M. Fuke: Vous avez raison. 


Le président: I] vaudrait mieux que l’employé recoive 
cet argent directement. 


M. Fuke: Je crois que c’était l’intention recherchée. 


M. Garneau: Pour un employeur imposable, cela 
revient au méme. Cet impét est acquitté par l’employeur 
lorsque l’argent est mis de c6té, par opposition a. . . 


M. Fuke: Lorsque cet argent est mis de cété, c’est exact. 
Si auparavant un employeur versait 100,000$ dans un 
régime de pensions, il n’avait droit 4 aucune déduction 
tant que cet argent n’était pas retiré. Une convention de 
retraite permet a un employeur d’obtenir une déduction 
de 100,000$, mais sur ces 100,000$, 50,000$ sont versés 
dans un compte d’impot remboursable et les 50,000$ qui 
restent sont réinvestis dans le régime. 


Mr. Garneau: Will it be the same for salary deferral 
arrangements? 
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Will it be the same for RRSPs? 


Mr. Fuke: No. The salary deferral arrangement is 
deemed not to be a_ retirement compensation 
arrangement. So it meets the definition of a salary deferral 
arrangement. It is out of the RCA regime. So the 
legislation that came in a year ago with respect to salary 
deferral arrangements is untouched by this. 


The Chairman: Why do you not just abolish these 
things? Why do you want to clutter up the bill? 


Mr. Fuke: We are not creating anything here. We are 
taxing arrangements that already exist in the community. 


The Chairman: But why do you not just say that after a 
certain date they do not exist. and that any money set 
aside for employees is taxable no matter what? 


Mr. Fuke: The money may not be vested in the 
employee until the passage ot a future event. 


The Chairman: That is too bad. Then it is not 
deductible from the company, and the tax is paid by the 
company. They can do what they want with it. 


Mr. Fuke: The fact that it may not be deductible by the 
company will not affect the institutions that were taking 
advantage of the act before this provision. We were 
dealing with tax exempts who were not paying any tax at 
all. They were setting aside money for a university or 
hospital, trying to attract a top-name individual. The only 
way we could stop this arrangement was to extract what 
we felt was the appropriate level of tax up front. 


Mr. Garneau: The lawyer will find other ways to do the 
same thing. 


Mr. Fuke: That has always been the case. 


The Chairman: [t would be simple as hell. You pay the 
money Out in the salary to the person, only you have him 
agree to put it in an account that you control. He pays the 
tax on the salary, and it is sitting in-an account that he 
does not control. There are all sorts of ways around this. 


Mr. Farber: That is not one of them, since the tax 
would have been paid. 


The Chairman: Sure, but the tax is then paid at the 
employee’s level rather than at a 50% charge right off the 
bat. 


Mr. Fuke: That option is still available to the employee 
whose rate of tax is lower than the rate on _ these 
retirement Compensation arrangements. 


Mr. Garneau: What about a university or a hospital 
that would just create a reserve? 


Mr. Fuke: This only applies to arrangements where the 
money is paid to a custodian. If the university or hospital 


| Translation | 
En sera-t-il de méme pour les régimes d’€pargne-retraite 
enregistrés? 


M. Fuke: Non. Les régimes de rémunération différée 
ne sont pas considérés comme étant des conventions de 
retraite. C’est un régime de rémuneération différée et n’a 
rien a voir avec les conventions de retraite. Ainsi, les 
dispositions législatives régissant les régimes de 
rémuneration differée qui ont été adoptées il y a un an ne 
sont pas touchées par cette mesure. 


Le président: Pourquot ne pas simplement faire 
disparaitre tout cela? Pourquoi voulez-vous alourdir le 
projet de loi? 


M. Fuke: Rien nest créé en l’espece. Nous nous 


contentons simplement de frapper d’un impot des 
conventions de retraite qui existent déja. 
Le président: Mais pourquoi ne pas les abolir a 


compter d’une certaine date et frapper d’un impot tout 
argent mis de cote pour le compte des employés? 


M. Fuke: Cet argent pourrait ne pas étre dévolu a 
Vemployé avant que quelque chose ne se produise. 


Le président: Tant pis. Dans ce cas, la compagnie ne 
recoit aucune déduction et doit acquitter Vimpot. Elle 
peut faire ce qu’elle veut avec cet argent. 


M. Fuke: Le fait que la compagnie ne puisse bénéficier 
d’une déduction ne touchera pas les établissements qui 
profitaient de la loi avant que cette disposition ne soit 
proposée. Il s’agissait d’établissements qui étaient 
dispensés de par la loi d’acquitter des impots. Ils mettaient 
de l’argent de cOté pour une université ou un hdpital, en 
essayant d’attirer des experts. La seule fagon de mettre fin 
a ce type d’accord était d’imposer cet argent dés le départ. 


M. Garneau: Un avocat trouvera d’autres fagons de 
faire la méme chose. 


M. Fuke: Cela a toujours été le cas. 


Le président: Ce pourrait étre trés simple. Vous versez 
cet argent a l’employé a condition qu’il accepte de le 
verser dans un compte que vous contr6lez. Il acquitte un 
impot sur son salaire, mais cet argent reste dans un 
compte qu'il ne controle pas. On peut trouver des tas 
d’autres fagons. 


M. Farber: Ce n’en est pas une, puisque l’impoét aura 
déja été acquitté. 


Le président: Bien sir, mais l’imp6t est acquitté par | 


Vemployé selon son propre taux d’imposition et non pas a 
raison de 50 p. 100 immédiatement. 
M. Fuke: Cette option est toujours possible si le taux 


d’imposition de l’employé est inférieur au _ taux 
d’imposition de ces conventions de retraite. 


M. Garneau: Et une université ou un hdpital qui se 
contenterait de créer une réserve? 


M. Fuke: Cette mesure ne _ s’applique qu’aux 
conventions de retraite dont les cotisations sont versées a 
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chooses to set aside a reserve out of its own funds, there is 
nothing we can do about it. 


The Chairman: The employee is entitled to the money 
because he has a contract under which, on the 
performance of certain duties, the university agrees to pay 
a special fee. 


Mr. Fuke: That may be subject to the salary deferral 
arrangement. 


The Chairman: Is that what all these amendments are 
about? 


Mr. Fuke: Yes. 


The Chairman: [ believe we ought to rethink this to see 
if we can do it simpler. This just goes on and on, section 
after section after section, and in effect you have abolished 
the system. 


Mr. Garneau: The system has never been created. 


Mr. Fuke: There was never any statutory blessing for 
this system. It is a system that was created by the tax 
advisers, and we are taxing what they created. 


share-for-share 
little 


The Chairman: 
exchanges. Wait. 
amendments there? 


Let us go on to 
Have you got a bunch of 


Mr. Farber: There are additional motions on page 22, 
26. 


° 1015 


The Chairman: Is there anything in these, other than 
just purely straightening up the— 


Mr. Farber: Very technical amendments, Mr. 
Chairman. Cross-reference amendments, a number of 
changes just to clean up those rules. They are on pages 22, 
26, 69 and 116. 


The Chairman: There is nothing in these right now, is 
there, Mr. Farber? I mean there is nothing we can— 


Mr. Farber: Nothing of importance, other than what 
we have told you about the basic arrangements. 


The Chairman: Let us go on to share-for-share 
exchanges. 
Mr. Wally Conway (Senior Official, Legislation 


Division, Tax Policy and Legislation Branch, Department 
of Finance): Share-for-share exchange rules, or corporate 
re-organization rules, provide rules which take place 
when a vendor of the shares exchanges his shares or 
shares of a purchaser corporation. 


The Chairman: Can I stop you for a moment? I am 
told by my clerk that you are amending a section of the 
act that you have not put in your bill. Do you want to 
explain that, Marie, please? 


The Clerk of the Committee: Well, in the bill it starts 
at paragraph 60(t), and then you are going to (j) here. 
Unless I am— 
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un dépositaire. Si une université ou un h6pital choisit de 
se constituer une réserve a partir de ses propres 
ressources, nous ne pouvons absolument rien faire. 

Le président: L’employé a droit 4 cet argent car il a 
signé un contrat qui lui permet de recevoir des honoraires 
extraordinaires sil execute certaines taches. 


M. Fuke: Cela 
rémunération différée. 


releve peut-étre du régime de 
Le président: Et tous ces amendements portent sur la 
méme chose? 
M. Fuke: Oui. 


Le président: Je crois que nous devrions revoir cela 
pour voir si nous ne pouvons pas trouver de moyens plus 
simples. On retrouve la méme chose article aprés article, 
alors qu’en fait, vous avez aboli ce systéme. 


M. Garneau: II n’a jamais été créé. 


M. Fuke: Aucune loi n’a jamais entériné ce systéme. II 
a été créé par les conseillers fiscaux et nous frappons d’un 
impot l’objet de leur création. 


Le président: Passons aux échanges d’actions. Attendez. 
Y a-t-il d’autres amendements? 


M. Farber: Il y a d’autres motions aux pages 22 et 26. 


Le président: Ces motions renferment-elles quoi que ce 
soit de spécial ou s’agit-il simplement d’ajuster. . 


M. Farber: Ce sont des amendements de pure forme, 
monsieur le président. Des amendements de renvoi, un 
certain nombre de modifications qui ont pour but 
d’ajuster ces nouvelles régles. Ces amendements se 
trouvent aux pages 22, 26, 69 et 116. 


Le président: Ces amendements n’ont rien de spécial, 
n’est-ce-pas, monsieur Farber? Nous ne pouvons rien. . . 


M. Farber: Rien qui soit important, mis a part ce que 
nous vous avons dit a propos des conventions de base. 


Le président: Passons alors aux échanges d’actions. 


M. Wally Conway (haut fonctionnaire, direction de la 
politique et de la législation de l’impot, ministére des 
Finances): Les régles sur les échanges d’actions ou les 
régles sur la restructuration des entreprises, portent sur 
les €changes d’actions entre compagnies. 


Le président: Puis-je vous interrompre? La greffiére me 
dit que vous modifiez un article de la loi qui ne figure pas 
dans le projet de loi. Voudriez-vous nous expliquer cela, 
Marie, s’il vous plait. 


La greffiére du Comité: Eh bien, dans le projet de loi, 
cela commence a l’alinéa 60t) et ensuite on passe a 
l’alinéa j). A moins que je... 
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The Chairman: What page are you on? Page 26, 28? 


The Clerk: I am on page 26. 


The Chairman: I just want to make sure you have a 
legal amendment here. 


Mr. Farber: Mr. Chairman, that clause you have just 
referred to, while it does open up a new section of the act, 
is a consequential change to pick up on the retirement 
compensation arrangements. There is no real policy in 
this, but it was a consequential change to a section of the 
act that had not been opened up before. 


The Chairman: But the trouble is that it is not in the 
ways and means motion. That is your problem. 


Mr. Farber: It was not in the original ways and means 
motion. This is additional motion. But as I say, it is 
merely a consequential amendment, picking up on— 


The Chairman: No, but this particular consequential 
amendment is not in the ways and means motion. You 
have now made a consequential amendment that was not 
in the ways and means motion. You are prohibited from 
doing that. That is your problem. You may have to issue a 
new ways and means motion, is what [ am saying to you. 
And I would be delighted if you did, but would you take a 
look at that very closely? I think Marie may have spotted 
something that can cause you some problems. It is not 
very difficult for you to issue a new ways and means 
motion. And we could, by consent, presumably pass the 
necessary enabling legislation. 


Mr. Farber: Well, you are right, Mr. Chairman, it is a 
new motion. However, I would just emphasize that it is a 
new motion which is merely consequential on a previous 
motion that was there. 


The Chairman: We will have the clerk consult. We are 
having a dispute between clerks now. 


Mr. Farber: Well, I prefer those kinds of disputes. 


The Chairman: Okay. We can rule on those. Now, let 
us go to share-for-share exchanges. 


Mr. Conway: The share-for-share exchange rules in the 
act provide rules which take place when a vendor of 
shares exchanges shares for shares of a _ purchaser 
company. And what we have done is amend the rules to 
prevent corporate tax avoidance. 


The Chairman: Well, all right, what kind of corporate 
tax avoidance are you talking about? 


Mr. Conway: For example, the old rules stated that a 
vendor could sell his shares to a purchaser company in 
exchange for shares of the purchaser. But the vendor 
would get a rollover of the cost base. In other words there 
would be no tax effect. 


| Translation| 
Le président: A quelle page? Page 26 ou page 28? 
La greffiére: Page 26. 


Le président: Je veux simplement m/assurer que 
V'amendement que vous présentez l’est en bonne et due 
forme. 


M. Farber: Monsieur le président, l’article que vous 
venez de citer, méme s'il s’agit d’un nouvel article de la 
loi, n’est qu’un amendement corrélatif portant sur les 
conventions de retraite. Il n’y a rien de nouveau, et il 
s’agit simplement d’une modification corrélative a un 
article de la loi qui n’avait pas encore été modifié. 


Le président: Mais l’ennui cest qu'il ne se trouve pas 
dans la Motion des voies et moyens. C’est la ou le bat 
blesse. 


M. Farber: II ne figurait pas dans la Motion des voies et 
moyens initiale. Il s’agit d’une nouvelle motion, mais 
comme je l’ai dit, c’est un amendement corrélatif, c’est 
COU e. 


Le président: Non, mais cet amendement corrélatif ne 
figure pas dans la Motion des voies et moyens. Vous venez 
d’apporter un amendement corrélatif qu’on ne retrouve 
pas dans la Motion des voies et moyens. Vous ne pouvez 
pas procéder ainsi. Ce n’est pas possible. Vous devrez 
peut-étre rédiger une nouvelle motion des voies et 
moyens. Et je serais ravi si vous le faisiez, mais pourriez- 
vous vérifier cela de plus prés? Je crois que Marie a 
peut-étre découvert quelque chose qui pourrait vous 
causer des ennuis. Il ne vous est pas tres difficile de 
rédiger une nouvelle motion des voies et moyens. Et nous 
pourrions, si tout le monde était d’accord, adopter la lot 
habilitante nécessaire. 


M. Farber: Eh bien, vous avez raison, monsieur le 


président, il s’agit d’une nouvelle motion. Cependant, je | 


voudrais insister sur le fait que cette nouvelle motion 
découle purement et simplement d’une motion 
précédente qui figurait dans le texte. 


Le président: Nous demanderons a la greffiére de 
procéder a des consultations. Les greffiers n’arrivent pas a 
s’entendre. 


M. Farber: Eh bien, je préfére que ce soit eux que moi. 


Le président: Bien. Nous verrons cela plus tard. 


Passons maintenant aux échanges d’actions. 


M. Conway: Ces régles régissent les €changes d’actions | 


entre un vendeur et une compagnie acheteuse. Et nous 
avons modifié ces régles en vue d’empécher tout 
évitement fiscal de la part d’entreprises. 


Le président: Bien, donnez-nous en des exemples. 


Par 
vente 


anciennes 
une 


M. Conway: 
permettaient ia 


exemple; “les 
d’actions a 


régles 


compagnie | 


acheteuse en échange de ses actions. Mais le vendeur © 


obtenait alors un roulement du cout de base. Autrement 
dit, tout se faisait en dehors du fisc. 


| 


| 
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The Chairman: That is right. What is wrong with that? 


Mr. Conway: There is nothing wrong with that. The 
company would get fair market value based on the shares. 
What the change has done is to say the company gets 
basically the lesser of the fair market value of the share 
that he acquired or its paid-up capital. 


S020 


The reason for it is that when they had the fair market 
value based on the shares, all the shareholders of, say, a 
small public company would exchange all their shares in 
a shell company. The shell company would then be 
owned by the same shareholders that owned the former 
company. The shell company would have a fair market 
value based on the shares. The shares of the original 
company could then be sold with no gain or loss and the 
shareholders would not pay any tax. Therefore we have 
changed the rules— 


The Chairman: The shares of the original company 
could be sold for no gain or loss? 


Mr. Conway: Maybe I could run through these slowly 
again. Let us say company A is owned by 100 people and 
they bought those shares on subscription for $100 and 
now they are worth $1,000 each. Those shareholders 
could have their lawyer set up a shell company and do a 
share exchange with the shell company, whereby they 
would exchange their shares in company A for shares in 
the shell company, company B. Company B would get a 
fair market value base for the shares of company A, and 
the shareholders would get a rollover in their base. In 
other words, there would be no tax consequence. Now 
you have company B owning company A with a base of 
fair market value. Those shares could now be sold with no 
gain or loss. 


Mr. Garneau: Did they sell that $1,000 without capital 
gains? 


Mr. Conway: This is right. This is the way the rule 
worked. What we have done is— 


The Chairman: Why would they not be sold at the cost 
base of the rollover? Would this not be the new base of 
those shares as far as the company B is concerned? Why 
would you all of a sudden pony up the base? 


Mr. Conway: This was the way the rule read. I guess 
the theory for it was that it is like a barter transaction, 
except the rule was imperfect and it treated only one side 
of the barter transaction as being a barter transaction. 


The Chairman: It sounds like Egypt again. 


Mr. Conway: Yes. Therefore, we have changed those 
rules to prevent this type of stuff. 
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Le président: Oui, et alors? 


M. Conway: Il n’y a effectivement rien d’anormal 
ladedans. La compagnie obtenait un  montant 
correspondant a la juste valeur marchande des actions. Or 
cette modification fait en sorte maintenant que la 
compagnie obtiendra soit la juste valeur marchande des 
actions qu’elle a acquises, soit le montant de son capital 
versé, la somme la moins élevée €tant retenue. 


La raison en est que les actionnaires d’une petite 
société cotée en bourse, par exemple, procédaient a un 
éechange d/actions avec une société-écran lorsque le calcul 
se faisait selon la juste valeur marchande des actions. Les 
mémes actionnaires devenaient alors propriétaires de la 
nouvelle société-écran. Celle-ci avait alors pour valeur 
marchande la valeur des actions sur le marché. Les 
actions de la société d’origine pouvaient alors étre 
vendues sans gain ni perte, ce qui fait que les actionnaires 
ne payaient aucun impot. Voila pourquoi nous avons 
modifié les regles. . . 


Le président: Les parts de la société d’origine pouvaient 
étre alors vendues sans gain ni perte? 


M. Conway: Je vais essayer de reprendre cela plus 
lentement. Supposons que 100 personnes se partagent les 
parts dune société A, actions qui ont été achetées pour 
100$ chacune, et qui valent maintenant 1,000$. Ces 
actionnaires peuvent demander a leur avocat de créer une 
société-écran, et de procéder a un échange d’actions, les 
actions de la societé A devenant celles de la société-écran 
B. La valeur de celle-ci est alors la juste valeur marchande 
des actions de la société A et les actionnaires peuvent 
alors de prévaloir du roulement du _ prix de_ base. 
Autrement dit, cela leur permet de ne payer aucun impot. 
La société B est maintenant propriétaire de la société A, 
avec pour base la juste valeur marchande. Ce qui fait que 
les actions peuvent étre alors vendues sans perte ni gain. 


M. Garneau: Est-ce qu’elles ont pu alors étre vendues a 
1,000$ sans que l’on ait a déclarer de gain en capital? 


M. Conway: Exactement. C’est ce que permettaient les 
régles. Nous avons alors décidé. . . 


Le président: Mais pourquoi ne pas les vendre a la 
valeur de ce qu’elles coutent au moment du transfert? Est- 
ce que ce n’est pas effectivement du point de vue de la 
société B, le nouveau prix de base de ces actions? 
Pourquoi gonfler cette valeur initiale? 


M. Conway: C’est de cette fagon que la régle était 
appliquée. Du point de vue théorique c’était comparé a 
un troc, si ce n’est que la régle était imparfaite puisque 
une seule partie a la transaction bénéficiait effectivement 
du principe du troc. 


Le président: Cela fait un petit peu penser au Little 
Egypt Bump. 


M. Conway: Oui. Voila pourquoi nous avons décidé de 
modifier les dispositions. 
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Mr. Garneau: It is a clear case you have explained. You 
may have borderline cases. 


Mr. Conway: This is right. The choice in amending 
these rules is, first, stop this type of stuff— 


The Chairman: What do you do? How are you going to 
go about it? How are you going to handle it? 


Mr. Conway: The rule says now that the cost to 
company B is the lesser of the paid-up capital of the 
shares, in other words, the amount the shares were 
originally subscribed for, or their fair market value. 


The Chairman: Yes. The lesser of. 


Mr. Conway: The lesser of the original subscribed value 
or the fair market value. 


The Chairman: It is fair ball. It is okay. Then, on the 
rollover the second company does not have a bump up. 


Mr. Conway: This is There is a second 


amendment, in that prior— 


right. 


Mr. Garneau: In the example you gave, you referred to 
the subscription price. If the same 100 people buy shares 
in the marketplace of a public company at $100 and try to 
do the same, then the rule will say it will be the lesser of 
the fair market value or their cost. 


Mr. Conway: To the purchaser and company. As for 
the shareholder himself, if an individual, nothing 
happens; he just gets a rollover and nothing happens to 
him until the time he sells the substituted share. 


Mr. Garneau: Yes, but when he sells it, he will have a 
capital gain, and the deemed costs will be $100. 


Mr. Conway: Yes. 


The Chairman: It does not affect the shareholder on 
the rollover; you only affect the company. 


Mr. Conway: There is no affect at all whatsoever. 


The Chairman: We are dealing with the valuation for 
the company that receives the share from the rollover. 


Mr. Conway: This is right. 


The Chairman: You have a bunch of consequential 
clauses then. The paid-up value clause is consequential. 


Mr. Conway: Yes. Paid-up capital, yes. 


The Chairman: Okay, let us go on to the next one— 
source deductions. 


Mr. Farber: Mr. Chairman, the principal clause here is 
Clause 66 as well as clause 52, dealing with joint and 
several liability with respect to source deductions. Mr. 
White will give you some background on it. 
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M. Garneau: L’exemple que vous’ prenez_ est 
extrémement clair. Il pourrait y avoir des situations plus 
floues. 


M. Conway: Oui. Notre décision de modifier les 
dispositions correspond tout d’abord a un souci de. . . 


Le président: Comment allez-vous faire? Comment 
allez-vous vous y prendre pour appliquer la nouvelle 
régle? 

M. Conway: Les dispositions prévoient maintenant que 
la société B aura acquis ses actions pour la moindre des 
sommes suivantes: le capital verse au moment de 
l"€mission des actions, ou leur juste valeur marchande au 
moment de l’opération. 


Le président: Trés bien. La moindre des deux sommes. 


M. Conway: Oui, de leur valeur au moment de 
l’émission, ou de leur juste valeur marchande. 


Le président: Ca me semble assez juste. Ca me semble 
tout a fait acceptable. Cela évitera qu’au moment de 
l’échange la valeur ne soit gonflée. 


M. Conway: Oui. Il y a un deuxiéme amendement. . . 


M. Garneau: Dans l’exemple que vous citez vous parlez 
de la valeur au moment de l’€mission. Supposons que les 
100 mémes personnes aient acheté des actions sur le 
marché, a 100$ chacune, et qu’elles essaient de faire la 
méme chose; est-ce que la régle de la moindre des sommes 
s’appliquera de la méme fagon? 


M. Conway: Pour l’acheteur et pour la société, oui. 
Pour ce qui est de l’actionnaire lui-méme, si c’est un 
particulier, il ne se passe rien; il s’agit d’un simple 
transfert, et rien ne se passe jusqu’a ce qu'il vende la 
nouvelle action. 


M. Garneau: Trés bien, mais lorsqu’il la vend, il 
déclare un gain en capital, et l’action sera réputée lui 
avoir coaté 1008. 


M. Conway: Oui. 


Le président: Le transfert ne 
Vactionnaire, mais la société. 


touche donc pas 


M. Conway: Ca n’a aucune incidence. 


Le président: Ce dont nous parlons ici c’est de la valeur 
de la société qui fait l’acquisition de ces actions. 


M. Conway: Oui. 


Le président: Il y a ensuite toute une série de 
dispositions corrélatives, et notamment pour ce qui est du 
calcal du capital versé. 


M. Conway: Oui. Le calcul du capital versé. 


Le président: Trés maintenant 


retenues a la source. 


bien, passons aux 


M. Farber: Monsieur le président, l’article essentiel ici 
est l’article 66 du projet de loi, et l’article 52 ot il est 
question de responsabilité solidaire a l’égard des retenues 
a la source. M. White va vous expliquer cela. 
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Mr. Harold White (Senior Official, Legislation 
Division, Tax Policy and Legislation Branch, Department 
of Finance): The Income Tax Act already has some 
provisions intended to give the Crown priority over 
secured creditors of tax debtors for amounts payable to 
the Crown under the Income Tax Act. Those provisions 
have never been proclaimed. 


The Chairman: That ts correct. It depends on whether 
we clean up the Bankruptcy Act. That was the last time 
we were around here. 


Mr. H. White: Pending the proclamation of those 
provisions, there is still quite a concern about unremitted 
source deductions, deductions taken from employees’ pay 
which were supposed to have been held in trust, but were 
not held in trust in a bankruptcy situation. The Crown 
would like to have priority for those amounts. 


The Chairman: Why should you have more priority 
than any other creditor? 


Mr. H. White: Basically because those are amounts 
which were supposed to be held in trust. 


The Chairman: [ do not understand that. So far as [am 
concerned, you are in the same position as any other 
creditor. You can prosecute people for not deducting and 
put them in jail for not paying, but so far as the money in 
the till is concerned, why should the Government of 
Canada rank ahead of other taxpayers? 


Mr. H. White: The federal government would find itself 
in a situation where the employees would be given credit 
for those amounts deducted from their pay, but the 
benefit of those amounts would be going to some other 
creditor. 


The Chairman: Yes, I realize that. You have the right 
in law to prosecute and jail people who break the trust. 
You have a penalty, but why should you penalize other 
people who have also been diddled by the same person 
who tried to diddle the federal Crown? 


Mr. H. White: This is not intended as a _ penalty 
provision. We are only after the trust money which was 
supposed to have been held on behalf of the government. 


The Chairman: I know. 


Mr. Farber: Mr. Chairman, most of the creditors are 
not in a trust situation. These are trust— 


The Chairman: You are not in a trust situation. 
Mr. Farber: Yes, you are. 


The Chairman: You are not in a trust situation either. 
You create a trust, but your problem is that the person 
who was supposed to put the money in the trust did not 
do it. 
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M. Harold White (haut fonctionnaire, Division de la 
législation, Direction de la politique et de la législation de 
Vimpot, ministere des Finances): Il y a dans la Loi de 
Vimpot sur le revenu des dispositions qui donnent a |’Etat 
la priorité sur les autres créanciers garantis d’un débiteur 
fiscal, et cela pour les sommes qu ‘il doit au fisc 
conformément a la Loi de lVimpét sur le revenu. Ces 
dispositions n’ont jamais été promulguées. 


Le président: C’est exact. Tout dépendra de ce qui se 
passera pour la Loi sur la faillite. Cela ga remonte a la 
derniére fois ou nous nous sommes retrouvées ici. 


M. H. White: Si ces dispositions sont effectivement 
promulguées, il reste tout de méme le probléme de ces 
retenues a la source qui n’ont pas été versées, alors 
qu’elles ont été déduites des salaires des employés et 
auraient du €tre versées a un fonds de fiducie; elles n’ont 
pas été versées en raison dune faillite. L’Etat voudrait, sur 
ces sommes, avoir la priorité. 


Le président: Pourquoi |’Etat aurait-il la priorité sur les 
autres créanciers? 


M. H. White: Parce qu’il s’agit de sommes qui auraient 
du étre détenues en fiducie. 


Le président: Je ne comprends pas. De mon point de 
vue, vous n’étes qu'un créancier parmi les autres. Vous 
pouvez cependant engager des poursuites, faire mettre les 
gens en prison, mais je ne vois pas pourquoi, pour ce qui 
est de l’argent lui-méme, l’Etat canadien aurait une 
priorité quelconque. 


M. H. White: Ce qui se passe, du point de vue de l’Etat 
fédéral, c’est que les sommes déduites du salaire des 
employés leur seraient créditées mais elles seraient versées 
a un autre créancier. 


Le président: Oui, je comprends. Cela vous donne le 
droit, de poursuivre les coupables, et de les mettre en 
prison pour abus de confiance. La sanction est donc 
prévue, mais pourquol pénaliser ceux qui ont également 
été victimes de quelqu’un qui a également essayé de 
tromper |’Etat? 


M. H. White: Il ne s’agit pas ici de vouloir punir, ce 
n’est pas l’intention de la disposition en question, il s’agit 
simplement de récupérer de l’argent qui aurait du étre 
détenu en fiducie au nom de l’Etat. 


Le président: Je sais. 


M. Farber: La plupart des créanciers ne sont pas des 
fiduciaires. 


Le président: Vous non plus. 
M. Farber: Si, d’une certaine facgon. 


Le président: Vous n’étes pas une société de fiducie. 
Vous créez une fiducie et votre probleme c’est que celui 
qui devait y verser les sommes pergues ne l’a pas fait. 
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Mr. Farber: That does not make it his money. It is still 
the federal government’s money. 


The Chairman: I[t is not his money. If he had an 
obligation to put it in trust or hold it in trust, he did not 
hold it in trust. That is your problem. You have a very 
good remedy against him. You can hound him and put 
him in jail. It is a great remedy. If most creditors had the 
right to put their debtors in jail, they would be in 
wonderful shape. You are the only creditor in the country 
who can put debtors in jail for breach of trust. Why 
should you have the further right to— 


Mr. Farber: I understand your point, Mr. Chairman, 
but they are trust funds. Their money is deducted from 
the employees. It ts almost an agency type of relationship. 
The money is already the Crown’s money. 


The Chairman: What 
bankruptcy? 


is the view of the trustees in 


Mr. H. White: I am not sure. 


The Chairman: What is the view of the Minister of 
Consumer and Corporate Affairs? 


Mr. H. White: These provisions were first announced 
on June 5 and, to the best of my knowledge, we have not 
had any adverse reaction to it. 


The Chairman: The last time we had this bill before 
us—it is essentially what you are trying to do again—the 
reaction came at the end of the committee hearings when 
somebody finally spotted it. 


Mr. H. White: I suspect the persons who would be 
affected by these provisions probably accepted the 
provisions put into the act. They probably were not 
Surprised to see these other provisions which do not go so 
far. These will basically apply where a tax debtor has 
signed his accounts receivable to— 


The Chairman: I am going to mark it off to one side 
and ask our research department to get in touch with the 
association. 


Mr. Garneau: The amount of money we are talking 
about normally should have been transferred to the 
government. 
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Mr. H. White: Exactly. 


Mr. Garneau: As it has not been transferred, you want 
to make sure that you will get it in time for the. . . So it is 
your money, in fact. I mean, not yours but the 
government’s money. 


Mr. H. White: That is right. It is money that was 
deducted from employees’ pay and held in trust for the 
federal government. 
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M. Farber: Mais cet argent ne lui appartient pas non 
plus. Il s’agit bien de l’argent de l’Etat. 


Le président: Effectivement. Et alors qu/il avait 
Vobligation de déposer cet argent dans un fonds, ou de le 
détenir en fiducie, il ne l’a pas fait. C’est précisément 
votre probleme. Vous avez donc un excellent reméde. 
Vous pouvez engager des poursuites, et faire emprisonner 
le coupable. C’est quand méme pas négligeable. Si la 
plupart des créanciers avaient ce droit, je crois qu’ils s’en 
tireraient mieux. Vous étes le seul créancier du pays qui 
puisse mettre ses débiteurs en prison pour escroquerie. 
Pourquoi auriez-vous par ailleurs le droit de. . . 


M. Farber: J’ai tres bien compris ce que vous dites, 
monsieur le président, mais il s’agit de fonds de fiducie. 
L’argent a été déduit du salaire des employés. C’est 
presque une relation de mandataire. Il s’agit bien de 
Vargent de l’Etat. 


Le président: Qu’en pensent les syndics de faillite? 


M. H. White: Je ne le sais pas vraiment. 


Le président: Et qu’en pense le ministre de la 


Consommation et des Corporations? 


M. H. White: Les dispositions ont été annoncées le 5 
juin pour la premiere fois, et que je sache, nous n’avons 
enregistré aucune réaction négative. 


Le président: La derniere fois que nous avons discuté 
de ce projet de loi—la-dessus votre position est restée a 
peu pres ta méme—il y a eu effectivement des réactions, 
vers la fin des audiences du Comité, lorsque quelqu’un 
s’en est apercu. 


M. H. White: Je suppose que les personnes qui seraient 
concernées par ces dispositions ne se sont pas opposées 
aux dispositions correspondantes de la loi. Elles n’ont sans 
doute pas été surprises de voir ici des dispositions qui, en 
fait, ne vont méme pas aussi loin. Je pense que cela 
concernera essentiellement des débiteurs fiscaux qui 
auront endosser des créances a. . . 


Le président: Je vais mettre cela de cOté, et demander a 
nos assistants de recherche de reprendre contact avec 
association en question. 


M. Garneau: Il s’agit donc de sommes qui 
normalement auraient du étre transférées au Trésor 
public. 


M. H. White: Exactement. 


M. Garneau: Et comme ga n’a pas été fait, vous voulez 
vous assurer de pourvoir toucher a cet argent... D’une 
certaine maniére c’est votre argent; pas le vOtre, celui de 
Etat. 


M. H. White: Oui. De l’argent qui a été retenu du 
salaires des employés et détenu en fiducie pour le compte 
de |’Etat fédéral. 
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Mr. Farber: The employees are given credit for it 
immediately as a source deduction. So in essence it is the 
government's money. 


Mr. Garneau: Yes. I think they are okay. 
The Chairman: They are okay. 


Mr. Garneau: Yes, that is the government’s money. The 
employer—probably it is an employer in that case—did 
not transfer the money. [f he is trying to. .. he would pay 
somebody else with the government's money. Do you not 
think it is okay to make sure that money comes to the 
right place? 


The Chairman: The next one, successor rules. 


Mr. Farber: Before you get there, Mr. Chairman, if you 
will notice that on your summary there is a bunch of 
consequential changes dealing with clauses 67, 75, 76, 77 
and 78. Most of them are cross-reference changes picking 
up consequential amendments to the accelerated source 
remittances, a number of reference changes, and soon on. 
There is no policy in there at all, other than those cross- 
references to the penalties and the other provisions. 


The next clause deals with the successor rules of 
resource corporations. Basically, the new successor rules 
replace the existing first and second successor rules to 
allow third, fourth and subsequent successions. I will ask 
Carol to give you any more information on that you 
would like. Would you like a brief overview of those 
changes? 


The Chairman: Yes. 


Ms Carol Muirhead (Senior Official, Legislation 
Division, Tax Policy and Legislation Branch, Department 
of Finance): The successor rules have been in the Income 
Tax Act since the 1960s and perhaps earlier. They apply 
to companies engaged in resource activities, and they 
relate to their ability to deduct unused exploration and 
development expenses incurred before there was a change 
of control of a company, or incurred by another taxpayer 
and transferred to the company when the company 
acquired all, or substantially all, of the oil and gas or 
mining business of the vendor. 


So these are relatively complicated rules. They have 
related always to the expense pools, as they are defined in 
the Income Tax Act. Over the years, we had extended the 
concept of the succession of these pools to the purchaser 
to a second purchaser. And for several years now we have 
had representations from the industry and from the joint 
tax committee that we should provide for an indefinite 
number of these transfers, that there was really no logic in 
limiting them to two, especially in light of the type of 
corporate reorganizations we see today. 


So we took the opportunity to rewrite the rules and 
bring them into one section. So our consequential 
amendments are quite lengthy in that they have repealed 
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M. Farber: Le compte des employés est immédiatement 
crédité, c’est une déduction a la source. C’est donc 


essentiellement de l’argent de |Etat. 
M. Garneau: Oui. Je suis d’accord. 
Le président: Vous trouvez? 


M. Garneau: Oui, il s’agit bien de l'argent de l’Etat. 


L’employeur—il s’agit sans doute d’un employeur en 
l'occurrence—n’'a_ pas fait transférer l’argent. Et s’il 
essaie... J’imagine quil a payé quelqu’un d/autre avec 


Vargent de |’Etat. Ne trouvez-vous pas normal que l’on 
s‘assure de récupérer cet argent? 

Le président: Passons a la question 
concerne les corporations remplagantes. 


suivante, qut 


M. Farber: Avant cela, monsieur le président, vous 
remarquerez que sur votre résumé il y a toute une série 
de dispositions corrélatives concernant les articles 67, 75, 
76" 27 ct 578 dus projet. der lor alles agit en “fait vde 
modifications qui renvoient les unes aux autres, et 
notamment a propos de l’accélération des versements des 
retenues a la source, et de modifications nécessaires pour 
la coherence de l’ensemble. Rien qui porte sur le fond. 


simplement des renvois, concernant les pénalités et 
certaines autres dispositions. 
L’article suivant porte sur les corporations 


remplagantes. L’amendement €nonce les nouvelles régles 


sur les corporations remplagantes et les secondes 
corporations remplacantes, afin de permettre une 
troisieme, quatrieme, etc. succession. Je vais donc 


demander a Carol de vous informer plus amplement 
la-dessus. Est-ce que vous voulez d’abord un apercu 
général de la question? 


Le président: Oui. 


Mme Carol Muirhead (haut fonctionnaire, Division de 
la legislation, Direction de la politique et de la legislation 
de l’impot, ministere des Finances): Cette regle existe dans 
la Loi de Vimpot sur le revenu depuis les années 60 et 
peut-étre méme depuis plus longtemps. Cela concerne les 
sociétés miniéres, et leur droit de déduire les frais de 
prospection et d’aménagement non utilisés, remontant a 
une é€poque antérieure au rachat de la société, ou 
concernant un autre contribuable et transférés a la société 
lorsqu’elle a acquis tous, Ou presque tous les avoirs de la 
société miniére Ou pétroliére et gaziere du vendeur. 


Ce sont des régles assez compliquées. Elles concernent 
notamment les comptes de frais, comme ils sont définis 
dans la Loi de l’impot sur le revenu. Au fil des ans, nous 
avons fait bénéficier les seconds acheteurs de ces 
dispositions. Pendant plusieurs années, le secteur privé et 
le comité mixte de limpot nous ont demandé de 
permettre un nombre illimité de transferts, parce qu’il n’y 
avait en réalité aucune raison de vouloir en limiter le 
nombre a deux, étant donné notamment la fagon dont le 
monde des sociétés se réorganise aujourd’hui. 


Nous avons donc profité de l’occasion pour reformuler 
ces régles, et les présenter sous forme de disposition. Nos 
amendements corrélatifs sont assez longs, puisqu’il faut 
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all the old rules. And principal clause 23 and proposed abroger les anciennes dispositions. Ce sont donc 


section 66.7 replace all the old rules and provide for an 
unlimited number of transfers. 


The Chairman: This goes on and on in the explanatory 
notes here. 


Mr. Garneau: Sir, do we have to understand everything 
to vote for or against? 


The Chairman: [ do not know. I mean, the Liberal 
Party does not understand everything. 


Mr. Garneau: But when I read that a long time ago, 
when we were supposed to study Bill C-64... and my 
notes say that it ts very, very complex. 


Some hon. members: Oh, oh! 


Mr. Garneau: Do you understand that—everything? I 
took the A, B, C, X, Y, Z, and tried to follow the example, 
and [ could not. 


Mr. Minaker: [ thought they were selling soap. 


The Chairman: In any event, what this does is give you 
multiple successions on the CEE and CCEE. 


Ms Muirhead: Yes. 


Mr. Garneau: Was it a tool to use tax deductions by a 
corporation when the transaction would have been done 
only for tax purposes, and this is what you want to get? 
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Ms Muirhead: No, this amendment is really a relieving 
amendment. In January we announced some tightening 
measures to deal with avoidance, and one of those changes 
impacts on the way the successor rules were being used. I 
think we get to that later in the context of dealing with 
those loss transfer avoidance changes that we announced 
in January. 


The Chairman: Why do we not just leave that alone? 


Mr. Farber: But before we move on, there are a 
number of additional motions here. 


The Chairman: I am sure there are. Half the book is, is 
it not? 


Mr. Farber: Just about. Pages 31, 37, 43, 66, and 73 
contain a series of consequential technical changes to the 
successor rules. 


The Chairman: Tax avoidance to offset losses or other 
deductions. These are a bunch of tax avoidance rules, are 
they? 


essentiellement l'article 23 du projet de loi et l’article 66.7 
qui remplacent les anciennes dispositions, pour que les 
transferts puissent avoir lieu sans aucune restriction. 


Le président: Je vois que les notes explicatives sont trés 
longues. 


M. Garneau: Est-il nécessaire, pour pouvoir voter, de 
comprendre le moindre détail? 


Le président: Je ne sais pas. Le Parti libéral ne 
comprend pas toujours tout, de toute fagon. 


M. Garneau: Lorsque je me suis penché la-dessus, il y a 
longtemps, lorsque nous devions discuter le projet de loi 
C-64>., et ~diapres™ les: (notes, que: ~ yal. ici, | € est 
extremement, extremement complexe. 

Des voix: Oh, oh! 


M. Garneau: Vous comprenez tout, vous? J’ai pris cela 
de A a Z, j’aie essayé de comprendre l’exemple, je n’ai pas 
réussl. 

M. Minaker: Je croyais que c’était aussi simple que la 
vente du savon. 


Le président: Quoi qu’il en soit, cela permet le 
transfert, sans limite, des frais d’exploration au Canada et 
des frais cumulatifs d’exploration au Canada aux 
corporations remplagantes successives. 


Mme Muirhead: Oui. 


M. Garneau: Ce que vous voulez éviter, c’est que cette 
régle ne puisse permettre a certaines sociétés d’effectuer 
de tels transferts uniquement dans le but de bénéficier de 
certaines déductions fiscales? 


Mme Muirhead: Non, cette modification consiste a 
élargir la portée de la Loi. Au mois de janvier, nous 


avions annoncé un certain nombre de mesures 
concernant lévitement fiscal, et l’une d’elles touche 
également les corporations remplagantes. Nous y 


reviendrons tout a l’heure lorsque nous parlerons des 
modifications annoncées au mois de janvier, 
modifications concernant l’évitement fiscal en cas de 
transfert de pertes. 


Le président: Pourquoi ne pas laisser cela pour le 
moment? 


M. Farber: Avant de passer a la suite, j’aimerais vous 
faire remarquer qu'il y a toute une série de motions 
complémentaires. 


Le président: Je n’en doute pas. La moitié de la liasse, 
n’est-ce pas? 


M. Farber: Presque. Les pages 31, 37, 43, 66 et 72 
portent sur toute une série de modifications techniques 
corrélatives concernant les corporations remplacantes. 


Le président: Passons maintenant a l’évitement fiscal 
lors de la déduction de pertes et autres éléments. II s’agit 
de tout un ensemble de regles destinées a juguler 
l’évitement fiscal? 
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Mr. Farber: Yes. This was the subject of a press release 
put out on January 15 dealing with loss trading. 


Mr. Dan MacIntosh (Senior Official, Corporations and 
Capital Gains, Legislative Division, Tax Policy and 
Legislation Branch, Department of Finance): In the 
Income Tax Act there are now rules that attempt to limit 
the ability of one taxpayer to transfer the benefit of his 
losses to another. Flowever, we became aware towards the 
end of last year that these rules were being circumvented. 
A press release was issued in January that has tightened 
these loss-trading rules in a number of circumstances. 


There are quite a number of clauses affected but the 
principle ways in which the loss-trading rules have been 
tightened are these. First of all, we deal with losses of a 
corporation for the year in which its control is acquired. 
The present change-of-control rules provide that, where 
control of a corporation is acquired in an arm’s-length 
transaction, any of its losses for taxation years before the 
year of the change of control are restricted from being 
carried forward by being permitted in the future to be 
claimed only against future income of the business in 
which the loss was incurred. That ts for non-capital losses. 


Capital loss carry-forwards are completely killed on the 
change of control, but only for the years preceding the 
year in which the change of control occurred. One of the 
principal aims was to provide a rule to say that where 
control of a corporation has been acquired, its taxation 
year will be deemed to have ended on that day and 
therefore all losses realized up to that point will be 
restricted from being carried forward following the 
change of control. 


In addition, accrued losses, losses that are latent but not 
yet realized, will be considered to have been realized on 
the change of control, and therefore may be used in that 
year in which control is acquired or carried back. But on 
the carry-forward they will be restricted where they are 
losses of a non-capital nature to future income from the 
business in which those accrued losses arose. 


Another important change is that the change of control 
rules will now apply to the pool of scientific research 
expenditures. At present there is no change-of-control 
rule for those expenses, and one would think that they 
should be treated in the same way as non-capital loss 
carry-forwards. So in the future, the scientific research 
expense pool will be allowed to be claimed following a 
change of control of a corporation in the future only 
against income from the business to which the scientific 
research expenditures relate. 


Another measure in these loss-trading rules is that 
investment losses or property losses will not be permitted 
to be carried forward following the change of control of a 
corporation. 


| Traduction| 


M. Farber: Oui. Cela faisait d’ailleurs l'objet du 
communique de presse du 15 janvier, concernant les 
reports de pertes. 


M. Dan MacIntosh (haut fonctionnaire, Corporations 
et gains en capital, Division de la legislation, Direction de 
la politique et de la législation de l’impot, ministére des 
Finances): [| y a maintenant dans la Loi de Vimpot sur le 
revenu des régles qui doivent empécher les contribuables 
de transférer leurs pertes, et d’en faire profiter ainsi 
d’autres contribuables. Nous nous sommes apercus, a la 
fin de l’an dernier, que certains arrivaient a tourner ces 
nouvelles dispositions. Un communiqué de presse du 
mois de janvier annongait un resserrement de ces régles 
concernant le report des pertes. 


Divers articles sont ici concernés, mais je vais vous 
donner un apercu de _ lessentiel de ces nouvelles 
dispositions visant a limiter les reports de pertes. Il y a 
d’abord de nouvelles regles touchant les pertes de l'année 
ou l’acquisition a eu lieu. Les régles actuelles sur le 
changement de controle prévoient que lorsque une société 
a fait lV’objet d’un rachat, sans qu’il y ait de liens de 
dépendance entre l’acheteur et le vendeur, les pertes de 
toute année fiscale précédant l’année de la transaction ne 
peuvent étre reportées prospectivement, que si elles sont 
déduites, par la suite, du revenu de la société qui a 
effectivement subi ces pertes. II s’agit ici de pertes autres 
que des pertes en capital. 


Les reports prospectifs de pertes en capital disparaissent 
completement, s’il y a changement de contrdle, mais 
uniquement pour les années précédant l’année de 
Vacquisition. L’objectif principal est d’avoir une reégle 
précisant que l’exercice fiscal se termine le jour de 
lV’acquisition, et que les pertes qui précédent cette date ne 
peuvent pas étre reportées prospectivement. 


De plus, les pertes accumulées mais non réalisées 
seront réputées avoir été réalisées au moment de 
Vacquisition, et pourront donc étre déduites cette année- 
la, ou reportées sur les années antérieures. Pour ce qui est 
du report prospectif, les pertes autres que les pertes en 
capital ne pourront étre déduites que des revenus de la 
société qui aura effectivement encouru ces pertes. 


Une autre modification importante étendera 
Vapplication des régles relatives au changement de 
controle au total des dépenses de recherches scientifiques. 
Pour le moment, ces dépenses ne font l’objet d’aucune 
régle spéciale en cas de changement de contrdle, et l’on 
pourrait penser qu’elles devraient étre assujetties aux 
mémes régles que les reports prospectifs de pertes autres 
que les pertes en capital. A l’avenir, ces dépenses de 
recherches scientifiques ne pourront étre déduites, apres 
Vacquisition d’une société par une autre, que du revenu 
de la société qui les a effectivement encourues. 


Une autre disposition touchant ces reports prévoit que 
les pertes sur placement ou sur biens, ne pourront pas 
étre reportées sur les années postérieures a compter de la 
date d’acquisition de contrdle. 
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The last important change in this package is that it will 
no longer be possible to use intermediaries in loss-trading 
situations. 
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For example, if a taxpayer has a property with a cost to 
him of $100 but now has a value of $1,000, he may wish 
to sell the property to a third party. If he sells it for 
$1,000, normally he would have a $900 capital gain or a 
$900 income inclusion. To avoid this effect, he might 
choose to use the rollover rules in the act to roll over his 
property to another person, perhaps a corporation, and to 
take back a share to get the rollover treatment. Then this 
intermediary corporation would sell the property on to 
the ultimate purchaser. 


The intermediary corporation, of course, would get the 
$900 gain or $900 income inclusion. The intermediary 
corporation would be a corporation that would itself have 
a lot of losses or tax credits. Therefore, having the gain 
realized in its hands would produce no tax revenues. The 
use of the intermediary in this sort of a deal really is a tax 
avoidance scheme, which we have now hopefully 
thwarted. 


Mr. Garneau: Would it have been possible to cut the 
anti-avoidance rule that has been proposed in the white 
paper without changing the actual legislation? 


Mr. MacIntosh: Just to use the proposed anti-avoidance 
rule rather than all of these changes? 


Mr. Garneau: Yes. 


Mr. MacIntosh: I do not think so. These rules deal not 
Only with tax avoidance situations but also with cases 
where tax avoidance is not a motive, but rather untended 
benefits are arising. For example, where one corporation 
takes over another, the rules provide that losses may not 
be carried forward by the target corporation, even though 
the takeover may not have had as its primary motive the 
use of losses. The theory is that those losses, because they 
were incurred by one person, should not be available to 
the new corporate group following the change of control. 
These rules merely extend the cases in which this sort of 
theory or principle should apply. 


The Chairman: How do you do the fencing in of 
losses? In other words, you said that you could take over 
the ITC loss for research and development but you would 
have to confine the earning of income to cover those ITC 
losses or tax credits. 


Mr. MacIntosh: This is right. 


The Chairman: How do you do it? How do you fence it 
in? 


Mr. MacIntosh: The amount of the scientific research 
pool at the time of the change of control will be known. 
Future income from the business to which those scientific 
research expenditures relate would be known in the 
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La derniére modification importante, dans cet 
ensemble de mesures, c’est qu’il ne sera plus possible de 
passer par le truchement d’intermédiaires pour transférer 
les pertes. 


Prenons le cas d’un contribuable qui posséde un bien 
qui lui a coité 100$ mais qui vaut actuellement 1,000$ et 
qu'il souhaite vendre a une tierce partie. S’il le vend pour 
1.000$, normalement, il réalise un gain en capital de 900$ 
qu'il doit inclure a son revenu. Pour éviter cela, il 
pourrait utiliser les régles de roulement prévues dans la 
lot pour transférer son bien a une autre personne, ou 
peut-€tre a une corporation, pour en reprendre une 
partie, afin de bénéficier du traitement de roulement. 
Dans ce cas, la corporation intermédiaire vendrait le bien 
au dernier acheteur. 


Naturellement, la corporation  intermédiaire se 
retrouverait avec ses 900$ de gain en capital ou de 
montant a inclure a son revenu. II s’agirait donc d’une 
corporation qui aurait subi beaucoup de pertes ou qui 
aurait des crédits d’imp6ét. Par conséquent. réaliser des 
gains ne lui ajouterait pas des revenus imposables. 
L'utilisation de lintermédiaire dans ce genre de 
transaction revient en fait a un mécanisme d’évitement de 
Vimpot, que nous espérons avoir maintenant contrecarré. 


M. Garneau: Serait-il possible d’appliquer la régle de 
anti-€vitement qui a été proposée dans le Livre blanc sans 
modifier la Loi comme telle? 


M. MacIntosh: En utilisant la régle anti-évitement 
proposée plutot que d’apporter tous ces changements? 


M. Garneau: En effet. 


M. MacIntosh: Je ne le pense pas. Ces régles visent non 
seulement des situations d’évitement fiscal, mais aussi des 
cas ou cet évitement n’est pas recherché, les avantages 
obtenus étant alors imprévus. Par exemple, lorsqu’une 
corporation prend le contrdle d’une autre, elle ne peut 
reporter les pertes de cette derniére, méme si la prise de 
controle n’avait pas comme objectif principal |’utilisation 
des pertes. En théorie, ces derniéres ayant été subies par 
une personne, le nouveau groupe ayant acquis la 
corporation ne devrait pas pouvoir s’en prévaloir. Ces 
régles ne font qu’augmenter le nombre de cas ou ce genre 
de théorie et de principe devrait s’appliquer. 


Le président: Comment délimitez-vcus les pertes? 
Autrement dit, vous dites que les pertes au titre de la | 
recherche et du développement peuvent étre déduites 
mais uniquement du revenu tiré de l’entreprise a laquelle 
elles se rapportent. 


M. MacIntosh: C’est exact. 


Le président: Comment Comment 


départagez-vous ces éléments? 


procédez-vous? 


M. MacIntosh: Au moment de la prise de contréle, on 
connait le total des dépenses de recherches scientifiques. 
A Vavenir, nous pourrons calculer le revenu de 
lentreprise a laquelle se rapportent ces dépenses de 
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future. The pool of scientific research expenditures could recherches scientifiques. Il sera aussi possible de 
be claimed in future but only to the extent of the future demander des déductions pour ces derniéres, mais 


income. 


The Chairman: All right, but it is a pool of scientific 
research expenditures. 


Mr. MacIntosh: Yes. 


The Chairman: It is all in the same pool, even though 

it may have been different classes of scientific research 

done by the company being taken over. How do you tie it 

to the research? How do you tie your profit to the 
research? 


Mr. MacIntosh: The amount of the pool for each 
business of the taxpayer can be calculated and then— 


The Chairman: The pool will be calculated. How do 
you calculate the profit, how it derives and how the profit 
is used? The tax payable is killed by the application of the 
credits. How do you tie in the research to the business 
‘and determine when somebody earned a profit from a 
“research activity that took place and when they earned it 
from some other activity? 


_ In an amalgamation, you amalgamate. If you have two 
eggs and break them to make an omelet, how do you tell 
which egg you are tasting when you bite into the omelet? 


| 


_ Mr. MacIntosh: I agree it would be a very serious 
problem. Practically speaking it would be almost 
‘impossible to separate out the income that was derived 
from the original business from the income of. this 
‘perhaps merged, larger business in the future. The rules 
‘provide that the scientific research expenditures can be 
claimed in future years against income of the same 
‘business or similar business. It is only when you clearly 
have a different business in the future that the scientific 
Tesearch expenditures cannot be claimed against that 
‘income. Because of the concern you raise, the rules 
provide for an offset against similar businesses. It is 
because of this mixing of activities. 
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The Chairman: [ am not saying it could happen, but 
‘Mitel was at our hearings saying they have a pile of these 
(TCs which are going to fall off the end of the hill. 
Suppose they were taken over by Bell Canada, for 
-xample, gobs of taxable income... It is obviously in the 
‘elephone business and could use all that scientific 
‘esearch. They could use all these ITCs. 


_ Mr. MacIntosh: Assuming it is the same sort of 
Yusiness, you are quite correct. Those old ITCs could be 
‘aimed virtually without limit following the takeover. 
Although one might argue in the purest tax policy sense 
hat some way should be found to restrict those ITCs to 


he very same income produced by the original outlay, it 
S$ not possible to do it. I guess there is an overriding 


uniquement a concurrence du revenu de cette entreprise. 


Le président: Trés bien, mais il s'agit d’un ensemble de 
dépenses au titre de la recherche scientifique. 


M. MacIntosh: Oui. 


Le président: Elles font toutes partie d’un méme 
ensemble, méme si la _ société qui a été absorbée 
poursuivait différentes catégories de recherches 
scientifiques. Comment établissez-vous un lien entre la 


recherche et le profit? 


M. MacIntosh: On peut calculer le total pour chaque 
activité du contribuable pour ensuite. . . 


Le président: Le total sera calculé. Mais comment 
€tablissez-vous les profits, leur origine et la fagon dont ils 
sont utilises? L’impot a payer est annulé par Vapplication 
des crédits. Dans ce genre de circonstances, et pour une 
société donnée, comment. faites-vous correspondre les 
profits réalisés et les activités de recherche entreprises? 


Dans une fusion, vous ajoutez le tout. Si vous cassez 
deux oeufs pour en faire une omelette, comment pouvez- 
vous dire quel oeuf vous étes en train de gotter lorsque 
vous prenez une bouchée d’omelette? 


M. MacIntosh: Je conviens que ceci est un probleme 
tres sérieux. Sur le plan pratique, il serait pratiquement 
impossible de séparer le revenu de l’entreprise initiale de 
celui qu’obtiendra a l’avenir cette entreprise plus vaste 
resultant de la fusion. La régle stipule qu’il est possible de 
demander des déductions au titre des dépenses de 
recherches scientifiques dans les années ultérieures a 
concurrence du revenu tiré de la méme entreprise ou 
d’une entreprise semblable. C’est seulement lorsque 
l’entreprise est clairement différente que ses dépenses de 
recherches sciéntifiques ne peuvent étre déduites de son 
revenu. Compte tenu de la préoccupation que vous avez 
soulevée, les régles prévoient une défalcation pour des 
entreprises semblables. C’est en raison de ce mélange 
d’activités. 


Le président: Je ne dis pas que cela pourrait se 
produire, mais lors de nos audiences, Mitel nous a dit 
avoir €normément de CII qui allaient complétement 
disparaitre. Supposons que cette compagnie soit absorbée 
par Bell Canada, par exemple, qui a énormément de 
revenu imposable... Oeuvrant bien sir dans le secteur 
téléphonique, Bell pourrait utiliser toute cette recherche 
scientifique. Elle pourrait utiliser tous ces CII. 


M. MacIntosh: En supposant qu’il s’agisse d’une 
entreprise similaire, vous avez tout a fait raison. II serait 
possible de demander pratiquement tous ces anciens 
crédits, sans limite aprés la prise de contrdéle. On pourrait 
cependant dire que sur le plan tout a fait théorique, par 
rapport a la politique fiscale, il faudrait trouver le moyen 
de limiter ces CII aux seuls revenus correspondants, mais 
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policy concern that where you have a business with losses 
or tax credits being carried on by a corporation, it is a 
desirable thing to see that business turned around. It may 
often involve a takeover of the business. Therefore we do 
not have the restrictions applying to that situation. 


The Chairman: That is the investment tax credit. How 
do you hedge in real business losses against an 
amalgamation? 


Mr. MacIntosh: It is the same sort of principle. Those 
losses can be claimed in the future, but only to the extent 
of income from the business in which the losses originally 
arose or income from any similar business. 


The Chairman: You are saying that as long as there is a 
takeover by someone in a similar business, all the losses 
and all the ITCs can be carried over. 


Mr. MacIntosh: That is correct. 
The Chairman: How do you describe it in a statute? 


Mr. MacIntosh: It is described in subsection 111.(5) of 
the Income Tax Act. I guess it is in technical language. I 
was saying the losses may be claimed in the future, but 
only to the extent of income from the original business in 
which the losses arose or from a similar business. 


Mr. Farber: Mr. Chairman, as Mr. MacIntosh pointed 
out about the loss-trading rules, there are quite a number 
of principal clauses as well as a number of consequential 
clauses which relate to what he was describing. In 
addition you have a number of other motions on these 
provisions. They can be found on pages 58, 80. 103 and 
133. 


The Chairman: The next issue is court tax and 
corporate distributions. 
Mr. Farber: Mr. Chairman, this is a provision 


announced by a press release on November 27, 1986. It is 
a provision designed to protect against the avoidance of 
tax on dividend distribution by public corporations. The 
measure takes the form of a special tax paid by public 
corporations on certain open-market purchases of its 
shares. The principal clause is clause 57 which amends 
section 183.1 of the act. I will ask Mr. Conway to answer 
any questions you might have on it. 


Mr. Conway: Basically this new Part II.1 is an anti- 
avoidance rule. It is to stop the conversion of surplus 
distributions from a corporation to shareholders or 
individuals as exempt income in the form of proceeds of 
disposition of a share. 


#71050 


The rule is not unlike an existing rule in subsection 
247.(1) of the act, with one major exception. The proxy 
for the shareholders’ tax is collected at the corporate level 
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ce n’est pas possible. Lorsqu’une corporation subit des 
pertes ou qu’elle obtient des crédits d’impot, il est 
essentiel que ses activités puissent s'améliorer, ce qui 
implique souvent sa prise de controle par une autre 
société. Par conséquent, nous n’avons pas prévu de 
restriction dans ce genre de situation. 


Le président: Il sagit la du crédit dimpot a 
Vinvestissement. Quel traitement réservez-vous aux pertes 
réelles de l’entreprise, en cas de fusion? 


M. MacIntosh: Le méme principe s’applique. [I sera 
possible de demander la déduction de ces pertes a l'avenir, 
mais seulement a hauteur des revenus tirés de l’entreprise 
a laquelle elles se rapportent, ou des revenus d’une 
entreprise semblable. 


Le président: Autrement dit, aussi longtemps que la 
prise de contréle se fait par quelqu’un dont l’entreprise 
est semblable, toutes les pertes et tous les CII peuvent étre 
reportés. 


M. MacIntosh: C'est exact. 
Le président: Ou est-ce stipulé? 


M. MacIntosh: Au paragraphe 111.(5) de la Loi de 
Vimpét sur le revenu. Son libellé est assez technique. Je 
dis qu’a lavenir, il sera possible de demander la 
déduction des pertes, mais seulement a hauteur des 
revenus tirés de l’entreprise initiale a laquelle ces pertes se 
rapportent, ou d’une entreprise semblable. 


M. Farber: Monsieur le président, comme l’a indiqué: 
M. MacIntosh a propos des regles sur les reports des. 
pertes, il se présente un trés grand nombre de dispositions 
directes et indirectes qui traitent de ce quil a décrit. En 
plus, il se trouve aux pages 58, 80, 103 et 133 un certain 
nombre d’autres motions sur ces dispositions. 


Le président: Nous parlerons maintenant de Vimpot 
sur certaines distributions de surplus. 


M. Farber: Monsieur le président, un communiqué de 
presse du 27 novembre 1986 annongait déja cette 
disposition. Elle constitue une protection contre 
V’évitement fiscal en cas de distribution de dividendes par 
des corporations publiques. Ces derniéres paient un impot 
spécial en cas d’achat de ses actions sur le marché libre: 
La principale disposition est l’article 57 qui modifie 
article 183.1 de la loi. Je demanderais a M. Conway de 
répondre aux questions que vous voudriez lui poser a ce 
sujet. 

'M. Conway: Essentiellement, cette nouvelle partie II.1 
constitue une régle anti-évitement. Il s’agit d’empécher 
que les surplus distribués par une corporation a de: 
actionnaires ou a des particuliers ne le soient sous formé 
de produit, non imposable, de la disposition d’une action. 


Cette régle se compare a celle qui existe au paragraphi 
247.(1) de la loi, 4 une grande exception prés. Un impo, 
spécial est prélevé au niveau des sociétés plutdt qu’a celu’ 
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as Opposed to the individual level. This was necessary 
because of an administrative problem that Revenue 
Canada had with respect to identifying the individual 
shareholders involved in a surplus-stripping situation, 
finding them, and then taxing them. This rule states that 
where it is reasonable to consider that one of the main 
purposes of a series of transactions or events is to 
distribute surplus as proceeds of disposition of a share in 
order to avoid the tax on the dividend income by 
individual shareholders, then the company will pay a tax 
of 50% of the amount of what the dividend would have 
been. 


That is basically an overview of what the rule says. The 
reason for the rule was that there were practical 
difficulties with administering the existing rule in 
subsection 247.(1) of the act. 


The Chairman: How does this particular stripping 
Operation take place? 


Mr. Conway: This rule applies both to public and 
private companies. Let us say that I was a public company 
and I normally pay a dividend of $100 a share. Everybody 
knows that the capital gains exemption exists. Let us say 
they decide to avoid paying a taxable dividend by taking 

_ advantage of the capital gains exemptions. What they do is 
declare a stock dividend. They pay a stock dividend share 
with a paid up capital of l¢, but with a redemption price 
of $100. Then, after paying these stock dividend shares, 
they go to the open marketplace and buy them back, or 

set up a sister company to buy the shares, thus making 

' Capital gains treatment possible. 
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You have converted a $100 dividend into a l¢ dividend 

and a $99.99 capital gain. This rule says that, where a 

“company does this, the company will pay a tax of 50% of 
the $99.99 as a proxy for the shareholder tax. 


_ The Chairman: When you get to the two-thirds 
inclusion rule in the white paper, you virtually have 
. quality between dividends and capital gains. Do you need 
_ this section? 
' Mr. Conway: We need this section as long as people 
‘have capital gains exemption room. Regardless of the fact 
that capital gains are taxed at two-thirds, if the two-thirds 
included in income are not taxable because of the capital 
/ gains exemption, we will need this rule. 


The Chairman: But you only get $100,000. That is 
nothing now. 


Mr. Conway: We do not expect this rule to collect any 
tax. We do not expect people to do it anymore because of 
the heavy penalty associated with it. If the rule works 
“properly, we will not collect any tax, because it will be big 
“enough to scare people away from doing these deals. 
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des particuliers actionnaires. C’était nécessaire en raison 
d'un probléme administratif qu’avait Revenu Canada 
pour déterminer quels actionnaires avaient bénéficié du 
dépouillement de surplus, pour les trouver et les im poser. 
Cette régle stipule que lorsqu’il est raisonnable de 
considérer que lune des principales raisons d'une série de 
transactions ou d’événements est de distribuer des surplus 
comme produit de la disposition d’une action et ce afin 
que des particuliers actionnaires évitent de payer limpot 
sur les dividendes, l’entreprise paiera un impot équivalent 
a la moitié de la valeur qu’aurait eu le dividende. 


Je vous ai présenté la les grandes lignes de cette régle. 
Elle a été adoptée parce qu'il était difficile en pratique 
d’appliquer la régle existant au paragraphe 247.(1) de la 
lot. 


Le président: Comment se fait cette Opération de 
dépouillement? 


M. Conway: Cette régle s’applique aux sociétés 
publiques et privées. Prenon l’exemple d'une société 
publique qui verse normalement un dividende de 100$ 
par action. Tout le monde connait lexistence de 
exemption sur les gains en capital. Supposons qu’elle 
décide d’éviter de payer un dividende imposable en 
profitant de léxonération des gains en capital. Elle 
déclare donc un dividende en actions. Elle paie un 
dividende en actions dont le capital versé est de Ic.. et 
dont le prix de rachat est de 100$. Ensuite, apres avoir 
versé ce type de dividendes en actions, elle rachéte les 
actions sur le marché libre, 4 moins qu’elle ne crée une 
société soeur pour acheter les actions, ce qui permettrait 
la realisation d’un gain en capital. 


Elle converti ainsi un dividende de 100$ en un 
dividende de lc. avec un gain en capital de 99.99$. La 
régle stipule que lorsqu’une compagnie procéde ainsi, elle 
devra payer un impot spécial de 50 p. 100 sur ces 99.99$, 
en remplacement de limpédt qu’aurait da payer 
l’actionnaire. 


Le président: Avec la régle de |’inclusion des deux tiers 
dans le Livre blanc, on en arrive pratiquement a |’égalité 
entre les dividendes et les gains en capital. Avez-vous 
besoin de cet article? 


M. Conway: Nous en aurons besoin tant que les gens 


‘n’auront pas utilisé la totalité de leur exemption pour 


gains en capital. Si les deux tiers inclus au revenu ne sont 
pas imposables en raison de l’exemption pour gains en 
capital, nous aurons besoin de cette régle. 


Le président: Mais |’exonération n’est que de 100,000$. 
Ce n’est rien maintenant. 


M. Conway: Nous ne nous attendons pas a ce que cette 
regle permette de prélever de l’impét. Les gens ne 
devraient sans doute plus agir ainsi puisqu’ils seront 
lourdement pénalisés. Si la régle fonctionne bien, nous ne 
préléverons pas d’impéot, car les gens auront suffisamment 
peur pour ne plus agir ainsi. 
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Mrs. Collins: Who has been doing this? Has this been 
going on for a little while, or is it one of these new 
things? 

Mr. Conway: No. there has been a lot of tax avoidance 
going on. These schemes have been marketed by high- 
priced accountants and lawyers. 


Mrs. Collins: But is it new? 


Mr. Conway: [t is about a year now since we reacted to 
it, but it was in high gear for a while. 


Mrs. Collins: So it was stopped as soon as the ways and 
means motion came in. 


Mr. Conway: Yes. 
Mrs. Collins: Did you get much reaction? 


Mr. Conway: Yes. we had quite a heavy reaction. It was 
very unpopular, but that is because it was cffective. 


The Chairman: You have had some reaction because 
you make the thing apply to private corporations. 
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Mr. Conway: This is right. There was some confusion 
when the release— 


The Chairman: Why did you do it? 


Mr. Conway: Because in both private and public 
corporations— 


The Chairman: In a private corporation, a man can 
make his capital gain and he can make it once. 


Mr. Conway: Yes. I can give you some— 


The Chairman: He can pay the dividend out. The white 
paper, in effect, is the same. 


Mr. Conway: It is not the same when we have the 
existence of the capital gains exemption. For example, in 
private company scenarios, owners were having 
themselves and their employees subscribe for preference 
shares in the private company and paying stock dividends 
with a l¢ paid-up capital and this is the amount of the 
dividend you pay tax on. However, the redemption price 
of the preferred shares was based on the profit of the 
company. Once the profit of the company was 
determined, they set up a sister company to buy the shares 
and they bought them based on the share of the profit 
they agreed to split it up on, thereby converting what 
would have been dividend income into capital gains. 


The Chairman: What did they use for money? 


Mr. Conway: They used the profits of the company. 
Basically, they are converting dividends into exempt 
capital gains. 


The Chairman: When you pay the money out to 
somebody, you have lost the money and you do not have 
it any more. 
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Mme Collins: Qui a fait cela? Est-ce quelque chose de 
nouveau ou qui a existé pendant un certain temps? 


M. Conway: Non, il y a eu beaucoup d’évitement fiscal. 
Ces stratagemes ont été vendus par des comptables et des 
avocats qui se font payer tres cher. 


Mme Collins: Mais est-ce quelque chose de nouveau? 


M. Conway: Nous y avons réagi depuis environ un an 
maintenant, mais cela se faisait beaucoup pendant un 
certain temps. 


Mme Collins: Tout cela a cessé avec le dépot de la 
motion des voles et moyens. 


M. Conway: En effet. 
Mme Collins: Y a-t-il eu beaucoup de réaction? 


M. Conway: Oui, et assez forte. C’était une mesure trés 
impopulaire, mais parce qu’elle était efficace. 


Le président: Vous avez eu certaines réactions parce 
que vous avez fait s’appliquer la chose a des corporations 
privées. 


M. Conway: C’est exact. Il y a eu une certaine 
confusion lorsque le communique. . . 


Le président: Pourquoi avez-vous fait cela? 


M. Conway: Car dans les corporations privées et - 


publiques. . . 


Le président: Une corporation privée peut réaliser un 
gain en capital, mais seulement une fois. 


M. Conway: Oui. Je peux vous donner quelque. . . 


Le président: [| lui est alors possible de verser des | 


dividendes. Les dispositions du Livre blanc sont les 


mémes a cet égard. 


M. Conway: Mais la situation est differente avec 


V’exemption pour gain en capital. Par exemple, dans le cas | 
des sociétés privées, les propriétaires et leurs employés - 


achetaient des actions privilégiées dans la société qui 


versait des dividendes en actions dont le capital versé était - 
de Ic., et c’est sur ce montant de dividende que l’impot ° 
était payé. Cependant, le prix de rachat de ces actions | 


privilégiées était fondé sur le profit de la société. Une fois 
que ce profit était déterminé, ils constituaient une société 
soeur qui achetait les actions, et eux les rachetaient en 
fonction de la part des profits qu’ils avaient convenu de se 
partager, convertissant par la ce qui aurait du étre des 
revenus de dividendes en gains en capital. 


Le président: Qu’ont-ils utilisé comme argent? 


M. Conway: Les profits de la société. Essentiellement, 


ils convertissent des dividendes en gains en capital 


exonérés d’impot. 


Le président: Lorsque vous versez l’argent 4 quelqu’un, | 


vous le perdez, vous ne l’avez plus. 


19-11-1987 


| Texte| 

Mr. Conway: This is right but the individual who 
received it receives it as an exempt capital gain rather 
than in its true form, which is as a taxable dividend. 


Mr. Garneau: Would you need this clause even with an 
anti-avoidance rule? 


_ Mr. Conway: This rule is more specific. As I say, it is 
not intended to collect tax: it is intended to stop. tax- 
avoidance manoeuvres. 


Mr. Garneau: The Department of National Revenue 
would find it easier with this clause than to go through 
the anti-avoidance. 


Mr. Conway: This rule has been in public domain for a 
year. The anti-avoidance rule was at that time not in a 
form as we know it now. It may catch it. It will catch it 
particularly if it is to avoid tax. 


Mr. Garneau: It seems okay to me. 


Mr. Farber: | would remind you, Mr. Chairman. that 
there is a motion on page 108. which is a clarifying and 
relieving motion to this section. It removes certain 
references. It narrows the purpose test that determines 
‘whether the special tax will apply, and_ it generally 
Clarifies the circumstances in which the tax applies. 


The Chairman: What would happen if we changed the 
‘section so that it applied only in 1987 after the ways and 
means motions were out? We did not have a detailed ways 
and means motion on the press release here. You have left 
a whole lot of situations where private corporations and 
others, according to some of the research we have from 
our consultants, are left with the possibility that their 
transactions innocently done in 1986 may have triggered 
attacks. 
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Mr. Conway: As I said, there is a rule now in the act, 
Subsection 247.(1), which is substantially the same. But 
for some reason tax planners who are aware of the 
existence of this rule felt comfortable with advising clients 
On how to avoid tax, knowing the existence of that rule, 
Knowing the practical difficulties Revenue had with 
applying it. I do not know... Should we condone tax 
avoidance, given that they knew it was tax avoidance? 


The Chairman: [ do not know why the hell you did not 
rosecute under subsection 247.(1) and leave the whole 
hing alone. Why did it happen? 


Mr. Conway: Why? 
The Chairman: Yes. 


| Mr. Conway: Well, I guess it happened because of the 
dminstrative difficulties with subsection CATAL Jae It 

lappened because some people— 

| 
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M. Conway: C’est exact, mais celui qui le recoit le 
touche comme gain en capital exonéré d’impot plutét que 
sous sa forme véritable de dividende imposable. 


M. Garneau: Auriez-vous besoin de cette disposition 
méme avec une régle anti-évitement? 


M. Conway: Cette régle est plus précise. Encore une 
fois, elle n’a pas pour objet de prélever Vimpét mais de 
mettre fin aux manoeuvres d’évitement fiscal. 


M. Garneau: II serait plus facile au ministére du 
Revenu national d’appliquer cet article que la régle 
anti-évitement. 


M. Conway: Cette régle est du domaine public depuis 
un an. La regle anti-€vitement n’était pas alors sous la 
forme que nous connaissons aujourd’hui. Elle pourra étre 
etficace, particuligrement contre les manoeuvres 
d’évitement. 


M. Garneau: Ca me parait étre une bonne chose. 


M. Farber: Je voudrais vous rappeler. monsieur le 
president. quil se trouve a la page 108 une motion qui 
precise et qui allége cet article. Elle en retire certaines 
references. Elle limite la portée du  critére d’objet 
commercial qui sert a déterminer si limpét spécial 
S'appliquera et précise, de facon générale, dans quelles 
circonstances appliquer l'impét. 


Le président: Que se passerait-il si nous modifions 
article pour qu'il ne s’applique qu’en 1987, aprés la 
publication des motions de voies et moyens? Ce 
communique de presse ne présentait pas une motion de 
voies et moyens trés détaillée. D’aprés les recherches 
qu’ont effectuées nos experts-conseils, de nombreuses 
corporations privées et d’autres encore risquent de tomber 
sous le coup de ces dispositions en raison de transactions 
qu’elles ont faites en toute innocence en 1986. 


M. Conway: Encore une fois, il y a actuellement dans 
la loi, au paragraphe 247(1), une régle qui est 
substantiellement la méme. Mais pour certaines raisons, 
les conseillers fiscaux qui savent l’existence de cette régle, 
ne se sont pas génés pour donner des conseils a leurs 
clients quant a la fagon d’éviter l’impét, alors qu’ils 
connaissaient encore, une fois, l’existence de cette régle, 
de méme que des difficultés pratiques qu’avait Revenu 
Canada pour l’appliquer. Je ne sais pas... Devrions-nous 
tolérer l’évitement fiscal, puisqu’ils savaient bien ce qu ils 
faisaient? 

Le président: Je ne sais vraiment pas pourquoi vous ne 
les avez pas poursuivis en vertu du paragraphe 247.(1) au 
lieu de tout compliquer. Pourquoi les choses se sont-elles 
passées ainsi? 


M. Conway: Pourquoi? 
Le président: Oui. 


M. Conway: Sans doute en raison des difficultés 
administratives que présente le paragraphe 247.(1). Cela 
s’est passé parce que certains..,. 
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The Chairman: How do you hope to have less 
administrative difficulty with section 247.1) by passing 
another section? It is horrendously complicated and 
equally difficult to understand. 


Mr. Conway: It is one thing to say. yes, there Is a strip. 
and it is another thing identifying the shareholders 
involved, because shares and shareholders change daily— 
hourly sometimes. 


The Chairman: Yes. [ know but what you have done ts 
you have gone after the stripper instead of the strippee? 


Mr. Conway: What we have gone after is basically— 


The Chairman: The stripper does not have any money 
anymore. He does not have any clothes anymore, and 
then you go after the stripper and say: Well. you stripped; 
therefore, strip again. 


Mr. Conway: Well. the stripper hopefully has some 
money left. 


The Chairman: Well, why do you say hopefully? Why 
would you not go after the person who illegally or 
improperly or inopportunely got the dough? 


Mr. Conway: Because in the scenarios involved, it is 
the person who is stripping in favour of the shareholders 
who hired the high-paid help to show them how to do it, 
who actually did the dividend. who conducted the series 
of transactions— 


The Chairman: Well. why would you not go after the 
guy who benefited from it—in other words, the taxpayers 
who made this huge capital gain and disallow their tax 
returns? What you are effectively saying is that going this 
way about it, we just will not catch those fellows: we will 
let them carry on with their ill-gotten gain. 


Mr. Conway: Yes, and basically we are saying— 


The Chairman: Of course if they stripped her out real 
good, there is nothing there to. collect, because the 
company will have been stripped bare. 


Mr. Conway: Yes. Well, in these cash-rich scenarios 
where they are stripping, there is normally lots of cash. 


The Chairman: Left? 


Mr. Conway: Left, and I guess we always have 
subsection 247.(1) to go after individuals in cases where 
there is not cash tax left in the company to pay the tax. 


But the object is the people who hire the tax planners 
and the people who conduct the series of transactions or 
events which achieve the results are basically the 
companies. They hire them, and now we are taxing the 
people who conduct the series of transactions or events. 
What this has done is make it so that all we have to do is 
identify the one person. It has basically put a stop to it. 
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Le président: Espérez-vous avoir moins de difficulté 
administrative avec cette disposition si vous en adoptez 
une autre? Elle est extremement compliquée et aussi 
difficile a comprendre. 


M. Conway: C'est facile de dire oui, il y a eu 
dépouillement, mais c’est autre chose que d identifier les 
actionnaires, car ils changent chaque jour, voire méme 
toutes les heures parfois. 


Le président: Oui. je le sais, mais vous vous en étes pris 


a Veffeuilleuse plut6t qu’aux bénéficiaires de ces 
manoeuvres. 
M. Conway: Ce que nous avons voulu faire 


essentiellement. . . 


Le président: L’effeuilleuse n’a plus d’argent, or, c'est a 
elle que vous vous en prenez, pour la mettre a nouveau a 
contribution. 


M. Conway: II faut espérer qu’il lui reste quand méme 
un peu d’argent. 


Le président: Pourquoi dites-vous que vous l’espérez? 
Mais pourquoi ne pas vous en prendre a ceux qui Ont pris 
l’argent de fagon illégale ou anormale ou inopfortune? 


M. Conway: Parce que dans la situation évoqué, la 
personne méme qui effectue le dépouillement en faveur 
des actionnaires a engagé des conseillers grassement 
énumérés pour lui montrer comment faire, et elle a en 
outre versé les dividendes et effectué toute la série de 
transactions. .. 


Le président: Mais pourquoi ne pas vous en prendre a 
ceux qui ont bénéficié de tout cela—autrement dit, aux 
contribuables qui ont réalisé ce gain en capital 
considérable, en contestant leur déclaration d’impot? Or 
vous dites qu’en procédant ainsi, vous n’allez pas vous en | 
prendre a ces gens a qui vous allez laisser leurs biens mal 
acquis. 


M. Conway: Oui, et nous disons essentiellement. . . 


Le président: Bien sir, s’ils ont completement dévétu 
Veffeuilleuse, il ne reste rien a prélever, puisque la société | 
se trouve tout a fait dénudeée. 


M. Conway: Qui. Dans tous ces scénarios d’effeuillage | 
de richesse, il a normalement beaucoup de liquidités. 


Le président: Il en reste? 


M. Conway: Oui, et nous disposons toujours du | 
paragraphe 247.(1) pour nous en prendre aux intéressés - 
au cas ou la société n’aurait plus d’argent liquide pour 
payer l’impot. l 


Mais il n’en reste pas moins que ceux qui embauchent | 
des planificateurs d’impét et ceux qui orchestrent la série, 
des transactions ou d’événements qui aboutissent a ces” 
résultats sont des sociétés. Elles engagent ces personnes, et. 
quant a nous, nous imposons les personnes qui’ 
orchestrent cette série de transactions ou d’événements. | 
Ainsi, nous avons réussi a identifier l’intéressé. Et nous. 
avons essentiellement réussi a bloquer ces manoeuvres. 
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The Chairman: Okay. There is one more section I 
think. 


Mr. Farber: Mr. Chairman, as I indicated. there is one 
other motion on page 108 dealing with this particular 
provision. 


The Chairman: Yes. That is in the amendments, is it? 


Mr. Farber: That is right. 
The Chairman: What does it do” 


Mr. Conway: Basically, there is a number of them. and 
they are basically technical, with the exception that we 
have changed the purpose test from “one of the purposes” 
to “one of the main purposes”. Because the rule is so 
‘tight and it has caused some anguish out there, we have 
‘put it as “one of the main purposes”. so as to provide 
some scope for borderline cases to get out of the rule. 


The Chairman: [t would seem to me that if we can get 
a new corporate tax regime in and keep the capital gains 
at two-thirds or something of that nature. or even capital 
gains at 100% subject to indexation of the Capital base, 
you solve this problem. because the tax is identical. 


_ Mr. Conway: That is right. If all capital gains were 
taxed at the equivalent rate of dividend income, there 
would be no reason to strip. You are right. 


The Chairman: Yes. Well, since we are doing that— 
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Mr. Garneau: It has not been done yet. 
Mr. Conway: We need this now. 


The Chairman: You are going to provide for getting rid 
if these sections in a Ways and Means motion for the new 
nll. Do you guys ever think about getting rid of some of 
‘his bumf? 


Mr. Conway: Yes, all the time. We would like to get rid 
fa lot of this stuff. 


The Chairman: If you get rid of a lot of it and we could 
vart Over again, we would not have to read it. It is too 
ifficult. 


Mr. Conway: I would enjoy not getting the thousands 
phone calls [ get on this stuff. I would like to do it 
me day. 


| The Chairman: What are unclaimed dividends, interest 
id proceeds all about? 


1 


| Mr. Farber: Mr. Chairman, the principal clause is 
belause 51.(2). Basically it authorizes a_ special 
ithholding tax on unclaimed dividends, interest and 


| Traduction| 
Le président: Trés bien. Il reste une autre disposition je 
pense. 


M. Farber: Monsieur le président, comme je Vai déja 


dit, a la page 108, une autre motion traite de cette 
disposition. 
Le président: En effet. C’est dans la liasse de 


modifications n’est-ce-pas? 
M. Farber: Qui. 
Le président: De quoi s’agit-il? 


M. Conway: Essentiellement, il y a un certain nombre 
de modifications qui sont d’ordre technique, sauf que 
nous avons modifié le critére d’objet en passant de «l’un 
des objets» a «l’un des principaux objets». Etant donné 
que la régle est trés stricte, elle a suscité certaines 
inquiétudes et nous avons donc parlé de «l’un des 
principaux objets» afin de prévoir une certaine souplesse 
pour les cas limites, afin qu’ils puissent pas étre visés par 
la régle. 

Le président: [1 me semble que si 
adopter un nouveau régime fiscal pour 
maintenir le taux d’inclusion des gains en capital aux 
deux tiers ou méme a 100 p. 100, sous réserve de 
indexation de la base de capital, nous résoudrons alors 
cette difficulté, puisque l’impot est identique. 


nous pouvons 
les sociétés et 


M. Conway: C’est exact. Si tous les gains en capital 
étaient imposés a un_ taux €quivalent a celui des 
dividendes, le dépouillement ne. serait pas du tout 
nécessaire. Vous avez raison. 


Le président: Oui. 
faisons cela. . . 


Eh bien, étant donné que nous 


M. Garneau: Cela n’a pas encore été fait. 
M. Conway: Nous en avons besoin maintenant. 


Le président: Vous allez faire le nécessaire pour 
supprimer ces articles dans une motion de voies et 
moyens pour le nouveau projet de loi. Avez-vous déja 
songé a vous débarrasser d’une partie de ces articles 
verbeux? 


M. Conway: Nous ne cessons d’y songer. II 
beaucoup de choses dont nous  aimerions 
débarrasser. 


ya 
nous 


Le président: Si vous y parvenez et si nous pouvons 
recommencer a neuf, cela nous é€viterait de devoir les lire. 
C’est trop difficile. 


M. Conway: J’aimerais bien ne pas recevoir les milliers 
de coups de téléphone que cela occasionne. J’aimerais y 
parvenir un jour. 


Le président: De quoi s’agit-il quand on parle de 
dividendes d’intéréts et de produits de dispositions de 
propriétaires inconnus. 


M. Farber: On trouve l’essentiel au paragraphe S1.(2). 
Ce paragraphe autorise 4 toutes fins utiles une retenue 
d’impot sur les dividendes, les intéréts et le produit de 
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proceeds of disposition in terms of property where the 
beneficial owner of the property is unknown. In essence it 
applies to stockbrokers or dealers who may hold 
portfolios of different stocks and bonds when the 
beneficial owner is unknown. 


At present in the Income Tax Act there is a tax of 25% 
and on dividends. The rate is being increased to 33.3% to 
approximate the top marginal rate applicable to the 
receipt of dividends. Also a tax is being proposed for 
interest and proceeds of disposition of any property when 
the beneficial owner is unknown. In these cases the tax to 
be paid on behalf of the beneficial owner is equivalent to 
50%. 


Mr. Garneau: The fact that the beneficiary is unknown 
does not prevent that person from getting the benefit of it. 
It is unknown to whom? Is it unknown to. the 
department? 


Mr. Farber: It is unknown to the stockbroker holding 
the stock or the bond. 


Mr. Garneau: If he retains 50%, the other 50% will be 
paid to someone. Where will the other 50% go? 


Mr. Farber: It goes into the firm’s hands presumably 
until such time as the beneficial owner declares himself 
or is known. In the meantime the disposition, which if 
you knew who the beneficial owner was would have given 
rise to a tax... He is paying the equivalent amount of tax 
as if the owner is known and this tax would be to the 
credit of that person whenever he becomes known. 


Mr. Garneau: If he is taxed at the lower rate than the 
withholding rate, will he get the benefit of it? 


Mr. Farber: Do you mean the particular individual? 
Mr. Garneau: The withholding tax is 50% and if this— 


Mr. Farber: If the beneficial owner ultimately comes 
around and his marginal rate is lower than the 50% rate, 
he would get a refund. 


Mr. Minaker: That is a good question. In subsection 
153.(4) you state that it extends ‘this withholding tax 
obligation to all taxpayers who after 1984 and before... I 
wonder if you can explain the date of 1984. 


Mr. MacIntosh: The 1984 date was chosen because it 
coincides with the reassessment period, the three years 
Revenue Canada is permitted to look back. 


Mrs. Collins; Why would the beneficiaries be 
unknown? What sort of circumstances would lead to this? 


Mr. MacIntosh: For example, shares held by a broker 
may be sold on the open market. The broker would not 
know who the ultimate purchaser of those shares was, but 
just following that transaction, the broker may receive a 
dividend cheque in terms of those shares. The rightful 
owner of the dividends would be unknown to the broker. 
The same thing could arise when bearer bonds are sold 
and an interest cheque is received later. 
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disposition d’un bien de propriétaire inconnu. 
Essentiellement, cela vise les courtiers et les négociants 
qui détiennent des portefeuilles de diverses actions et 
obligations pour le compte d'un propriétaire inconnu. 


Pour Uinstant, la Loi de Vimpot prévoit un impodt de 25 
p. 100 sur les dividendes. Ce taux est relevé a 33,3 p. 100, 
c’est-a-dire l’équivalent du taux marginal maximal qui 
s'applique. D’autre part, on propose que les intéréts et le 
produit de disposition d’un bien dont le propriétaire est 
inconnu soient désormais imposés, et le taux est 
équivalent a 50 p. 100. 


M. Garneau: Ce nest pas parce que le veritable 
propriétaire est inconnu qu'il ne touche pas ces sommes. 
De qui est-il inconnu? Est-il inconnu du Ministere? 


M. Farber: Il est inconnu du courtier qui détient 
action ou obligation. 


M. Garneau: Si le courtier garde 50 p. 100 des intéréts 


ou du produit, le reste sera payé a quelqu’un. A qui? 


M. Farber: Cette somme reste entre les mains de la 
maison de courtage jusqu’a ce que le véritable 
propriétaire soit retrouvé ou se présente. Entre-temps, le 
produit de disposition d’un bien, qui, si le veritable 
propriétaire avait été connu, aurait été impose... 


aurait versé sil avait été connu et cet impot est crédité au 
compte de cette personne jusqu’a ce qu’elle se présente. 


M. Garneau: S‘il devait étre imposé a un taux inférieur | 


a la retenue d‘impot, ferait-on le rajustement? 


M. Farber: Vous parlez du propriétaire? 


Lem 
courtier verse Vimpdt équivalent a ce que le propriétaire | 


M. Garneau: La retenue d’impét est de 50 p. 100 et 


Gils cc 


M. Farber: Si le véritable propriétaire se fait connaitre 
ultimement, et si son taux marginal est inférieur a 50 p. 
100, il obtiendra un remboursement. 


M. Minaker: C’est une bonne question. Au paragraphe 


153.(4), vous dites que cette retenue d’impot vise tous les 


contribuables qui aprés 1984 ou avant... Pouvez-vous 
nous expliquer ce que signifie cette date de 1984. 


M. MacIntosh: Cette année-la marque le début de la 
période de réévaluation, c’est-a-dire les trois années au 
cours desquelles Revenu Canada peut faire des 
rajustements. 


Mme Collins: Pourquoi y aurait-il un propriétaire 
inconnu? Dans quelle genre de situation cela arrive-t-il? 


M. MacIntosh: Il se peut qu’un courtier vende des 
actions a la bourse. Le courtier ne sait pas nécessairement 
qui est l’acheteur de ces actions et juste aprés la 
transaction, il se peut qu’il regoive un cheque de 
dividendes visant ces actions. Le courtier ne connait pas 
le véritable propriétaire de ces dividendes. La méme chose 
peut arriver quand des obligations au porteur sont 
vendues et qu’un chéque d’intérét est acheminé plus tard. 


| 


( 


{ 
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| Texte| 


If by the end of the taxation year the broker has not 
been able to determine who owns the amount and remit it 
to him, the broker will be required to take this tax at a 
33.3% rate of a 50% rate out of the cheque he received 
and remit it to the government on behalf of the unknown 
owner. 


Mrs. Collins: At present there is a provision to do it a 
lower rate. 


Mr. MacIntosh: Yes. 


Mrs. Collins: How 
government this way? 


much revenue comes into the 


Seo) 


Mr. MacIntosh: I do not think we have any real feeling 
for how much is involved. 


The Chairman: How did you all of a sudden tumble on 
this one? How did you think about this one? 


Mr. MacIntosh: This was brought to our attention by 
Revenue Canada. I believe there were a number of trust 
companies and brokers who asked them how these 
amounts are to be treated. We have now made it clear 
how they are to be treated. 


The Chairman: How does the person who eventually 
claims the money get the money back? Does the broker 
give him a T-4 slip showing a remittance of some kind or 

a withholding? What does he do? 


Mr. MacIntosh: I suppose ultimately when the person 

is located and the amount is paid to him, there would be 
a T-5 slip and then the person would file with Revenue 
Canada and get a refund if his rate is lower than the rates 
_ provided here. 


The Chairman: It is almost for sure to be lower, simply 
because you have the maximum rates here. 


Mr. MacIntosh: Yes. In many cases, it would be. In 
_many cases, of course, since this amount is being added in 
as really the last amount in computing taxable income, it 
' may well be that the individual’s rate is up to these rates. 


The Chairman: Have you any idea how much money is 
involved? 


Mr. MacIntosh: I do not believe we do. 


' The Chairman: Has anybody else any concern about 
these things? Thank you very much. I do not think there 
is anything else on this bill at this point. 


| Mr. Farber: The only thing left outstanding—and I am 
jreluctant to raise it with you—is the ITC part, which you 
| wanted to defer. 


| The Chairman: We can raise it now, but we are not 
‘going to vote on it now. 


; Mr. Farber: Then, this brings to a conclusion the 
consideration— 
| 
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| Traduction| 

Si a la fin de l’exercice, le courtier n’a pas trouvé qui 
est le propriétaire de cette somme, pour la lui remettre, il 
doit en réserver 33,3 p. 100 ou 50 p. 100, selon le cas, et 
verser cette somme au gouvernement au nom du 
propriétaire inconnu. 


Mme Collins: Pour l’instant, il existe une disposition 
semblable mais le taux est inférieur. n’est-ce-pas? 


M. MacIntosh: C’est cela. 


Mme Collins: Quelles sont les 
gouvernementales provenant de ces sourses? 


recettes 


M. MacIntosh: II nous serait difficile de la calculer. 


Le président: Comment avez-vous soudainement repris 
cette question? Comment y avez-vous pensé? 


M. MacIntosh: C’est Revenu Canada qui nous l’a 
signalée. Je crois qu'il y a certaines compagnies de fiducie 
et des courtiers qui avaient posé la question au ministére. 
Nous avons maintenant éclairci la fagon de procéder. 


Le président: Comment la personne qui plus tard 
réclame cet argent doit-elle s'y prendre pour obtenir le 
remboursement? Est-ce que le courtier lui fournit un 
feuillet T-4 indiquant la somme retenue? Que doit-il 
faire? 

M. MacIntosh: Je pense que finalement quand une 
personne est retrouvée et qu’elle regoit la somme qui lui 
est due, on lui remet un feuillet T-5 qu'elle doit déposer 
aupres de Revenu Canada pour obtenir un 
remboursement si son taux d’imposition est inférieur a 
celui qui a été appliqué. 


Le président: Forcément, ce taux sera inférieur car 
vous percevez ici le taux maximal. 


M. MacIntosh: C’est juste. Dans bien des cas, ce sera 
ainsi. Bien entendu, puisque cette somme est souvent 
ajoutée en dernier au revenu imposable, il se peut fort 
bien que le taux du contribuable soit le taux maximal. 


Le président: Savez-vous quelle somme cela représente? 


M. MacIntosh: Non. 


Le président: Quelqu’un d’autre s’est-il inquiété de cet 
aspect-la? Merci beaucoup. Je ne pense pas que nous 
ayons quoi que ce soit 4 demander a propos de ce projet 
de loi pour l’instant. 


M. Farber: Il reste une chose que j’hésite 4 soulever et 
il s’agit de la partie concernant le crédit d’impét A 
Vinvestissement, que vous avez voulu réserver. 


Le président: Nous pouvons en parler maintenant mais 
nous n’allons pas mettre cette question aux voix. 


M. Farber: Alors, nous avons terminé l’examen. . . 


127 : 26 


| Text] 
The Chairman: Are there are some amendments to the 
ITC in this amendment package? 


Mr. Farber: No, there are not. We would not dare give 
you one. 


Mrs. Collins: Mr. Chairman, can I call for a vote? 


The Chairman: We must have a quorum, Mary. Mr. 
Warner has an amendment. I have an amendment filed. 


Mrs. Collins: Yes. | know. I have seen it. 


The Chairman: [ think it is a_ very 
amendment. I am in favour of the amendment. 


appropriate 


Mr. Farber: The only other thing, Mr. Chairman, is a 
number of motions in this package that relate to items 
you had considered previously. 


The Chairman: All right, what are they? Do you want 
to go over those briefly with us? 


Mr. Farber: There is one on page 86 dealing with 
collateralized preferred shares. [t merely corrects a cross- 
reference in the French version of the bill. There is one 
on page 98 dealing with deposit insurance corporations. 
There are minor technical changes and_ certain 
consequential changes to the motions on deposit 
insurance corporations. There is one on page 91 dealing 
with the foreign tax credit, which just corrects a 
grammatical error in the French version. Most of these 
changes are highly technical. corrective changes. This is 
basically it. We have done them all. 


I would ask you, Mr. Chairman. to consider moving 
this package of amendments. 


ee PES 


The Chairman: | am going to deem them moved, 
including Mr. Warner’s. 


Mr. Minaker: And the IBCs are included? 
The Chairman: Yes. 


Mr. Warner: Would you like that circulated, Mr. 
Chairman? 


The Chairman: Certainly. 


We are now going to go in camera. I propose that at 
the next meeting on this bill we go through it clause by 
clause. We will be in touch with you, Mr. Farber. 


This part of the meeting is adjourned. 
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Le président: Dans cette liasse d’'amendements, y en a-t- 
il qui concernent le crédit d’impot a l’investissement? 


M. Farber: Non. Nous n’avons pas osé en préparer. 


Mme Collins: Monsieur le président, puis-je demander 
le vote? 


Le président: Mary, il faudrait que nous ayons le 
quorum. M. Warner veut présenter un amendement. Je 
lai regu. 


Mme Collins: Je sais, je ai vu. 


Le président: Je pense que c’est un amendement tout a 
fait a propos. Je suis en faveur de cet amendement. 


M. Farber: Monsieur le président, je dois vous signaler 
quil y a certaines motions dans cette liasse qui ont trait a 
des questions que vous avez déja étudiées. 


Le president: Soit, ou sont-elles? Voulez-vous nous les 
expliquer brievement? 


M. Farber: II y en a une a la page 86 qui concerne les 
actions privilégiées avec garantie. Elle ne vise qu’a 
corriger un renvoi qui se trouve dans la version frangaise 
du projet de loi. Il y en a une autre a la page 98 qui 
concerne les sociétés d’assurance-dépéts. D’autres 
apportent des amendements de forme ou corrélatifs aux 
motions concernant les sociétés d’assurance-dépots. A la 
page 91, la motion porte sur le dégrevement pour impot 
étranger: il s’agit d’une correction grammaticale a la 
version francaise. La plupart de ces modifications sont 
purement formelles, des corrections. Elles se bornent a 
cela. Nous les avons toutes faites. 


Monsieur le président, je vous propose de mettre cette 
liasse d’amendements aux voix. 


Le président: Je vais donc considérer qu’une motion a 
été proposée. y compris pour la proposition de M. 
Warner. 

M. Minaker: Cela inclut les CBI? 

Le président: Oui. 

M. Warner: Voulez-vous que 
monsieur le président? 


Von distribue cela, 


Le président: Certainement. 


Nous allons nous réunir a huis clos. Je propose qu’a la 
prochaine réunion portant sur le projet de loi, nous 
passions a l’étude article par article. Nous resterons en 
contact avec vous, monsieur Farber. 


Pour ce qui est de la premiére partie de nos travaux, la 
séance est levée. 
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ORDER OF REFERENCE 


Extract from the Votes and Proceedings of the House of 
Commons of Monday, November 2, 1987: 


“The House resumed debate on the motion of Mr. 
Hockin, seconded by Mr. Crombie,—That Bill C-87, An 
Act respecting the imposition of duties of customs and 
Other charges, to give effect to the International 
Convention on the Harmonized Commodity Description 
-and Coding System, to provide relief against the 
imposition of certain duties of customs or other charges, 
to provide for other related matters and to amend or 
repeal certain Acts in consequence thereof, be now read a 
second time and referred to the Standing Committee on 
Finance and Economic Affairs. 


After further debate, the question being put on the 
motion, it was agreed to. 


_ Accordingly, the Bill was read the second time and 
referred to the Standing Committee on Finance and 
Economic Affairs.” 


ATTEST 


ROBERT MARLEAU 
Clerk of the House of Commons 


ORDRE DE RENVOI 


Extrait des Procés-verbaux de la Chambre des communes 
du lundi 2 novembre 1987: 


«La Chambre reprend le débat sur la motion de M. 
Hockin, appuyé par M. Crombie,—Que le projet de loi 
C-87, Loi concernant imposition de droits de douane ou 
d’autres droits, la mise en oeuvre de la Convention 
internationale sur le Systeme harmonisé de désignation et 
de codification des marchandises, l’exonération de divers 
droits de douane ou autres, comportant des mesures 
connexes et modifiant ou abrogeant certaines lois en 
conséquence, soit maintenant lu une deuxiéme fois et 
deféré au Comité permanent des finances et des affaires 
économiques. 


Aprés plus ample débat, cette motion, mise aux voix, 
est agréée. 


En conséquence, ce projet de loi est lu une deuxiéme 
fois et déféré au Comité permanent des finances et des 
affaires économiques.» 


ATTESTE 


Le Greffier de la Chambre des communes 
ROBERT MARLEAU 
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REPORT TO THE HOUSE 
Thursday, November 26, 1987 


The Standing Committee on Finance and Economic 
Affairs has the honour to present its 


TWELFTH REPORT 


In accordance with its Order of Reference of Monday, 
November 2, 1987, your Committee has considered Bill 
C-87, An Act respecting the imposition of duties of 
customs and other charges, to give effect to the 
International Convention on the Harmonized Commodity 
Description and Coding System, to provide relief against 
the imposition of certain duties of customs or other 
charges, to provide for other related matters and to amend 
or repeal certain Acts in consequence thereof, and has 
agreed to report it without amendment. 


A copy of the relevent Minutes of Proceedings and 
Evidence of the Committee (Issue No. 128 which includes 
this report) is tabled. 


Respectfully submitted, 


DON BLENKARN, 
Chairman. 
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RAPPORT A LA CHAMBRE 
Le jeudi 26 novembre 1987 


Le Comité permanent des finances et des affaires 
économiques a l’honneur de présenter son 


DOUZIEME RAPPORT 


Conformément a son ordre de renvoi du lundi 2 
novembre 1987, votre Comité a étudié le projet de loi 
C-87, Loi concernant l’imposition de droits de douane ou 
d’autres droits, la mise en oeuvre de la Convention 
internationale sur le Systeme harmonisé de désignation et 
de codification des marchandises, l’exonération de divers 
droits de douane ou autres, comportant des mesures 
connexes et modifiant ou abrogeant certaines lois en 
conséquence, et a convenu d’en faire rapport sans 
amendement. 


Un exemplaire des procés-verbaux et témoignages 
pertinents du Comité (fascicule n° 128 qui comprend le 
présent rapport) est déposé. 


Respectueusement soumis, 


Le président, 
DON BLENKARN. 


25-11-1987 


MINUTES OF PROCEEDINGS 


WEDNESDAY, NOVEMBER 25, 1987 
(196) 


[Text] 


The Standing Committee on Finance and Economic 
_ Affairs met at 3:36 o’clock p.m. this day, in Room 269, 
West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Murray Dorin, Simon de Jong and Robert Layton. 


Acting Members present: Gabrielle Bertrand for 
Norman Warner; Ronald A. Stewart for Bill Attewell and 
Robert L. Wenman for Mary Collins. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Appearing: The Honourable Tom Hockin, Minister of 
State (Finance). 


Witnesses: From the Department of Finance: Dan 
Hermosa, Counsel, General Legal Services Division; Joe 
- Loomer, Special Advisor, Tariffs Division. 


The Order of Reference dated Monday, November 2, 
_ 1987, being read as follows: 


ORDERED ,—That Bill C-87, An Act respecting the 
imposition of duties of customs and other charges, to 
give effect to the International Convention on the 
Harmonized Commodity Description and Coding 
System, to provide relief against the imposition of 

certain duties of customs or other charges, to 
provide for other related matters and to amend or 
repeal certain Acts in consequence thereof, be 
reffered to the Standing Committee on Finance and 
Economic Affairs. 

Clause 1 was allowed to stand. 

On Clause 2 

_ The Minister made an opening statement and with the 

| witnesses, answered questions. 

Clause 2 carried. 

Clauses 3 to 141 carried severally. 

Clause 1 carried. 

The Title carried. 

Bill C-87 carried. 

ORDERED —That the Chairman report Bill C-87 to 
the House. 


At 4:00 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Eugene Morawski 
Committee Clerk 
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PROCES-VERBAL 


LE MERCREDI 25 NOVEMBRE 1987 
(196) 


[Traduction| 


Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui a 15 h 36, dans la 
piéce 269 de l’Edifice de l’Ouest, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Murray 
Dorin, Simon de Jong et Robert Layton. 


Membres suppléants présents: Gabrielle Bertrand 
remplace Norman Warner; Ronald A. Stewart remplace 
Bill Attewell; Robert L. Wenman remplace Mary Collins. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliothéque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Comparait: L’honorable Tom Hockin, ministre d’Etat 
(Finances). 


des Finances: Me Dan 
juridique, Division des services 
Joe Loomer, conseiller spécial, 


Témoins: Du _ ministére 
Hermosa, conseiller 
juridiques généraux; 
Division des tarifs. 

Lecture de l’ordre de renvoi du lundi 2 novembre 1987 
est donnée en ces termes: 

IL EST ORDONNE,—Qve le projet de loi C-87, Loi 
concernant l’imposition de droits de douane ou 
d’autres droits, la mise en oeuvre de la Convention 
internationale sur le Systeme harmonisé de 
désignation et de codification des marchandises, 
Vexonération de divers droits de douane ou autres, 
comportant des mesures connexes et modifiant ou 
abrogeant certaines lois en conséquence, soit déféré 
au Comité permanent des finances et des affaires 
économiques. 

L’article 1 est réservé. 

Article 2 


Le Ministre fait une déclaration préliminaire, puis lui- 
méme et les temoins répondent aux questions. 


L’article 2 est adopté. 

Les articles 3 a 141 sont respectivement adoptés. 
L’article 1 est adopté. 

Le titre est adopteé. 

Le projet de loi C-87 est adopteé. 


IL EST ORDONNE,—Que le président fasse rapport, a 
la Chambre, du projet de loi C-87. 


A 16 heures, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Greffier de Comité 
Eugene Morawski 
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The Chairman: I will begin the meeting. Mr. Minister, 
you could proceed with your statement or we could treat 
it as filed. In any event, the reference from the House is 
on Bill C-87, an act respecting the imposition of duties of 
customs and other charges to give the immediate effect to 
the International Convention on the Harmonized 
Commodity Description and Coding System. 


The witness is the Minister of State for Finance. Mr. 
Minister, if my understanding is correct, this bill has been 
negotiated over many years and harmonizes custom 
descriptions. It is a very long bill. If you could briefly deal 
with it, we could get on to the clause-by-clause discussion. 


Hon. Thomas Hockin (Minister of State (Finance)): 
Mr. Chairman, I am grateful for the opportunity to speak 
to you this afternoon. This document is one of the largest 
pieces of legislation, if not the largest, since Confederation 
of the Parliament of Canada. I want to tell you how it is 
broken down, one sentence for each part. 


Schedule I, which is most of these two documents, lists 
all the products imported into Canada. It is divided into 
21 sections and 98 chapters. Everything is classified by 
what it is rather than how it is used. It is the conceptual 
difference. The digits are easy to understand because the 
they simply get higher horizontally as refinements occur 
to the product. 


Schedule II begins on page 814 and gives the statutory 
end-use provisions, a Canadian anomaly. We have lower 
duties for specific end uses. We have cleaned most of 
them out of our act, but there are still some left. 


Schedule III, at page 910, tells you where every country 
fits and where we classify them in terms of tariff 
treatment. If you want to know how we treat a country, 
you can find it there. 


Schedule IV gives all the goods subject to drawback for 
home consumption as set out in the budget. 


Schedule V gives the goods subject to drawback when 
used for certain purposes. Those are Order-In-Council 
changes. 


I will speak to a couple of comments made during 
second reading debate. It is probably the most abbreviated 
way in which I could be useful this afternoon. 
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Le mercredi 25 novembre 1987 


Le président: La séance est ouverte. Monsieur le 
ministre, vous pouvez nous présenter votre exposé, ou 
nous pouvons le considérer comme ayant été lu. Quoi 
qu’il en soit, il s’agit du renvoi du projet de loi C-87, Loi 
concernant l’imposition de droits de douane ou d’autres 
droits, la mise en oeuvre de la Convention internationale 
sur. le Systéme harmonisé de désignation des 
marchandises. 


Le témoin est le ministre d’Etat chargé des Finances. 
Monsieur le ministre, si j’ai bien compris, le présent 
projet de loi fait V’objet de négociations depuis de 
nombreuses années et il harmonise les désignations des 
marchandises. II s’agit d’un trés long projet de loi. Vous 
pouvez peut-étre d’abord nous en parler bri¢vement, puis 
nous en ferons |’étude article par article. 


L’honorable Thomas  Hockin (ministre d’Etat 
(Finances)): Monsieur le président, je vous remercie de 
occasion qui m’est donnée de m’adresser au comité cet 
aprés-midi. Il s’agit de l’un des plus longs projets de loi, 
sinon le plus long depuis la Confédération du Parlement 
du Canada. Je veux vous en expliquer les différentes 
parties, en décrivant chacune en une phrase. 


L’annexe I, qui est le plus important des deux 
documents, €énumére tous les produits importés au 
Canada. Elle comporte 21 sections et 98 chapitres. 
Chaque produit est classifié selon sa nature plutot que son 
utilisation. Le concept de classification est différent. Les 
chiffres sont faciles 4 comprendre puisqu’ils vont tout 
simplement en augmentant au fur et a mesure que le 
produit est transformé. 


L’annexe II commence 4 la page 814 et stipule les — 


dispositions légales concernant l'utilisation finale, une 


anomalie canadienne. Nous avons des droits de douane | 
moins élevés pour des utilisations finales précises. Nous © 


les avons presque toutes éliminées, mais il en reste encore. 


L’annexe III, 4 la page 910, donne la situation de | 
chaque pays et sa classification pour ce qui est du 
traitement tarifaire. Si l’on veut savoir comment nous | 


traitons un pays, c’est la qu’on peut le trouver. 


L’annexe IV énumére tous les produits admis au 


1 


bénéfice du drawback pour consommation intérieure, tel . 


que stipulé dans le budget. 


L’annexe V énumére les produits admis au bénéfice du 
drawback lorsqu’ils sont utilisés a certaines fins. Ces 
changements sont faits par décret. 


J’aimerais parler de quelques questions qui ont été 
soulevées devant la Chambre au cours de l’examen du 
projet de loi en deuxiéme lecture. C’est sans doute en 
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On the whole question of consultation, members of the 
committee should be aware that while this legislation has 
been before the House only since October 2, most of it 
has been before the public for a considerably longer time. 
The government’s’ original proposals for converting the 
current tariff provisions to the harmonized system were 
sent to the Tariff Board in 1984. The Tariff Board 
conducted public hearings on these proposals and made 
recommendations which were tabled in Parliament in a 

series of reports. Their recommendations were not just 
put on the shelf; they were tabled in Parliament. 


National Revenue issued an updated version of the 
government’s proposals in early 1987 in the form of a 
draft departmental consolidation. I think people will be 
using this document in the future because it is the user- 
friendly version of the tariff used by the importing 

community. 


° 1540 

The two schedules contained in the document 
underwent some further revision as a_ result of 
international negotiations we had with our trading 


_ partners and changes to the customs tariff contained in 
the February 1987 budget. These revisions were released 
_to the public in July of this year. Schedules I and II of 
Bill C-87, which formed the bulk of the legislation, are 
based directly on the government’s earlier proposals as 
_ revised. ' 


| In view of this extensive consultation, the government’s 
| efforts to alert all those who could be potentially affected 
by the tariff conversion have been, I believe, Mr. 
Chairman, exemplary. The Department of National 
/Revenue has taken the lead in working with the 
importing community to prepare it for the harmonized 
System. In 1986 they distributed 75,000. brochures 
Outlining the tariff conversion and the revamped customs 
processing system that will accompany the new tariff 
system. 


Late in 1986 a detailed information kit was sent to 
/ 10,000 importers, brokers, and others involved in 
importing. This program of public information was 
\Stepped up this year with an additional 14,000 
information kits distributed to commercial importers. 
Brochures have been sent to all importers who made a 
commercial importation in 1986 and a series of seminars 
were conducted in all regions of the country. 


) 


I mention this not to take your time or to bore you but 
to let you know that it is vital with any system of this sort 
that consultation and seminars be held and that people 
jlearn how to use it. I would be remiss if I did not 
acknowledge the efforts made by Statistics Canada to work 
with the exporting community to ensure it is ready for the 
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vous résumant la situation de cette fagon que je pourrai 
vous étre le plus utile cet aprés-midi. 


Les membres du comité se rendent compte que méme 
si le projet de loi C-87 n’a été déposé a la Chambre que le 
2 octobre dernier, la plupart de ses dispositions sont 
connues depuis beaucoup plus longtemps. En réalité, les 
premiéres propositions gouvernementales visant a 
convertir les dispositions tarifaires actuelles en fonction 
du systeme harmonisé ont été déférées 4 la Commission 
du tarif en 1984. Celle-ci a tenu des audiences publiques a 
ce sujet et a fait des recommandations qui ont été 
déposées au Parlement dans une série de rapports. Leurs 
recommandations n’ont pas tout simplement été mises sur 
une tablette, elles ont été déposées au Parlement. 


Le ministére du Revenu national a publié au début de 
1987 une mise a jour des propositions gouvernementales 
sous forme de consolidation ministérielle. Je pense que les 
gens utiliseront ce document 4 l’avenir parce qu’il 
constitue la version simplifiée du tarif a usage des 
importateurs. 


Les deux annexes qu’on y retrouve ont été modifiées de 
nouveau a la suite des négociations que le Canada a 
engagées au niveau international avec ses partenaires 
commerciaux, et des changements au tarif des douanes 
que renfermait le budget de février 1987. Ces révisions ont 
été rendues publiques en juillet dernier. Les annexes I et 
II, qui forment la majeure partie du projet de loi C-87, se 
fondent directement sur les propositions antérieures du 
gouvernement, telles que modifiées. 


Monsieur le président, compte tenu des nombreuses 
consultations publiques, je dirais que les efforts déployés 
par le gouvernement pour aviser tous ceux et celles qui 
pourraient étre touchés par la conversion tarifaire ont été 
exemplaires. Le ministére du Revenu national a pris la 
direction des opérations en  travaillant avec les 
importateurs afin de les préparer au systeme harmonisé. 
En 1986, ils ont distribué 75,000 brochures expliquant la 
conversion tarifaire ainsi que les procédures douaniéres 
remaniées qui accompagneront le nouveau systéme. 

Vers la fin de 1986, une trousse d’information détaillée 
a été envoyée a 10,000 importateurs, courtiers et autres 
personnes qui jouent un rdle dans le domaine de 
Vimportation. Ce programme d’information public a été 
élargi cette année; en effet, 14,000 autres trousses de 
renseignements ont été distribuées aux importateurs 
commerciaux, des brochures ont été envoyées a tous les 
importateurs qui ont effectué au moins une importation 
commerciale en 1986 et une série de colloques a eu lieu 
dans toutes les régions du pays. 


Je vous mentionne tout ceci non pas pour vous faire 
perdre votre temps ou pour vous ennuyer, mais bien pour 
que vous sachiez qu’il est essentiel de tenir des 
consultations et des colloques pour que les gens sachent 
comment utiliser le systéme. I] ne serait guére honorable 
de ma part de ne pas mentionner les efforts déployés par 
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new tariff and statistical system to be implemented on 
January 1. 


I would also remind members that we have 
endeavoured to alert Parliament as well. The last two 
budgets gave notice that a revised customs tariff would be 
introduced with the aim of implementing it on January 1, 
1988, in conjunction with our major trading partners. 


I would like to turn to one other matter that was raised 
during debate on second reading. Some members of the 
Opposition cited a letter from the Automotive Industries 
Association of Canada in which it was alleged that the 
industry had not had sufficient opportunity to study the 
full impact of the changes being proposed. I have made it 
a point of having officials of my department, National 
Revenue and the Tariff Board meet with Mr. Wilson of 
the association, who wrote the letter, to discuss the issues 
he raised. I am happy to report that with the help of 
officials, Mr. Wilson has cleared up confusions he felt 
were there. As a result, the Automotive Industries 
Association has written me to withdraw its request for a 
three-month delay in implementing the legislation. 


The Chairman: We can confirm that, Mr. Minister, 
with our own research staff. They have looked at all of the 
letters and have come to the conclusion that there is not 
anyone in the trade who is concerned one bit with the 
bill. We received letters urging that we get on with it, get 
it passed and get it into law as quickly as possible. 


Mr. Hockin: Let me just make one final comment. I 
wanted to deal with it because I know the chairman and 
others were concerned with this matter. 


Our import tariff legislation is in desperate need of 
updating. While it has served the country well over the 
many years since its inception, we are really faced with 
new needs and new opportunities today. The proposed 
legislation is intended to correct these deficiencies and to 
meet our new requirements. It is an entirely new 
approach, as I have said, to the classification of goods for 
customs purposes. The harmonized systems on which it is 
based is the new standard, international method for 
classifying goods. It is not just invented by us; it is worked 
out with our trading partners. Our adoption of this system 
is timed to coincide with similar moves by all of our 
major trading partners. 


I do not, however, want to hide the fact that under the 
new customs tariff there will be changes in rates of duty 
on some imported goods. We have anticipated this and 
have urged importers and manufacturers to inform 
themselves of these changes. We recognize that these 
changes can have an impact on businesses and we have 


Finance and Economic Affairs 


25-11-1987 


[Translation| 

Statistique Canada pour oeuvrer avec les exportateurs afin 
d’assurer qu’ils soient préts au moment de l’entrée en 
vigueur du nouveau systéme tarifaire et statistique, soit le 
1& janvier 1988. 


Je rappellerai aux membres du comité que nous nous 
sommes aussi efforcés de tenir le Parlement au courant 
des événements. Les deux derniers budgets précisaient 
qu’un tarif des douanes modifié serait adopté et que nous 
entendions le mettre en oeuvre le 1°" janvier 1988, de 
concert avec nos principaux partenaires commerciaux. 


Permettez-moi maintenant d’aborder une question 
soulevée au cours du débat en deuxiéme lecture. Certains 
députés de lOpposition ont cité une lettre de 
V’Association des industries automobiles du Canada dans 
laquelle on  affirmait que Jl industrie n’avait pas 
suffisamment eu la _ possibilité d’étudier toutes les 
incidences que pourraient comporter les changements 
proposés. Je me suis fait un devoir d’organiser une 
rencontre entre les fonctionnaires de mon ministére, ceux 
du Revenu national et ceux de la Commission du tarif et 
M. Wilson, qui est membre de l'association et auteur de 
cette lettre, afin de discuter des points précis qu'il a 
soulevés. Je suis heureux de pouvoir vous confirmer que 
M. Wilson, avec l’aide des fonctionnaires, a dissipé ce 
malentendu. L’Association des industries automobiles a 
donc retiré sa requéte visant a reporter de trois mois 
Ventrée en vigueur de la loi. 


Le président: Monsieur le ministre, nos recherchistes 
peuvent le confirmer. Ils ont examiné toutes les lettres et 
en sont venus a la conclusion que le projet de loi ne pose 
de problémes pour qui que ce soit qui joue un role dans 
le domaine de l’importation. Nous avons regu des lettres 
nous exhortant de l’adopter le plus rapidement possible. 


M. Hockin: Permettez-moi un dernier commentaire. Je 
voulais en parler parce que je sais que cette question 
préoccupe le président et d’autres personnes. 


Notre législation touchant les tarifs d’importation a 
grandement besoin d’étre mise a jour. Elle a été tres utile 
depuis son instauration, il y a de nombreuses années; 
toutefois, nous avons aujourd’hui de nouveaux besoins et 
de nouvelles possibilités. Le projet de loi devrait 
permettre de corriger ces imperfections et de satisfaire a 
nos nouveaux besoins. Il s’agit d’une toute nouvelle 
approche 4a la classification des marchandises aux fins du 
régime tarifaire. Le systeme harmonisé, sur lequel se 
fonde la loi, est 
international utilisé pour classifier les marchandises. Nous 
ne l’avons pas tout simplement inventé; nous l’avons 
élaboré avec nos partenaires commerciaux. L’adoption 
par le Canada d’un tarif des douanes fondé sur le systeme 
harmonisé coincide avec la prise de mesures semblables 
par tous nos principaux partenaires commerciaux. 


Je ne vous cacherai pas le fait que les taux de droit 
applicables sur  certaines marchandises importées 
changeront dans le cadre du nouveau tarif des douanes. 
Nous avons prévu cette situation et mous avons 
instamment prié les importateurs et les fabricants de sé 
renseigner sur ces changements. Nous reconnaissons qué 


le nouveau mécanisme normalisé~ 
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made every effort to inform commercial interests through 


_ their associations and through seminars, as I have said. 


importers 


I think it is fair to say that the large companies and 
who transact many importations over the 
course of a year have taken the necessary steps to be ready 
by January 1. I think it is self-evident, however, that not 
every importer and not every business person will have 


made the effort to inform himself of the changes being 


i 


made in the customs tariff. It would be extraordinary if it 


were otherwise. 
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First, many importers use custom brokers. In fact over 


75% of import transactions in this country are handled by 
brokers. I think we can assume that many importers will 
probably leave it to their brokers to acquaint themselves 
with the changes that will come into effect on January 1, 


1988. You might run into some importer and ask him 
what he thinks of this new system and he might not know 
much about it because he relies on his broker. 


We recognize therefore that come January 1 some 
people will be caught unprepared when trade begins to 


flow under the new system. In anticipation of this, Elmer 
_MacKay and I have put in place a procedure to ensure 
that importers or businesses faced with an unexpected 
tariff change will have recourse for obtaining a review of 
their situation. As one part of this, the Department of 
/ National Revenue is installing a fast-track procedure for 
getting decisions on proper tariff classification. Once it 


has been established that there has indeed been a change 


| in the rate of duty as a result of the conversion, importers 
/Or producers will have the option of taking their case to a 
,committee of senior level officials who will review the 


merits of restoring rates of duty in existence prior to 


/January 1, 1988. This committee will report directly to 


sme, and when I feel a case has been made I will be 
{ prepared to recommend a change in the rate of duty. 


t 


In this regard, I would point out that because of the 
fundamental change being made in the tariff structure, 
the complexity of the conversion, and the fact that some 
companies may be impacted on unintentionally, it was 
felt prudent to give the Governor in Council fairly broad 
‘authority to amend rates of duty for an 18-month period 
‘following implementation. The intention of this authority 
his to allow us to restore rates of duty in cases where 
}cOmpanies may be significantly and adversely affected by 
\the tariff conversion. There has also been a suggestion that 
the government will not have the necessary regulations— 
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ces modifications peuvent avoir des répercussions sur les 
entreprises et nous avons fait tout notre possible pour 
renseigner les milieux d’affaires par l’entremise des 
associations de commergants et d’industries, en organisant 
des colloques, comme je I’ai dit. 


Je tiens a préciser que les grandes sociétés et les 
importateurs qui effectuent annuellement de nombreuses 
importations ont pris les dispositions nécessaires pour étre 
préts le 1°’ janvier. Toutefois, il me semble évident que 
tous les importateurs et toutes les entreprises ne se sont 
pas efforcés d’obtenir les renseignements sur les 
modifications apportées au tarif des douanes. Le contraire 
aurait été surprenant. 


Tout d’abord, un grand nombre d’importateurs ont 
recours aux services de courtiers en douane. En effet, plus 
de 75 p. 100 des opérations sont effectuées par les 
courtiers. Nous pouvons présumer que de nombreux 
importateurs laisseront probablement aux courtiers le 
soin de se renseigner sur les changements qui entreront 
en vigueur le 1°" janvier 1988. Si vous rencontrez un 
importateur et que vous lui demandez ce qu’il pense du 
nouveau systeme, il ne pourra peut-étre pas vous 
répondre étant donné qu’il compte sur son courtier pour 
se renseigner. 


Nous reconnaissons donc que certaines personnes ne 
seront pas encore prétes le 1° janvier, lorsque les 
transactions commenceront 4 s’opérer sous le nouveau 
régime tarifaire. C’est pourquoi l’honorable Elmer 
MacKay et moi-méme avons établi une procédure qui 
permettra aux importateurs et aux entreprises frappés de 
nouveaux tarifs qu’eux-mémes n’avaient pas prévus, 
d’avoir recours a une demande d’examen de _ leur 
situation. Dans le cadre de cette démarche, le ministére 
du Revenu national met actuellement au point une 
procédure accélérée pour que les décisions relatives au 
classement tarifaire soient rendues rapidement. Lorsqu’il 
aura été établi que le taux de droit aura été effectivement 
modifié a la suite de la conversion au nouveau systéme 
tarifaire, les importateurs ou les producteurs pourront 
choisir de porter leurs cas devant un comité composé de 
cadres supérieurs qui détermineront s’il y a lieu ou non 
de rétablir les taux de droit en vigueur avant le 1° janvier 
1988. Le comité me fera directement son rapport et, si je 
suis convaincu par les arguments présentés, j’accepterai de 
recommander que Il’ancien taux de droit soit rétabli. 


A cet égard, je tiens a souligner qu’en raison des 
modifications fondamentales apportées a la structure 
tarifaire, de la complexité de la conversion et du fait que 
certaines sociétés peuvent subir des dommages non 
voulus, nous avons jugé prudent de donner au 
Gouverneur en conseil le pouvoir relativement large de 
modifier le taux de droit au cours des 18 mois suivant 
entrée en vigueur du nouveau tarif. Ce pouvoir a pour 
but de nous permettre de rétablir un ancien taux de droit 
lorsque la conversion tarifaire causerait des _ torts 
importants a une société. Certains ont également laissé 
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Mr. de Jong: Could I ask one question please? You do 
have the ability in the legislation to change the tariffs by 
Order in Council for an 18-month period? 


Mr. Hockin: It is in the bill. 


Mr. de Jong: It is in the bill. Okay. Maybe one of your 
officials can point out that clause. 


Mr. Hockin: Clause 131. We can deal with that now, 
Mr. Chairman—I will just finish in two minutes. 


The Chairman: Let us deal with the questions, Mr. 
Minister. 


Mr. Hockin: Let me just make a concluding statement. 
There has been a suggestion that the government will not 
have the necessary regulations to implement many of the 
provisions of the tariff, and I want to assure members that 
this is not the case. These regulations are in fact in the 
final stages of preparation and draft versions in the form 
of interim administrative guidelines will be released to the 
public in the next few weeks by the Department of 
National Revenue. 


To conclude, as you have said, Mr. Chairman, the 
Canadian business community, including importers and 
exporters, is counting on this legislation. Our major 
trading partners, who are also adopting tariff systems 
based on this system, are looking to us to provide 
leadership at this important step. As a postscript, I would 
add that the passage of this legislation will open the way 
for us to ratify the international convention on the 
harmonized commodity description and coding system 
and accept the GATT protocol containing Canada’s new 
GATT schedule of tariff concessions. Together these 
actions will bind Canada to the new international system 
for describing and classifying goods in international trade. 
We hope to be able to take these steps in December, 
providing we receive speedy passage of the legislation. 


Mr. Layton: Hear, hear. 
The Chairman: Questions? Mr. de Jong. 


Mr. de Jong: I am just trying to figure out the first 
subclause of clause 131. Is it the lawyers that write this 
way so only other lawyers would understand? 


The Chairman: That helps. 
Mr. de Jong: I think that is important. 


The Chairman: I think there is a lawyer or two. On the 
recommendation of the Minister of Finance— 


Mr. Hockin: Most of them are from the legal division 
of the department— 


The Chairman: Well that is a clean, easy one. 
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entendre que le gouvernement ne disposerait pas en temps 
opportun de la réglementation nécessaire. . . 


M. de Jong: Puis-je poser une question s’il vous plait? 
La loi vous donne le pouvoir de modifier les tarifs par 
décret du Gouverneur en conseil pendant une période de 
18 mois? 


M. Hockin: C’est dans le projet de loi. 


M. de Jong: Trés bien. Un de vos fonctionnaires 
pourrait peut-étre me dire de quel article il s’agit. 


M. Hockin: I] s’agit de l’article 131. Monsieur le 
président, j’aurai terminé mon exposé en deux minutes. 


Le président: Passons maintenant 


monsieur le ministre. 


M. Hockin: Permettez-moi de faire un dernier 
commentaire. Certains ont laissé entendre que le 
gouvernement ne disposerait pas en temps opportun de la 
réglementation nécessaire pour appliquer un grand 
nombre des dispositions du tarif, et je désire vous assurer 
que tel n’est pas le cas. En réalité, ces reglements en sont 
a Vétape finale de préparation et les ébauches seront 
rendues publiques par le ministére du Revenu national 
dans les prochaines semaines sous forme de lignes 
directrices administratives provisoires. 


aux questions, 


Pour conclure, monsieur le président, je vous signale 
que le milieu des affaires, notamment les exportateurs et 
les importateurs, comptent sur cette législation. En outre, 
nos principaux partenaires commerciaux, qui adopteront 
également des systémes tarifaires fondés sur le systéme 
harmonisé, comptent sur le Canada pour faire preuve de 
leadership dans cette importante entreprise. Permettez- 
moi d’ajouter que l’adoption de ce projet de loi nous 


permettra de ratifier la Convention internationale sur le | 


Systeme harmonisé de désignation et de codification des 
marchandises et d’accepter le protocole du GATT qui 


contient la nouvelle liste des concessions tarifaires du — 
GATT pour le Canada. Ensemble, ces mesures lieront le | 


Canada au nouveau systéme international de désignation 
et de codification des marchandises. Nous espérons 
pouvoir prendre ces mesures en décembre, pourvu que le 
projet de loi soit adopté rapidement. 


M. Layton: Bravo, bravo. 
Le président: Des questions? Monsieur de Jong. 


M. de Jong: J’ai de la difficulté 4 comprendre le 
premier paragraphe de l’article 131. Est-ce parce que les 


avocats l’ont rédigé de telle fagon que seulement d’autres — 


avocats puissent le comprendre? 
Le président: Cela aide d’étre avocat. 


M. de Jong: Je pense que c’est important. 


Le président: Je pense qu’il y a un ou deux avocats. Sur 


recommandation du ministre des Finances. . . 


M. Hockin: La plupart d’entre eux sont du contentieux 


du ministére. . . 


Le président: Eh bien c’est clair et facile. 
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[Texte] 


Mr. Hockin: Dan Hermosa from the legal division of 
the Department of Finance will do an exegesis of that 
section for you, if you like. 


Mr. de Jong: Okay. 


Mr. Dan Hermosa (Counsel, General Legal Services 
Division, Law Branch, Department of Finance): Basically 
what subclause 131(1) says is that on the recommendation 
of the Minister of Finance the Governor in Council can 
make changes to rates in the various schedules. The power 
to do so lasts for 18 months from the effective date of the 
act. Probably the rates you are particularly concerned 
about are the rates in Schedule I. 


The Chairman: Subclause 131.(2). 
Mr. Hermosa: That is subclause 131.(2). 


Mr. de Jong: I am still uncertain about clause 62—a 
reduction or removal of duties: 


The Governor in Council may, on _ the 
recommendation of the Minister of Finance, by order, 


(a) reduce or remove custom duties on goods 
imported from any country by way of compensation 
for concessions granted by that country or any other 
country, subject to such conditions as may be 
specified in the order 


(b) extend the benefit of any order made pursuant to 
paragraph (a) to any other country as may be 
required by Canada’s international obligations, 
subject to such conditions as may be specified in the 
order. 


° 1550 


Am [| to understand from clause 62 that the 
government or the Minister through Order in Council 
can change any duties at any time? If so, what is the sense 
of having clause 131 when you have clause 62? 


Mr. Joe Loomer (Department of Finance): This is by 
way of compensation, a negotiation. They give you 
something and you give them something in return. The 
other is unilateral. 


Mr. de Jong: I am somewhat concerned about clause 
62. Mr. Chairman, since I am able to ask questions about 
Clause 62, it indicates that I have read all these pages. I 
have gone through it with a fine-tooth comb, as I am sure 
you and every other member of this committee have. 


The Chairman: We all have, Mr. de Jong. We have had 
the bill for a number of weeks while we have been doing 
It. It is good bedtime reading. 


Mr. Hockin: Mr. Chairman, in the previous legislation, 
section 11 made similar provisions. This is not a new— 
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[Traduction] 


M. Hockin: Si vous le voulez, Dan Hermosa du 
contentieux du ministére des Finances fera Vexégése de 
cet article pour vous. 


M. de Jong: Trés bien. 


M. Dan Hermosa (conseiller, division des services 
juridiques généraux, direction juridique, ministére des 
Finances): Le paragraphe 131(1) dit essentiellement que 
Sur recOmmandation du ministre des Finances, le 
Gouverneur en conseil peut modifier les taux contenus 
dans les diverses annexes. Ce pouvoir lui est accordé 
pendant 18 mois aprés |’entrée en vigueur de la loi. Les 
taux qui vous préoccupent particuliérement se trouvent 
sans doute a l’annexe I. 


Le président: Le paragraphe 131.(2). 
M. Hermosa: II s’agit du paragraphe 131.(2). 


M. de Jong: Je ne comprends pas encore trés bien 
Varticle 62—réduction ou suppression des droits de 
douane: 


Le Gouverneur en conseil peut, sur recommandation 
du ministre des Finances, par décret, sous réserve des 
conditions qui peuvent y étre spécifiées: 


a) réduire ou supprimer les droits sur les 
marchandises importées d’un pays en compensation 
de concessions accordées au Canada par ce pays ou 
par un autre pays; 


b) accorder le bénéfice d’un décret d’application de 
l’alinéa a) 4 un pays dans la mesure ou peuvent 
l’exiger les obligations internationales du Canada. 


Dois-je comprendre 4 l’article 62 que le gouvernement 
ou le ministre peut modifier n’importe quel droit a 
n’importe quel moment par un décret du gouverneur en 
conseil? Si c’est le cas, 4 quoi sert-il d’avoir l’article 131 si 
l’on a l’article 62? 


M. Joe Loomer (ministére des Finances): I] s’agit en 
quelque sorte d’une compensation, de négociations. Ils 
vous donnent quelque chose et vous leur donnez quelque 
chose en retour. Dans le cas de |’autre article, il s’agit 
d’une mesure unilatérale. 


M. de Jong: L’article 62 m’inquiéte un peu. Monsieur 
le président, puisque je peux poser des questions au sujet 
de l’article 62, cela prouve que j’ai lu tout le document. 
Je l’ai passé au peigne fin, comme l’ont fait j’en suis 
certain tous les membres du Comité. 


Le président: Nous |’avons tous fait, monsieur de Jong. 
Nous avons le texte du projet de loi depuis quelques 
semaines, et c’est ce que nous avons fait. C’est un 
document qui se lit trés bien avant d’aller au lit. 


M. Hockin: Monsieur le président, |’article 11 de la loi 
précédente comportait des dispositions semblables. Ce 
n’est pas nouveau... 
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[Text] 
The Chairman: It is not a new clause. 


Mr. de Jong: I am somewhat concerned about the 
broadness of it. I suppose it is up to the Minister to decide 
what the compensation would be. Should this normally 
be done through Parliament? 


The Chairman: You have the existing section of the 
existing bill. Can you tell us to what extent section 11 is 
different from clause 62? 


Mr. Loomer: At one time the results of GATT 
negotiations were brought in under this authority, but 
more recently it has been done by Parliament. It was one 
of the uses of this delegated authority. 


The Chairman: What does the present section 11 say? 


Mr. Hermosa: This clause is very similar to section 11, 
if not verbatim. There might be some stylistic changes to 
bring it up to date, but basically it is the same in 
substance from the point of view of the power within the 
section. 


Mr. de Jong: I am still concerned, because it is a pretty 
wide power. I suppose we could reduce customs almost 
unilaterally so long as there is some item to say we have 
done it in terms of compensation. I am concerned that we 
are not going to pass the free trade bill through Orders in 
Council. 


The Chairman: I do not think you are allowed to do 
that. 


Mr. de Jong: I want to make certain clause 62 is not 
going to allow you to do it. 


The Chairman: You have an undertaking in the House 
that it would be done by a bill in the House today. Do 
you have section 11? 


Mr. Loomer: Yes, sir. It says: 
The Governor in Council may, by order, 


(a) reduce or remove the duties on goods imported 
into Canada from any other country or countries by 
way of compensation for concessions granted by any 
such country or countries; and 


(b) extend the benefits of any order made pursuant 
to paragraph (a) to any other country or countries as 
may be required by Canada’s _ international 
obligations. 


The Chairman: It is almost identical, I would think. 


Mr. de Jong: Is that section used often? 


Mr. Loomer: I think it was used more often when we 
did the GATT results by Order in Council and probably 
not so much now. 


Mr. de Jong: I am happy to hear in the Minister’s 
comments that there is a recognition by the government 
that the new system, new classifications and duties can 
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[Translation] 
Le président: Il ne s’agit pas d’un nouvel article. 


M. de Jong: La portée de cet article me préoccupe. Je 
suppose qu’il appartient au ministre de décider en quoi 
consistera la compensation. Est-ce que cela devrait se faire 
habituellement par l’intermédiaire du Parlement? 


Le président: Vous avez l’article en question du projet 
de loi actuel. Pouvez-vous nous dire dans quelle mesure 
l’article 11 différe de l’article 62? 


M. Loomer: A une époque, les accords conclus a la 
suite des négociations du GATT entraient en vigueur par 
décret du gouverneur en conseil, mais plus récemment, 
c’est le Parlement qui s’en chargeait. Il s’agissait donc de 
l’un des pouvoirs qui lui était délégué. 


Le président: Que dit l’article 11 actuel? 


M. Hermosa: Le présent article est trés semblable a 
l’article 11, s’il ne l’est pas mot pour mot. On a peut-étre 
modifié le style pour le mettre a jour, mais il est 
essentiellement le méme en ce qui concerne le pouvoir 
qui y est conféré. 


M. de Jong: Cela me préoccupe toujours, car il s’agit 
d’un assez grand pouvoir. Je suppose que nous pourrions 
réduire les droits de douane presque unilatéralement 
pourvu que l’on puisse dire que nous l’avons fait en 
compensation. Je ne voudrais pas que l’on adopte le 
projet de loi sur l’Accord de libre-€change par décret du 
gouverneur en conseil. 


Le président: Je ne pense pas que l’on puisse faire cela. 


M. de Jong: Je veux m’assurer que l’article 62 ne 
permettra pas de le faire. 


Le président: Vous avez un engagement a la Chambre 
que cela se fera par le dépdt d’un projet de loi 
aujourd’hui. Avez-vous I’article 11? 


M. Loomer: Oui, monsieur, et je cite: 
Le gouverneur en conseil peut, par décret, 


a) réduire ou supprimer les droits sur les 
marchandises importées d’un pays en compensation 
de concessions accordées au Canada par ce pays ou 
un autre pays; et 


b) accorder le bénéfice d’un décret d’application de 
Valinéa a) 4 un pays dans la mesure ou peuvent 
Vexiger les obligations internationales du Canada. 


Le président: Je dirais que les deux articles sont 
presque identiques. 


M. de Jong: Cet article est-il souvent utilisé? 


M. Loomer: Je crois qu’il était utilisé plus souvent 
lorsque les résultats des négociations du GATT étaient mis — 
en vigueur par décret du gouverneur en conseil. II est 
sans doute beaucoup moins utilisé actuellement. 


M. de Jong: Je suis heureux d’entendre le ministre dire 
qu’un nouveau systéme tarifaire, la nouvelle classification 
et les nouveaux droits de douane peuvent causer des 
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[Texte] 

cause some unforeseen problems and that they have a 
mechanism to allow these problems to be heard now in 
place with the Minister of Revenue. I understand it is 
dealt with fairly and in a speedy manner. Could the 
Minister tell us which products will be the most affected 
by the new system? 


Mr. Hockin: .The new system affects virtually 
everything. The statutory end-use provisions are 
separating these anomalies when we want to classify things 
by end use. For the first time in our history, we decided 
not to classify things on how we use it but by what it is. I 

_ guess the things that are not affected are just the small list 
of statutory end-use products. 


“1555 
Mr. de Jong: What items will be most impacted? 


Mr. Hockin: I think parts going into machinery may 
experience more examination. People will find that there 
has been a change there perhaps more than for any other 
_ part of the schedule. 


Mr. de Jong: I understand that the harmonization date 
will be January 1, 1988. Apparently there is some concern 
that the United States will not adopt the system at that 
time. Can the Minister give his assurance that the U-S. 

will adopt a system at that time? 


Mr. Hockin: I would love to be able to give such 
assurance. The arguments strongly favour proceeding 
without delay regardless of the U.S. The legislation will 
_ provide important benefits to our business community in 
terms of increased efficiency and in cost savings, so we 

Should go ahead. Both the government and the private 
‘sector, if you look at it, have invested heavily in preparing 

for this. I have letters here saying it would be disastrous if 
_we could not get up and going because everybody is ready 
for it. Delay could result in additional costs in the 
millions of dollars. We should be strongly supportive of 
having the international trading community adopt it. 


_ The US. is expected to separate out the harmonized 
System part from its omnibus trade bill and to pass it 
separately. There is no guarantee, but it is expected they 
will. 


The Chairman: I want to proceed with clause-by-clause 
reading. I am going to call clause 2. 
| Clause 2 agreed to. 


| 


| The Chairman: I suggest we move from clause 2 right 
through to clause 141 and carry them all at once. Is there 
any objection to it? Shall clauses 3 to 141 inclusive carry? 


Clauses 3 to 141 inclusive agreed to. 
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[Traduction] 


problémes imprévus et que le ministre du Revenu 
national a mis en place un mécanisme permettant aux 
intéressés de porter leur cas devant un comité qui 
tranchera la question de fagon équitable et rapide. Le 
ministre pourrait-il nous dire quels produits seront les 
plus touchés par le nouveau systéme? 


M. Hockin: Le nouveau systéme touche pratiquement 
tous les produits. Les dispositions légales relatives a 
Vutilisation finale séparent ces anomalies lorsque nous 
voulons classifier les produits selon leur utilisation finale. 
Pour la premiére fois dans notre histoire, nous avons 
décidé de classifier les produits non pas selon leur 
utilisation mais plutét selon leur nature. Ceux qui ne sont 
pas touchés sont les produits qui figurent sur la petite liste 
des produits statutaires en fonction de leur utilisation 
finale. 


M. de Jong: Quels produits seront les plus touchés? 


M. Hockin: Les piéces utilisées dans des machines 
seront peut-étre les plus touchées. Les gens s’apercevront 
que cette partie a été modifiée davantage que toute autre 
partie de l’annexe. 


M. de Jong: Si j’ai bien compris, le systeme harmonisé 
entrera en vigueur le 1° janvier 1988. Certaines 
personnes semblent craindre que _ les Etats-Unis 
n’adopteront pas le systéme 4 cette date. Le ministre peut- 
il nous assurer que les Etats-Unis adopteront le systeme a 
cette date? 


M. Hockin: J’aimerais beaucoup pouvoir vous donner 
une telle assurance. II est fortement préférable que nous 
adoptions le systéme sans délai peu importe ce que feront 
les Etats-Unis. Cette loi sera trés avantageuse pour nos 
entreprises puisqu’elle augmentera l’efficacité et permettra 
de réduire les coats. Le gouvernement et le secteur privé 
Ont consacré beaucoup de temps et d’efforts a la 
préparation de ce projet. J’ai des lettres ici disant qu’il 
serait désastreux de ne pas instaurer ces dispositions 
tarifaires parce que les autres ne sont pas préts. En 
retarder l’instauration pourrait cotter des millions de 
dollars. Nous devrions fortement encourager le milieu 
commercial international a l’adopter. 


On s’attend a ce que les Etats-Unis séparent de son 
projet de loi omnibus pour le commerce la _ partie 
touchant le systeme harmonisé et l’adopte séparément. 
Rien ne nous garantit qu’ils le feront, mais on s’attend a 
ce qu’ils le fassent. 


Le président: Passons maintenant 4 |’étude article par 
article. Je vais mettre l’article 2 aux voix. 


L’article 2 est adopté. 


Le président: Je propose que l’on mette aux voix les 
articles 3 4 141 tous ensemble. Quelqu’un y voit-il une 
objection? Les articles 3 4 141 inclusivement sont-ils 
adoptés? 


Les articles 3 a 141 inclusivement sont adoptés. 
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| Text] [Translation] 


The Chairman: Shall clause 1 carry? Le président: L’article 1 est-il adopté? 

Some hon. members: Agreed. Des voix: L’article 1 est adopté. 

The Chairman: Shall the title carry? Le président: Le titre est-il adopté? 

Some hon. members: Agreed. Des voix: Il est adopteé. 

The Chairman: Shall the bill carry? Le président: Le projet de loi est-il adopté? 

Some hon. members: Agreed. Des voix: Il est adopte. 

The Chairman: Shall I report the bill to the House? Le président: Dois-je faire rapport du projet de loi a la 
Chambre? 

Some hon. members: Agreed. Des voix: Oui. 

The Chairman: Thank you. The meeting is adjourned Le président: Merci. La séance est levée. 


to the call of the Chair. 
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MINUTES OF PROCEEDINGS 


WEDNESDAY, DECEMBER 2, 1987 
(197) 
[| Text} 
The Standing Committee on Finance and Economic 


Affairs met at 3:39 o'clock p.m. this day, in Room 269, 
West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Bill Attewell, Don 
Blenkarn, Michael Cassidy, Mary Collins, Robert Layton, 
Paul W. McCrossan, George Minaker, Aideen Nicholson 
and Norman Warner. 


Acting Members present: Ross Belsher for Murray 
Dorin and Jean-Guy Hudon for Suzanne Blais-Grenier. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Witnesses: From the Tax Policy and Legislation Branch 
of the Department of Finance: Len Farber, Director, Tax 
Policy and Legislation; Harold White, Legislative Counsel: 
Brian J. Ernewein, Tax Policy Officer. 


The Committee resumed consideration of its Order of 
Reference dated Tuesday, June 30, 1987 in relation to Bill 
C-64, an Act to amend the Income Tax Act, a related Act, 
Canada Pension Plan and the Unemployment 


The Chairman called Clause 1. 
The witnesses answered questions. 
Clauses 1 and 2 carried. 
On Clause 3 
After debate Clause 3 was allowed to stand. 
Clauses 4 and 5 carried. 
On Clause 6 
After debate Clause 6 was allowed to stand. 
Clause 7 was allowed to stand. 
Clauses 8 and 9 carried. 


On Clause 10 


Norman Warner moved,—That Clause 10 be amended 
by striking out line 13 at page 12 and substituting the 


- following: 


“Province of British Columbia or in the area of 


Akwesasne in the Province of Ontario or in the 
Province of Quebec as a branch” 
After debate, the question being put on_ the 


amendment, it was negatived on the following recorded 


» VOte: 
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PROCES-VERBAL 


LE MERCREDI 2 DECEMBRE 1987 
(197) 


| Traduction| 


Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui a 15 h 39, dans la 
piéce 269 de l’Edifice de l’Ouest, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Bill Attewell, Don 
Blenkarn, Michael Cassidy, Mary Collins, Robert Layton, 
Paul W. McCrossan, George Minaker, Aideen Nicholson 
et Norman Warner. 


Membres suppléants présents: Ross Belsher remplace 
Murray Dorin; Jean-Guy Hudon remplace Suzanne Blais- 
Grenier. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliotheque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Témoins: De la Direction de la politique et de la 
legislation de limpot du ministére des Finances: Len 
Farber, directeur, Politique et législation de Vimpot; 
Maitre Harold White, conseiller législatif; Brian J. 
Ernewein, agent de la politique de l’impét. 


Le Comité examine de nouveau son ordre de renvoi du 
mardi 30 juin 1987 relatif au projet de loi C-64, Loi 
modifiant la Loi de l’imp6t sur le revenu et la legislation 
connexe ainsi que le Régime de pensions du Canada et la 
Loi de 1971 sur l’assurance-ch6mage. (Voir Procés- 
verbaux et témoignages du mercredi 12 aoiit 1987, 
fascicule n° 78.) 


Le président met en délibération l’article 1. 

Les teémoins répondent aux questions. 

Les articles 1 et 2 sont adoptés. 
Article 3 

Aprés débat, l’article 3 est réservé. 

Les articles 4 et 5 sont adoptés. 
Article 6 

Aprés débat, l’article 6 est réservé. 

L’article 7 est réservé. 

Les articles 8 et 9 sont adoptés. 
Article 10 


Norman Warner propose,—Que l’article 10 
modifié en substituant a la ligne 9, page 12, ce qui suit: 


soit 


«Vancouver (Colombie-Britannique) ou dans la région 
d’Akwesasne (Ontario) ou au Québec com-» 


Apres débat, l’amendement est mis aux voix et rejeté a 
la majorité des voix: 


iS) = at 


YEAS 


Norman Warner—(1) 


NAYS 


Jean-Guy Hudon 
Robert Layton 
George Minaker—(7) 


Bill Attewell 

Ross Belsher 

Michael Cassidy 

Mary Collins 

At 5:35 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Eugene Morawski 
Commutee Clerk 
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POUR 
Norman Warner—(1) 
CONTRE 


Jean-Guy Hudon 
Robert Layton 
George Minaker—(7) 


Bill Attewell 
Ross Belsher 
Michael Cassidy 
Mary Collins 
A 17 h 35, le Comité s’ajourne jusqu’a nouvelle 


convocation du président. 


Greffier de Comité 
Eugene Morawski 
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Wednesday, December 2, 1987 


° 1536 


The Chairman: We are going to complete consideration 
of Bill C-64 in accordance with our order of reference of 
June 30, 1987. The agreement was to complete the 
reading of the bill clause by clause today. I propose to go 

through the bill clause by clause and as we run into 
clauses with amendments that have been tabled, or 
amendments members may want to table, we will do 
that— 


Miss Nicholson: Obviously the Official Opposition has 
no intention of delaying this bill unduly, but I am 
‘surprised to hear you say there was an agreement to 
complete it today. While it may very well be completed 
today, I was not party to such an agreement. Where was it 
made? 


The Chairman: My understanding was that there was 
agreement we would try to do it today, but if we could not 
do it today, we would do it tomorrow morning. Perhaps 
we can get through it today. 


Miss Nicholson: It is quite possible. I just would not 
want to— 


The Chairman: I think you are correct; I think I made 
a mistake. 


_ Mr. Cassidy: There was no agreement that we would 
vote on every item at 5.30 p.m. 


_ The Chairman: I was hoping we could get through it 
today. We will move ahead as quickly as we can. If we 
have to go into tomorrow, we will, but we have to have 
this matter eventually resolved. 


We have Mr. Farber from the department. Mr. Farber, 
you have two other people with you. 


Mr. Len Farber (Director, Tax Policy and Legislation, 
Tax Policy and Legislation Branch, Department of 
Finance): Yes, with me are Mr. Harold White and Mr. 
Mark Cuerrier from the Tax Counsel Division. 
Depending on the issues this committee may want to 
raise, I have other people available on particular points. 


The Chairman: There are a lot of amendments in this 
dill. Mr. Farber, you have some government amendments 
and I think other members have amendments. I have my 
vill tagged to some extent. I was going to proceed that 
way. I do not believe there are any amendments to clause 


Mr. Cassidy: It would be helpful if Mr. Waslander 
‘Ould indicate as we go through if there are any 
‘Ontentious features to a particular clause just to sort of— 
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Le mercredi 2 décembre 1987 


Le président: Nous allons terminer l’étude du projet de 
loi C-64 conformément a notre ordre de renvoi du 30 juin 
1987. Il a été convenu de terminer aujourd’hui la lecture 
du projet de loi, article par article. Je propose d’étudier le 
projet de loi article par article et, si nous rencontrons des 
articles pour lesquels des amendements ont été déposés, 
Ou seront déposés par les membres du Comité, nous le 
ferons. .. 


Mme Nicholson: Manifestement, !’Opposition officielle 
n’a pas l’intention de retarder indGment ce projet de loi, 
mais je métonne de vous entendre dire qu'il était 
convenu de terminer aujourd’hui. Il se pourrait trés bien 
que nous terminions aujourd’hui, mais je ne suis pas au 
courant d’un tel accord. Ou a-t-il été conclu? 


Le président: A ce que j’avais compris, il était entendu 
que nous tenterions de le faire aujourd’hui, mais que, si 
c’était impossible, nous le ferions demain matin. Peut-étre 
pourrons-nous terminer aujourd’hui. 


Mme Nicholson: C’est tout 
voudrais tout simplement pas. . . 


a fait possible. Je ne 
Le président: Je crois que vous avez raison: je crois que 


je me suis trompé. 


M. Cassidy: Il n’y avait aucune entente selon laquelle 
nous devions voter sur chaque article a 17h30. 


Le président: J’espérais que nous pourrions terminer 
aujourd’hui. Nous allons procéder le plus rapidement 
possible. S’il nous faut terminer demain, nous le ferons, 
mais il faut que cette question finisse par se régler. 


Nous accueillons M. Farber, du ministére. Monsieur 
Farber, vous étes accompagné de deux autres personnes. 


M. Len Farber (directeur, Division de la politique et de 
la législation de l’impot, Direction de la politique et de la 
législation de l’impot, ministére des Finances): Oui, je 
suis accompagné de M. Harold White et de M. Mark 
Cuerrier, de la Division des conseillers fiscaux. Selon les 
questions que le Comité pourra soulever, d’autres 
personnes sont disponibles pour intervenir sur des points 
précis. 

Le président: Le projet de loi comporte beaucoup 
d’amendements. Monsieur Farber, vous avez des 
amendements gouvernementaux, et je pense que d’autres 
membres du Comité ont aussi des amendements. Mon 
projet de loi est marqué dans une certaine mesure. J’avais 
intention de procéder ainsi. Je ne crois pas qu’il y ait des 
amendements a l’article 1. 


M. Cassidy: Il serait utile que M. Waslander nous 
indique a propos de chaque article s'il y a des éléments 
controversés tout simplement pour. . . 
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Miss Nicholson: Mr. Chairman, on subclause 1.(2) and 
the question of employee forgiveness of loans, have any 
representations been received from members of the 
public? 


The Chairman: We have not received any at the 
committee. 


Mr. Farber: Mr. Chairman, other than general 
inquiries about the mechanics and how it works, to my 
knowledge there has been precious little in the way of 
discussion or inquiries about this at all. 


° 1540 
Clauses 1 and 2 agreed to, 
On clause 3 


The Chairman: I have an amendment to clause 3. This 
amendment deals with flow-through shares. 


This particular clause is a question of accrued interest. 
The concept of clause 3 was to provide in subclause 3.(4) 
that bonds issued for a period that would normally have 
accrued—or their interest that would have accrued—as of 
December 31, 1987, would wind up with an accrual of 
December 31, 1988. That is because the three-year, or 
triennial, accrual was originally deemed to run from 
December 31, 1984, and the government is proposing 
1985. There was a discussion as to whether the dates 
involved should be changed in order to give an accrual to 
1988 or to 1990. 


Does anybody want to discuss this matter? Mr. Farber 
says the problem is that they would like to do this, but 
they would like to do it in a budget. They do not know 
exactly what it would cost and they would like to be sure 
of the cost. 


I will read the paragraph from Mr. Dodge’s letter: 


You have asked us the principle amount of long-term 
compound investment contracts outstanding in 1987 
which would benefit from the one-year deferral of 
income accrual rules proposed in Bill C-64. The 
measure will affect approximately $2.5 billion of 
Canada Savings Bonds which will mature in 1988 and 
about $600 million of provincial savings bonds which 
were issued in 1978 to 1981 inclusive, although we 
cannot indicate the extent to which these bonds may 
have been redeemed earlier. We do not have any 
figures concerning other issuers of compound debt 
instruments. 


Mr. McCrossan: Mr. Chairman, is the $2.5 billion 
Canada Savings Bonds. . .? Obviously it is once only, and 
that is covered by the one-year extension. 


The answer with respect to the $600 million 
outstanding—is that $600 million the number of 
provincial compound bonds that would be affected by the 
One-year figure, or is it the number of provincial 
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Mme Nicholson: Monsieur le président, au sujet du 
paragraphe 1.(2) et de la question de la remise des préts 
aux employés, avons-nous regu des observations du 
public? 


Le président: Nous n’en avons regu aucune. 


M. Farber: Monsieur le président, a part des questions 
générales sur les détails du fonctionnement, a ma 
connaissance il n’y a guere eu de discussion ou de 
demande a cet égard. 


Les articles 1 et 2 sont adoptés. 
Article 3 


Le président: J’ai un amendement a la l’article 3. Cet 
amendement porte sur les actions accréditives. 


Cet article traite des intéréts accumulés. L’article 3 
dispose essentiellement, au paragraphe 3.(4) que les 
obligations dont les intéréts auraient normalement couru 
jusqu’au 31 décembre 1987, verraient cette date reportee 
au 31 décembre 1988. En effet, les intéréts triennaux 
étaient au départ réputés courir depuis le 31 décembre 
1984, et le gouvernement propose de remplacer cette date 
par 1985. On a discuté la question de savoir si les dates 
devraient étre modifiées pour permettre que les intéréts 
courent jusqu’en 1988 ou 1990. 


Est-ce que quelqu’un veut discuter de cette question? . 
M. Farber déclare qu’ils aimeraient le faire, mais qu’ils | 
aimeraient le faire dans un budget. Ils ne savent pas © 
exactement ce qu'il en cottera et ils aimeraient étre 


certains du cout. 
Je vous lis le paragraphe de la lettre de M. Dodge: 


Vous nous avez demandé le capital 
d’investissement a long terme 4a intérét composé en 
vigueur en 1987 qui bénéficieraient de ce report d’un 
an des régles touchant l’accumulation de revenu 
proposé dans le projet de loi C-64. Cette mesure 
touchera environ 2,5 milliards de dollars d’obligations 


des contrats | 


d’épargne du Canada arrivant a maturité en 1988 et | 
environ 600 millions de dollars d’obligations d’€pargne | 


provinciales é€mises entre 1978 et 1981 inclusivement, 
bien que nous ne sachions pas dans quelle mesure ces 
obligations auront été rachetées plus tot. Nous ne 
disposons d’aucun chiffre concernant les 
émetteurs d’obligations a intérét composé. 


M. McCrossan: Monsieur le président, est-ce que la 
somme de 2,5 milliards de dollars représente 


autres | 


les | 


obligations d’épargne du Canada?. .. C’est manifestement | 


quelque chose de ponctuel, et qui est visé par la | 


prolongation d’un an. 


En ce qui concerne les 600 millions de dollars—est-ce 
qu’il s’agit du nombre d’obligations provinciales a intérét 
composé qui seraient touchées par le chiffre d’un an ou 
s’agit-il du nombre d’obligations provinciales a intérét 
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compound bonds that could potentially be affected by an 
even longer deferral? I raised this point on Wednesday, 
the 18th. 


Mr. Farber: Mr. Chairman, I do not have the answer at 
my fingertips. I would guess it would be all outstanding 
bonds as of that point in time, and it may relate beyond 
provincial savings ‘bonds. There may well be outstanding 
corporate bonds that we would not have knowledge of. 


Whether or not the deferral would go beyond the 
10-year term of the bond, any changes that may be 
forthcoming to 1991, which would be the next third 
anniversary, would pick up those bonds at that point in 
time anyway and not go beyond the 10-year period. 


I am not sure what any extended period of a bond 
would have to do with anything going beyond there. 


Mr. McCrossan: I missed the point. Was the chairman 
giving the answer to my question to Mr. Dodge only, or 
was he suggesting that there was an amendment? 


The Chairman: The way I read Mr. Dodge’s letter is 
that the amendment cures the problem for $2.5 billion of 
_ Canada Savings Bonds.- 


221545 


There may be some $600 million of provincial savings 
_ bonds issued between 1978 and 1981 that may or may not 
be outstanding, that may or may not be redeemed at this 
"point. There is no certainty on that, and the government 
has no figures concerning other issuers of compound 
debt. My conversation with the Minister was that he 
would be most delighted to look into this matter, but he 
really was hoping we would not go ahead with an 
amendment, but of course the amendment is up to the 
question of the committee. 


__ It is line 48 on page 3 of the bill, starting again in lines 
| 1 to 40n page 4. 


Mr. McCrossan: The mechanism is to deem them 
‘issued on December 31, 1985... causes the 1988 accrual. 
_Is that the mechanism you are using? 


t 


' Mr. Harold White (Senior Official, Corporations and 
Capital Gains, Legislation Division, Tax Policy and 
‘Legislation Branch, Department of Finance): Yes, that is 
right. 


Mr. McCrossan: The point I raised when we were in 
committee before was that the outstanding provincials 
were mostly 10 years, and you seem to feel that the 
‘depositors who entered into a contract with the 
Government of Canada should be protected through the 
extra year, but the depositors who entered into contracts 
With the province, under the exact same laws, under 
;identical contracts, should not be protected where there 
/are 10-year provincial bonds outstanding. 
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compose qui pourraient éventuellement étre touchées par 
un report encore plus long? J’ai soulevé cette question le 
mercredi 18. 


M. Farber: Monsieur le président, je n/ai pas la reponse 
sous la main. J’imagine qu’il s’agit de la totalité des 
obligations en vigueur a ce moment-la, et il peut y avoir 
autre chose que des obligations d’épargne provinciales. II 
pourrait bien y avoir des obligations de sociétés dont nous 
ne sommes pas au Courant. 


Quant a savoir si le report devrait dépasser |’échéance 
de 10 ans de l’obligation, les changements qui pourraient 
étre apportés jusqu’a 1991, soit le prochain troisiéme 
anniversaire, s’appliqueraient de toute fagon a ces 
obligations sans dépasser la période de 10 ans. 


Je ne sais si la prolongation de l’échéance d’une 
obligation aurait un effet aprés cela. 


M. McCrossan: Je n’ai pas trés bien compris. Est-ce que 
le president donnait uniquement la réponse a ma question 
a M. Dodge, ou est-ce qu’il proposait qu'il y ait un 
amendement? 


Le président: Selon ce que je comprends de la lettre de 
M. Dodge, l’amendement résout le probléme pour 2,5 
milliards de dollars d’obligations d’€pargne du Canada. 


Il se peut que quelque 600 millions de dollars 
d’obligations provinciales d’épargne émises entre 1978 et 
1981 aient ou non été rachetées. Il n’y a aucune certitude 
a cet égard et le gouvernement ne dispose d’aucun chiffre 
concernant les autres €metteurs d’obligations a intérét 
composé. Selon ma conversation avec le ministre, il serait 
ravi d’étudier cette question, mais il espére que nous ne 
présenterons pas d’amendements, bien que cela soit 
évidemment au Comité d’en décider. 


Il s’agit de la ligne 44, a la page 3 du projet loi, puis 
des lignes 1 a 4 de la page 4. 


M. McCrossan: Le mécanisme, c’est de les réputer 
émises le 31 décembre 1985... et cela fait échoir les 
intéréts en 1988. Est-ce bien le mécanisme que vous 
utilisez? 


M. Harold White (haut fonctionnaire, Corporations et 
gains en capital, Division de la législation, Direction de la 
politique et de la législation de l’impot, ministére des 
Finances): Oui, c’est exact. 


M. McCrossan: J’ai déja dit en comité que les 
obligations provinciales en vigueur étaient pour la plupart 
de 10 ans, et vous semblez estimer que les déposants qui 
Ont conclu un contrat avec le gouvernement du Canada 
devraient étre protégés pendant une année 
supplémentaire, mais que ceux qui ont conclu avec la 
province, en vertu des mémes lois, des contrats identiques, 
ne devraient pas €tre protégés dans le cas d’obligations 
provinciales de 10 ans. 


WOM 
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Since you indicated that these provincial bonds were 
all issued between 1978 and 1981, in a sense of equity 
does it not make sense to cover those contracts up to 
19912 Because with the one year you cover 2.5 of the 3.1 
problem. So how in equity can you reasonably say that we 
only look after our own and anybody else who bought the 
identical obligation from a provincial government. in the 
anticipation of identical treatment, should have to pay 
accrued interest where they in fact have not received any 
interest? 


Mr. Farber: I have some difficulty addressing that 
question at this point in time. It is the same as it was 
when it was raised before, as the hon. member indicates. 
In theory, I have no difficulty with the proposition on the 
grounds of equity. However, I guess I would say we would 
not know at this point in time how many outstanding 
provincial bonds there would be, given the third 
anniversary date that had been noted in the bill. 
Therefore, a number of them may well have been cashed 
in. 


They all benefited from the one-year deferral to 1988 as 
well, so to the extent that interest would have to have 
been accrued in 1987, they would have benefited from 
that one-year accrual in the same manner as holders of 
CSBs would have benefited as well. I would not have any 
knowledge as to the extent to which these bonds were 
actually compound bond instruments. There may well 
have been some bonds that were actually paying out on a 
yearly or bi-yearly basis; I just do not know. 


However, in direct reply to your question, in terms of 
equity, I understand where you are coming from. I do not 
have a specific answer for that, other than that the 
government saw fit to introduce a third anniversary 
accrual, and because of the outstanding CSB issue that 
was in the marketplace, wherein the interest had to be 
accrued a year before the pay-out, it saw fit to allow the 
third anniversary to be deferred for one year, which was 
applicable to all bond-holders at that point in time. 


Mr. McCrossan: If I understand what you have said, the 
$2.5 billion is compound, and that is the known amount 
of outstanding CSBs—is that right? 


Mr. Farber: Yes, I believe that is right. The $600 
million, on the other hand, is the amount of issued 
provincial securities, not the amount outstanding. There 
is no breakdown as to whether there is compound or 
simple interest paying. 


» 1550 


The Chairman: The issue is there are 600 provincial 
savings bonds issued between 1978 to 1981 inclusive. 
There is no statement as to whether any of those were 
compound or how many of them were compound, and to 
what extent the term of those bonds was. 


Finance and Economic Affairs 


2-12-1987 


| Translation| 


Puisque vous avez dit que ces obligations provinciales 
ont toutes été émises entre 1978 et 1981, ne serait-il pas 
équitable que ces contrats soient couverts jusqu’a 1991? 
En effet, avec une année, on couvre 2.5 du probleme de 
3.1. Comment pouvez-vous équitablement dire que nous 
ne nous occupons que des notres et que quiconque a 
acheté une obligation identique a un gouvernement 
provincial, en s’attendant a un traitement identique, 
devrait payer l’impét sur les intéréts accumulés sans en 
avoir effectivement recus? 


M. Farber: J’éprouve une certaine difficulté 4 répondre 
a cette question 4 ce moment-ci. Elle a d/ailleurs ete 
soulevée sous la méme forme, comme |’a dit le député. En 
théorie, la proposition ne me pose pas de probleme 
d’équité. Toutefois, nous ne savons pas a ce moment-ci 
combien d’obligations provinciales sont encore en 
circulation, étant donné la date du troisieme anniversaire 
indiquée dans le projet de loi. Il se pourrait bien qu’un 
certain nombre d’entre elles aient été rachetées. 


Elles ont toutes bénéficié du report de un an jusqu’en 
1988, et dans la mesure ow les intéréts auraient du étre 
calculés en 1987, elles auraient bénéficié de ce report de 
un an de la méme facon que les obligations d’€pargne du 
Canada. Je ne sais dans quelle mesure ces obligations 
étaient effectivement des obligations a intérét compose. Il 
se peut que certaines comportent des versements annuels 
ou semestriels d’intérét, je ne le sais tout simplement pas. 


Toutefois. pour répondre a votre question en ce qui 
touche l’équité, je comprends ce que vous voulez dire. Je 
n’ai pas de réponse précise, si ce n’est que le 
gouvernement a jugé bon d’introduire la declaration des 


intéréts au troisieme anniversaire, et qu’a cause de> 
existence d’une émission d’obligations d’épargne du- 
Canada pour lesquelles les intéréts devaient étre déclarés _ 
un an avant le versement, il a jugé bon de permettre que — 
le troisieme anniversaire soit reporté d’un an, ce qui 


s’appliquait a tous les détenteurs d’obligations a ce 
moment-la. 


M. McCrossan: Si je comprends bien ce que vous avez | 


dit, les 2.5 milliards de dollars représentent le montant . 
connu des obligations d’épargne du Canada 4a intérét | 


composé actuellement en circulation—est-ce exact? 


M. Farber: Oui, je crois que c’est exact. Par ailleurs, les 
600 millions représentent les titres provinciaux émis, et 


non ceux qui sont en circulation. I] n’y a aucune 
ventilation quant a l’intérét simple ou a l’intérét compose. | 


Le président: Six cents millions de dollars d’obligations 
d’épargne provinciales ont été émises entre 1978 et 1981 


inclusivement. On ne sait si certaines de ces obligations: 


étaient des obligations 4 intérét composé, ni combien il y 
en avait, ni quelle était exactement l’échéance de ces 
obligations. 


4 
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Mr. Farber: I think, Mr. Chairman, by and large the 
term of those bonds— 


Mr. McCrossan: Is 10 years or less. 


Mr. Farber: —is probably 10 years. Yes. A maximum of 
10 years. It may well have been less. Certainly, the 
Province of Quebec bonds were 10-year bonds. 


Mr. McCrossan: Were they compound? Do you know? 


Mr. Farber: I do not know. Iam sorry. 


Mr. Bert Waslander (Research Officer): Mr. Chairman, 
my information is that they were. 


Mr. McCrossan: So you are saying that what we are 
proposing here is that people who bought Government of 
Canada compound savings bonds do not have to pay tax 
until they receive the interest. The people who buy 
Government of Quebec Savings bonds have to pay tax 
before they receive interest. 


Mr. Waslander: That is the thrust of our proposal in 
Bill C-64. The amendment, of course, corrects that. 


Miss Nicholson: I just wanted to point out that Mr. 
McCrossan raised this matter on November 18, and he 
pointed out the inequity of it. In fact, he went so far as to 
call it a question of morality. I am surprised to hear the 
officials coming back today and saying they do not have 
the facts. I would like to know exactly what kind of fact 
_ finding was done following Mr. McCrossan’s raising of the 
issue. 


Mr. Farber: The fact finding was as addressed in the 
_ letter to the chairman, and those were the figures that we 
_ were able to get. Those are the figures as best we know 
them. The one point I would want to correct, however, 
which the hon. member indicated earlier, is that the one- 
year deferral did not just apply to Canada Savings Bond 
holders. Everybody benefited from a One-year deferral. So 
to the extent that interest would have had to be accrued in 
that particular year for both Canada Savings Bond holders 
as well as Provincial Bond holders, everybody benefited 
from the one-year accrual. 


_ The question at hand right now is, CSBs were seven- 

year bonds and certain Provincial Bonds were ten-year 
bonds. So the question was: Should there have properly 
been a deferral for a further three years for those bonds 
that had a 10-year term? That is really the question on the 
table, I think. There certainly was no inequity in giving 
everybody a one-year deferral. 


Mrs. Collins: Just a point of clarification. If people buy 
/ Provincial Bonds anytime after 1982, I assume they would 


) 
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M. Farber: Je pense, monsieur le président, qu’en gros 
l’echéance de ces obligations. . . 


M. McCrossan: Est de 10 ans ou moins. 


M. Farber: ... est probablement de 10 ans. Oui. Un 
maximum de 10 ans. Et peut-étre moins. En tout cas, les 


obligations de la province de Québec étaient des 
obligations de 10 ans. 
M. McCrossan: S’agissait-il d’obligations a intérét 


composé? Le savez-vous? 
M. Farber: Je ne le sais pas. Je regrette. 


M. Bert Waslander (agent de recherche): Monsieur le 
président, selon les renseignements dont je dispose, il 
s’agissait d’obligations a intérét composé. 


M. McCrossan: Vous dites donc que ce qui est proposé 
ici, C'est que ceux qui ont acheté des obligations d’épargne 
du Canada a intérét composé n’auront pas a payer 
d’impot avant d’avoir regu les intéréts. Ceux qui achetent 
des obligations d’épargne du gouvernement du Québec 
doivent payer l’impét avant de recevoir les intéréts. 


M. Waslander: C’est la le sens de notre proposition 


dans le projet de loi C-64. L’amendement  rectifie 
évidemment cela. 
Mme Nicholson: Je  voulais souligner que M. 


McCrossan a soulevé cette question le 18 novembre et 
qu’il en a fait valoir le caractére inéquitable. En fait, il a 
meme dit qu/il s’agissait d’une question de moralité. Je 
suis €tonné d’entendre les fonctionnaires dire aujourd hui 
quils ne sont pas au courant des faits. J’aimerais savoir 
quelles recherches ont été faites aprés que M. McCrossan 
eut soulevé cette question. 


M. Farber: Les recherches sont traitées dans la lettre au 


président, et ce sont 1a les chiffres que nous avons pu 
obtenir. Ce sont les chiffres au meilleur de notre 
connaissance. J’aimerais  toutefois apporter une 


rectification a4 ce qu’a dit le député tout a Vheure, et 
préciser que le report d’un an ne S’appliquait pas 
uniquement aux détenteurs d’obligations d’épargne du 
Canada. Tout le monde bénéficiait du report d’un an. 
Dans la mesure ow les intéréts auraient da étre calculés 
cette année-la tant pour les détenteurs d’obligations 
d’épargne du Canada que pour les détenteurs 
d’obligations provinciales, tout le monde a bénéficié du 
report. 


La question qui se pose maintenant tient au fait que les 
obligations d’€pargne du Canada étaient des obligations de 
sept ans tandis que certaines obligations provinciales 
etaient des obligations de 10 ans. La question qui se posait 
était donc de savoir s’il devait y avoir un nouveau report 
de trois ans pour les obligations de 10 ans? C’est 1a 
vraiment la question a l’étude, je crois. Il n’y avait en tout 
cas rien d’inéquitable a accorder un report d’un an 4 tout 
le monde. 


Mme Collins: Une précision, s’il vous plait. Dans le 
cas des obligations provinciales achetées aprés 1982, 
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still have compound bonds provincially, although we do 
not have compound CSBs any more. 


The Chairman: Nobody would buy them any more 
simply because the effect of the 1981 legislation was to 
provide that every three years you have to pay the income 
tax on the interest, whether you have received it or not. 
The concept of a compound bond was that the bond 
interest just compounded itself and then when you cashed 
the bond, you paid your tax. 


Mrs. Collins: So the provinces have not been issuing 
them since then either. 


The Chairman: Nobody has been issuing them since 
then, as a practical matter. 


Mr. Farber: Well. that might be correct, Mr. Chairman. 
I do not really have the answer to that. I do not work in 
the bond area. But I might say, they may well issue 
compound bonds, because many individuals who buy 
bonds, even on a compound interest basis, would have 
benefited from the $1.000 interest deduction. So the first 
$1,000 of interest was non-taxable at any rate, and for 
certain bond holders that may well be a very attractive 
way of saving money. The interest continues to 
compound, and it may well be declared on an annual 
basis, which any taxpayer has the option to do at any rate 
and still be non-taxable. To that extent, I really could not 
answer what effect that might have on any particular 
province in issuing compound debt instruments. 


Mr. McCrossan: Just following up on Miss Nicholson's 
question. Did anybody phone the Government of Quebec 
and ask them how many of these things are outstanding? I 
mean, it is pretty simple in two weeks to make a phone 
call. 


Mr. Farber: Mr. Chairman, no, I did not make a phone 
call. I got this information from our Financial Institutions 
Division within the Department of Finance. I thought 
that was the information we were asked to provide. That 
is the information I was able to garner. If more 
information is requested, I would be more than happy to 
CCUIU: 


in be feye: 


Mr. McCrossan: I would like to stand this particular 
clause and request that the officials make the phone calls 
to the appropriate provincial governments and find out 
how much of this stuff is around. In the absence of that, I 
would be prepared to move amendments, but I would like 
to at least find out what the size of the problem is. Are we 
talking principle? 


Clause 3 allowed to stand. 
On clause 4 


Miss Nicholson: No amendment. We have a further 
explanation of the interest accrual rule. 
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jimagine qu'il y aurait toujours des obligations 
provinciales a intérét composé, bien que cela ne soit plus 
le cas pour les obligations d’épargne du Canada. 


Le président: Personne ne voulait plus en acheter tout 
simplement en raison de l’effet de la mesure législative de 
1981 d’aprés laquelle il faut payer l’impot sur le revenu 
tous les trois ans sur les intéréts, qu’on les ait ou non 
percus. L’idée de lV’obligation a intérét composé était que 
les intéréts étaient composés et que l’on ne payait V’impot 
qu’au moment d’encaisser l’obligation. 


Mme Collins: Alors les provinces n’en ont pas é€mis 
non plus depuis lors. 


Le président: A toutes fins utiles, personne n’en émet 
depuis lors. 


M. Farber: Il pourrait bien en étre ainsi, monsieur le 
président. Je n’ai pas vraiment de réponse a_ cette 
question, car je ne travaille pas dans le domaine des 
obligations. Mais il se pourrait que les provinces émettent 
des obligations a intérét composé, car de nombreux 
acheteurs auraient pu bénéficier de la déduction de 
1,000$ pour intérét, méme dans le cas d’intérét compose. 
La premiére tranche de 1,000$ d’intérét n’étant pas 
imposable, pour certains détenteurs d’obligations, cela 
aurait pu étre une fagon trés intéresante d’€pargner de 
argent. Les intéréts continuent de se composer, et ils 
pourraient bien étre déclarés annuellement, ce que peut 
faire n’importe quel contribuable, et demeurer 
imposables. C'est pourquoi je ne pourrais vraiment dire 
quel effet cela pourrait avoir sur une province qui émet 
des obligations a intérét composé. 


M. McCrossan: Pour donner suite a la question de Mie 
Nicholson. Est-ce que quelqu’un a téléphoné au 
gouvernement du Québec pour demander combien de ces 
obligations sont en vigueur? Il me semble que deux 
semaines suffisent amplement pour 
téléphonique. 


faire un appel 


non > 


M. Farber: Monsieur le président, non, je n’ai pas 


téléphoné. J’ai obtenu ce renseignement de la Division 
des institutions et des marchés financiers du ministere des 
Finances. Je croyais que c’était la les renseignements 


| 


qu’on nous demandait. Ce sont la les renseignements que | 


jai pu recueillir. Si on demande d’autres renseignements, 
je me ferai un plaisir de les obtenir. 


M. McCrossan: 
demander que _ les 


J’aimerais reporter cet 


fonctionnaires téléphonent aux 


article et} 


gouvernements provinciaux en cause pour savoir combien | 
d’obligations sont en circulation. A défaut, je serais prét a. 
proposer des amendements, mais j’aimerais au moins | 


connaitre l’ampleur du probléme. S’agit-il d’un principe? 


L’article 3 est reporté. 
Article 4 


Mme Nicholson: Aucun amendement. Nous avons une 
nouvelle explication de la régle de calcul des intéréts. 


( 
( 
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Mr. Farber: Mr. Chairman, that has nothing to do with 
the interest accrual rules. These are— 


Miss Nicholson: I am sorry, I passed the wrong One. 
But could we have a further explanation of subclause 
Al)? 


Mr. Farber: I will ask Mr. White to give you an 
explanation. These are amendments consequential to the 
loss-trading rules that were announced January 15. 


Mr. Harold White: Mr. Chairman, this rule provides 
that where a company acquires depreciable property 
within 12 months before a change of control of the 
corporation, the property is not treated as having been 
acquired until after the change of control. That applies 
where the property is not used in business carried on 
immediately before the 12-month period before the 
change of control. 


The reason for this change is to prevent a situation that 
could arise where a company that knows it is going to 


_take control of another company, and the company 
_ acquiring control has depreciable property that it does not 


need to claim capital cost allowance on, the company 


company which could take the capital cost allowance on 


| 
could transfer that depreciable property to the target 
| 


it. Then after the corporate takeover the purchaser 
corporation in effect would have benefited from that 
| depreciable property by virtue of the fact that the target 
company would have paid less income tax for that year. 


_ Clauses 4 and 5 agreed to. 
On clause 6 


_ Mr. McCrossan: On clause 6 and the consequential 
clauses on RCAs, may I ask how the offside Government 
_of Canada pension plans are treated with respect to RCAs, 
please? For retirement compensation arrangements or 
'RCAs, is this to enact the measure in the May 1985 
budget with respect to offside pension plans? 


¢ 1600 
Mr. Farber: Yes. 


Mr. McCrossan: The Government of Canada pension 
plans, whether they be the MPs plan or whether they be 
) the Public Service Superannuation Act, RCMP and so on, 
‘are all offside plans in terms of the definitions allowed in 
‘Information Circular 7213. What is happening with those 
‘plans since we have set up penalty provisions in this 
Clause with respect to all employers other than the 
‘Government of Canada? What is the Government of 
‘Canada is doing in these clauses in respect of its own 
plans that exceed the maximum in the law? 


Mr. Farber: Mr. Chairman, I do not believe these 
‘fetirement compensation arrangements provisions, as I 
‘am sure Mr. McCrossan well knows, deals with those 
Offside plans. We have been engaged in a pension reform 
| 


) 
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M. Farber: Monsieur le président, cela n’a rien 4 voir 
avec les régles touchant le calcul des intéréts. II S’agit. .. 


Mme Nicholson: Je regrette, je me suis trompé. Mais 
pourrions-nous avoir une nouvelle explication du 
paragraphe 4.(2)? 


M. Farber: Je demanderai 4 M. White de vous donner 
une explication. Il s’agit des modifications corrélatives aux 
regles touchant les transferts de pertes annoncées le 15 
janvier. 


M. Harold White: Monsieur le président, cette régle 
dispose que, si une société acquiert un bien amortissable 
dans les douze mois qui précédent un changement de 
controle, les biens sont réputés n’avoir été acquis qu’aprés 
le changement de contréle. Cela s’applique si le bien n’est 
pas utilisé dans une entreprise exploitée immédiatement 
avec ces 12 mois. 


Cette modification a pour but d’empécher une 
situation qui pourrait se présenter si une société qui sait 
quelle va prendre le contréle d’une autre société et qui 
posséde un bien amortissable sur lequel elle n’a_ pas 
besoin de réclamer la déduction pour amortissement, 
transférait ce bien amortissable a la société cible qui 
pourrait bénéficier de la déduction pour amortissement. 
Ensuite, apres la prise de contréle, la société acheteuse 
aurait effectivement bénéficié de ce bien amortissable car 
la société cible aurait payé moins d’impét sur le revenu 
cette année-la. 


Les articles 4 et 5 sont adoptés. 
Article 6 


M. McCrossan: Sur l’article et les articles corrélatifs 
touchant les conventions de retraite, est-ce que je peux 
demander, s’il vous plait, comment les régimes de retraite 
paralleles 4 ceux du gouvernement du Canada sont traités 
€n ce qui concerne les conventions de retraite? S’agit-il 
d’adopter la mesure contenue dans le budget de mai 1985 
touchant les régimes de pension paralléles? 


M. Farber: Oui. 


M. McCrossan: Les régimes de pensions du 
gouvernement du Canada, qu’il s’agisse de celui des 
députés, de celui de la Loi sur les pensions de retraite 
dans la Fonction publique, celui de la GRC et ainsi de 
suite, sont tous des régimes paralléles au sens des 
définitions énoncées dans la circulaire d’information 
7213. Qu’arrive-t-il a ces régimes depuis que nous avons 
€tabli des sanctions a l’égard de tous les employeurs autres 
que le gouvernement du Canada? Que fait le 
gouvernement du Canada dans ces clauses a l’égard de ses 
propres régimes qui dépassent le maximum permis par la 
loi? 

M Farber: Monsieur le président, je ne crois pas que 
ces conventions de retraite, comme M. McCrossan le sait 
bien, j’en suis sur, traitent de ces régimes paralléles. Nous 
sommes engagés dans un mécanisme de réforme des 
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process now for the last year or two. I believe a paper on 
pension reform was issued by the government in October 
of last year. 


Mr. McCrossan: That is correct. 


Mr. Farber: That work is continuing on with a view to 
finalizing that legislation. I cannot tell you at this point in 
time how offside plans which relates to Members of 
Parliament, to judges, as well as provincial Members of 
Parliament, will be dealt with at this point in time. This 
has been somewhat of a controversial issue and has been a 
difficult one to deal with. 


Mr. McCrossan: Well, let us take the provinces then, 
and provincial Crown corporations. 


Mr. Farber: All I am saying, Mr. McCrossan, is that 
these retirement compensation arrangements do not deal 
with that. I think there may well be another opportunity 
to deal with those issues. As I am sure you well know, 
these are retirement compensation arrangements that are 
dealing with offside plans more in the public sector. 


Mr. McCrossan: The principle underlying this was 
these compensation arrangements were were used in cases 
where the employer was not currently tax paying, either 
as a result of the employer not being taxable in the first 
place, or as a result of the employer having business losses 
and not paying taxes. 


The evidence we heard was that the vast bulk of these 
offside plans were in hospitals and universities and Crown 
corporations of the provinces, particularly in western 
provinces, and indeed in the federal Public Service. I 
guess I have a similar equity concern in these provisions 
here, as they affect the private sector because if you tell 
me that these provisions take no action whatsoever against 
any government, federal or provincial, municipality. . . 
For example. I know that the municipality of 
Metropolitan Toronto is just in the process of approving 
an offside pension plan on the basis that they can do it 
with impunity. 


Now, how can you set up one set of laws for all 
individuals who happen to be employed by a corporation 
and then not have these laws apply to anybody who 
happens to work for a federal government or a provincial 
government or subdivision thereof or Crown corporation 
or agency and not even make any attempt to deal with 
these things in the legislation? We have identified that the 
major source of abuse is in the government sector, and all 
we are doing in these apparently is closing up the private 
sector and saying that it is one rule for us and another 
rule for them. It is exactly the same point as with the 
Canada Saving Bond issue, except there it was federal 
versus provincial. 


Mr. Farber: Mr. Chairman, I am not equipped today to 
deal with those issues. When I appeared before the 
committee on November 18 I brought all technical 
experts to deal with all the technical aspects of the various 
provisions in an attempt to be as informative as possible 
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pensions depuis maintenant un an ou deux. Je crois que 
le gouvernement a publié un document sur la réforme des 
pensions en octobre de l’an dernier. 


M. McCrossan: C’est exact. 


M. Farber: Ce travail se poursuit, dans le but de 
finaliser les mesures législatives. Je me saurais dire 
comment seront traités les régimes concernant les 
députés, les juges et les députés provinciaux. Il s agit 
d’une question assez controversée et difficile a régler. 


M. McCrossan: Eh bien, parlons des provinces, et des 
sociétés provinciales de la Couronne. 


M. Farber: Tout ce que je dis, monsieur McCrossan, 
c’est que les conventions de retraite ne portent pas 
la-dessus. Je crois qu'il pourrait bien y avoir une autre 
occasion de s’occuper de ces dossiers. Comme vous le 
savez, il s’agit de conventions de retraite portant sur des 
régimes paralléles appartenant davantage au _ secteur 
public. 


M. McCrossan: Le principe sous-jacent €tait que ces 
conventions de retraite étaient utilisées dans les cas ou 
Vemployeur ne versait pas d’impot, soit parce qu’il n’était 
pas imposable, soit parce qu’il avait des _ pertes 
commerciales. 


Selon les témoignages que nous avons entendus, la 
grande majorité de ces régimes se retrouvent dans les 
hOpitaux, les universités et les sociétés de la Couronne des 
provinces, surtout dans les provinces de |’Ouest, et méme 
dans la Fonction publique fédérale. J’ai a cet égard des 
inquiétudes du méme genre concernant léquité a 
Vendroit du secteur privé, car si vous me dites que ces 
dispositions ne comprennent aucune mesure contre une 
administration, fédérale, provinciale ou municipale. .. 
Par exemple, je sais que la municipalité du Toronto 
Métropolitain est en train d’approuver un régime de 
pensions parce qu'elle peut le faire impunément. 


Or, comment peut-on établir un ensemble de lois pour 
toutes les personnes qui sont employées par une société 
sans que ces lois ne s’appliquent a ceux qui travaillent 
pour le gouvernement fédéral, un gouvernement 
provincial, une subdivision de ces gouvernements Ou une 
société Ou une organisme de la Couronne, sans tenter de 
traiter de cela dans la législation? Nous avons constaté que 
la principale source d’abus se trouve dans le secteur 
gouvernemental, et nous nous contentons apparemment 
de rendre les régles plus strictes pour le secteur privé et 
de dire qu’il y a une regle pour nous et une autre pour 
eux. C’est exactement la méme chose que dans le cas des 
obligations d’épargne du Canada, si ce n’est qu’il s’agissait 
la d’une différence entre le fédéral et les provinces. 


M. Farber: Monsieur le président, je ne suis pas en 
mesure de traiter de ces dossiers aujourd’hui. Quand j’ai 
comparu devant le Comité le 18 novembre, j’ai amené 
tous les experts techniques pour traiter des divers aspects 
techniques dans le but de fournir toute l’information 
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with respect to all the nuances and technical details 
affecting not just retirement compensation arrangement 
but also loss trading and all the other issues. I do not have 
my technical expert on retirement compensation 
arrangements available today. I would be pleased to 
provide answers to that if required at a later date. I was 
under the impression that all issues concerning retirement 
compensation arrangements had already been dealt with. 


The Chairman: | thought they had been. 


* 1605 


Mr. McCrossan: The 
that action would be 


18th announcement clearly states 
taken against all offside plans 
through mandating retirement compensation 
arrangements, and that these provisions would apply to 
both the government sector and the private sector. It talks 
about deductions for pension contributions, which of 
course does not affect the non-taxpaying sector at all. 


Mr. Farber: We dealt with retirement compensation 
arrangements on the 19th. Unfortunately I do not have 
the answer to that today. I can either get the appropriate 
officials in touch with Mr. McCrossan or provide you 
with a written answer to that sometime tomorrow. 


Mr. McCrossan: Since we are likely to be on the bill 
tomorrow, perhaps you could have your technical 
officials here and we could stand the clause and related 
Clauses. 

The Chairman: The immediate related clause is 7, is 
that correct? 


Miss Nicholson: I believe 64 and 69 are also related. 


Mr. Farber: I think you will find a great number of 
Clauses are related to this clause. There are many clauses, 
a large majority in fact, that are consequential to 
retirement compensation arrangements. 


The Chairman: Why are we are deferring this? What is 
really the issue? 


Mr. McCrossan: Mr. Chairman, I would like to know 
whether consideration was given to attacking the real 
problem, the governmental agencies, and whether it was 
abandoned or whether this clause can be amended in such 


_ a way as to cover these at this point. There was a massive 


| 


the Crown. 


tax leakage particularly from government agencies in 
Western Canada. When the Minister announced his 
actions with respect to RCAs last October, he clearly 
indicated he would be dealing with the whole problem. 
Now it appears he is not dealing with even the tip of the 
iceberg because there is virtually none of this in the 
private sector. 


Mr. Farber: I understand these retirement 
cOmpensation arrangements apply to all agencies of the 
Crown except for those agencies that have immunity from 
That would explain the MP plans, the 
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possible sur les nuances et les détails techniques touchant 
non seulement les conventions de retraite, mais aussi le 
transfert des pertes et tous les autres dossiers. Je n’ai pas 
aujourd’hui a ma disposition d’experts techniques sur les 
conventions de retraite. Je serai heureux de fournir des 
réponses plus tard, si on me les demande. Je croyais qu’on 
avait déja traité de toutes les questions touchant les 
conventions de retraite. 


Le président: C’est ce que je pensais moi aussi. 


M. McCrossan: L’annonce du 18 mentionne clairement 
que des mesures seront prises contre tous les régimes 
paralléles en rendant obligatoire les conventions de 
retraite, et que ces dispositions s’appliqueront a la fois au 
secteur gouvernemental et au secteur privé. L’annonce 
parle des déductions pour les cotisations de retraite, qul 
ne touchent évidemment pas le secteur non contribuable. 


M. Farber: Nous avons parlé des conventions de 
retraite le 19. Malheureusement, je n’ai pas la réponse a 
cela aujourd’hui. Je peux soit demander aux 
fonctionnaires intéressés de communiquer avec M. 
McCrossan ou vous fournir une réponse écrite demain. 


M. McCrossan: Puisque nous traiterons 
vraisemblablement du projet de loi demain, peut-étre 


pourriez-vous faire venir vos techniciens, et nous 
reporterons en attendant cet article et les articles 
connexes. 

Le président: L’article immédiatement connexe est 


article 7, n’est-ce pas? 


Mme Nicholson: Je crois que les articles 64 et 69 
portent également sur ce sujet. 


M. Farber: Je crois que vous trouverez un grand 
nombre diarticles qui sont liés a celui-ci. Il y en a un 
grand nombre, une grande majorité en fait, qui découlent 
des conventions de retraite. 


Le président: Pourquoi reportons-nous ce sujet? De 
quoi s’agit-il vraiment? 


M. McCrossan: Monsieur le président, j’aimerais savoir 
si on a songé 4a s’attaquer au véritable probléme, les 
organismes gouvernementaux, et si l’on a abandonné cette 
tentative ou si cet article peut étre modifié de fagon a 
couvrir ces organismes. Il y a eu des fuites importantes, 
particulierement de la part des  organismes 
gouvernementaux de l'Ouest canadien. Quand le ministre 
a annoncé ses mesures a l’égard des conventions de 
retraite en octobre dernier, il a clairement déclaré qu’il 
s’occuperait de l’ensemble du probléme. Maintenant, il 
semble qu'il ne s’occupe méme pas de la pointe de 
Viceberg, car il n’y a presque rien dans ce sens dans le 
secteur privé. 


M. Farber: Je crois savoir que ces conventions de 
retraite s’appliquent a tous les organismes de la 
Couronne, sauf pour ceux qui jouissent de l’immunité. 
Cela expliquerait les régimes des députés, des députés 
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provincial MPPs, and the judges’ plans, the three with 
which I am sure you are very familiar. 

Mr. McCrossan: What about Crown corporations? 

The Chairman: They are not included. 


Mr. Farber: I do not believe they are immune, and 
therefore the RCA provisions would apply to them. 


Mr. McCrossan: And to the hospitals? 
Mr. Farber: I believe so. 
Mr. McCrossan: And to the universities? 


Mr. Farber: The major areas it does not cover are the 
federal MPs, the provincial MPs and the judges. 


Mr. McCrossan: And all public servants? 


Mr. Farber: That may very well be. I guess the Public 
Service Superannuation Plan may well be an offside plan. 


Mr. McCrossan: Is it covered? The answer has actually 
changed in the last little bit; so [ have some more comfort 
in terms of the hospitals and the universities that were 
really playing the games. Can we confirm that they are 
really caught, because they were the worst abusers? 


° 1610 


Mr. Farber: I will try to confirm that. I do not have 
that knowledge readily available. 


Clauses 6 and 7 allowed to stand. 
On clause 8. 


Mr. Attewell: A point of order, Mr. Chairman. Could 
you refresh my memory please? How many people are 
voting on the government side here? Is it six when we get 
to some votes? We have eight people here on this side. 


The Chairman: All eight. Nine can vote, actually. 


Mr. Attewell: I thought the committee was 11 people. 


The Chairman: I can vote too, but eight people on the 
government side are voting. There are 13 on the 
committee. Everyone here is registered as a supplement or 
a replacement of someone who would normally be on the 
committee. 


Mr. Cassidy: I want to congratulate the hon. members 
for their interest in such sections as the one we are 
studying right now. 


The Chairman: I| think it is amazing the amount of 
interest you get at these things. It really is a serious 
committee, Mr. Cassidy. 


Mr. Cassidy: Yes, I know. I suggest in order to have the 
continued participation that we stand clause 10 and keep 
on with the bill. 
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provinciaux et des juges, 
connaissez surement trés bien. 


M. McCrossan: Et les sociétés d’Etat? 


trois régimes que vous 


Le président: Elles ne sont pas visées. 


M. Farber: Je ne crois pas qu’elles jouissent de 
Vimmunité, et donc les dispositions touchant les 
conventions de retraite s’appliqueraient a elles. 


M. McCrossan: Et aux hdpitaux? 
M. Farber: Je le crois. 
M. McCrossan: Et aux universités? 


M. Farber: Les principaux secteurs qui ne sont pas 
couverts sont les députés fédéraux et provinciaux et les 
juges. 

M. McCrossan: Et tous les fonctionnaires? 


M. Farber: Cela se pourrait bien. Jimagine que le 
Régime de retraite de la Fonction publique pourrait bien 
étre un régime paralleéle. 


M. McCrossan: Est-il couvert? La réponse s’est 
effectivement modifiée depuis un instant; je me sens donc 
un peu plus a l’aise a4 Végard des hdpitaux et des 
universités qui jouaient a ce jeu. Sera-t-il possible de 
confirmer qu’ils sont réellement visés, car ils étaient ceux 
qui commettaient le plus d’abus? 


M. Farber: J’essaierai de confirmer cela. Je n’ai pas le | 


renseignement a ma disposition. 
Les articles 6 et 7 sont reporteés. 
Article 8. 


M. Attewell: J’invoque le Réglement, monsieur le — 


président. Auriez-vous la bonté de me rafraichir la 


( 


mémoire. Combien de personnes votent ici du coté du — 
gouvernement? Y en a t-il six lorsque nous en venons a | 


certains votes? Nous avons huit personnes ici de ce cote. 
Le président: Les huit. En fait, neuf ont droit de vote. 


M. Attewell: Je pensais que le comité se composait de 
onze personnes. 


Le président: Je peux voter moi aussi, mais huit 


| 


personnes votent du coté du gouvernement. Le comite se | 


compose de treize membres. Toutes les 


présentes sont la a titre de membre supplémentaire ou | 


personnes » 


f 


pour remplacer quelqu’un qui fait normalement partie du | 


comité. 


M. Cassidy: Je désire féliciter les députés pour l’intérét 
qu’ils portent a des articles comme celui que nous 
étudions actuellement. 


Le président: Je crois que l’intérét manifesté est tout a 
fait étonnant. C’est vraiment un comité sérieux, monsieur 
Cassidy. 

M. Cassidy: Oui, je le sais. Pour conserver cette 
participation, je suggére que nous reportions V’article 10 et 
que nous continuions l’étude du projet de loi. 


2-12-1987 


[Texte| 


Mr. Attewell: Mr. Chairman, is it just a sheer 
coincidence that half our side is from Vancouver and 
Montreal? Strange how these things happen. 


Clauses 8 and 9 agreed to. 
On clause 10. 


Mr. Warner: Mr. Chairman, I move that subclause 
10.(3) of Bill C-64 be amended by adding immediately 
after “British Columbia” the following: 


or in the area of Akwesasne in the Province of Ontario 
Or in the Province of Quebec. 


As you know, this subclause deals with the locations 
that will be designated as international banking centres. I 
am suggesting, in addition to Vancouver and Montreal. 
that Akwesasne be considered. This community is unique 
in that it is a community that exists in two provinces, 
Ontario and Quebec, and I am quite pleased to see my 
neighbour and colleague le député de Beauharnois— 
Salaberry and le député pour partie de cette 
circonscription. 


_ Akwesasne is also located in New York State in the 
United States. It is a relatively small community being 
Only about 30 square miles in size, a population of about 
10,000 people, 6,000 of whom live in the Canadian 
portion and 4,000 in the American portion. However, all 
citizens of Akwesasne have some very special rights and 
Status through tradition and through existing law. Income 
earned by residents of Akwesasne and earned in this 
community is tax-free, tax-free both in Canada and in the 
United States and from state and: provincial governments. 
The citizens of Akwesasne also enjoy dual citizenship, 
something unique in North America and of special 
significance and importance to this committee when they 
are considering an international banking centre which 
could by this designation be available to conduct other 
financial activities in the banking field and possibly in the 
areas of other financial intermediaries. 


_ As the committee knows, the job-creation potential of 
“his designation is very limited. The committee suspects, 
and I quote, “Probably the banks will only transfer 
existing positions and will certainly not create many 
obs”. That is the indication this still continues. 
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Although by this special designation the three 
“ommunities of Montreal, Vancouver and Akwesasne 
vould hope they would be able to conduct other affairs, 
wither income-producing, job-creating activities would also 
ye created. I suggest that of the three communities 
jerhaps Akwesasne, because of its special rights already, 
vould have a significant advantage in certain activities. 
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_M. Attewell: Monsieur le président, est-ce une simple 
coincidence que la moitié de notre cé6té vienne de 


Vancouver et de Montréal? Ces choses sont étonnantes. 
Les articles 8 et 9 sont adoptés. 
Article 10. 


M. Warner: Monsieur le président, je propose que le 
paragraphe 10.(3) du projet de loi C-64 soit modifié par 
addition, immédiatement aprés «Colombie-Britannique», 
de ce qui suit: 


ou dans la région de Akwesasne dans la province de 
l'Ontario ou dans la province de Québec. 


Comme vous le savez, ce paragraphe porte sur les 
endroits qui  seront désignés centres _bancaires 
internationaux. Je propose qu’on étudie, en plus de 
Vancouver et de Montréal, la candidature d’Akwesasne. 
Cette localité est unique car elle est située dans deux 
provinces, l’Ontario et le Québec, et je suis trés heureux 
de voir mon _ voisin et collegue, le député de 
Beauharnois—Salaberry, et le député pour partie de cette 
circonscription. 


Akwesasne est également situé dans l’Etat de New York 
aux Etats-Unis. C’est une localité assez petite, d’une 
superficie d’environ 30 milles carrés, qui compte une 
population d’une dizaine de milliers de personnes, dont 
6,000 habitent la portion canadienne et 4,000 habitent la 
portion américaine. Cependant, tous les citoyens 
d’Akwesasne ont des droits et un statut bien particuliers 
que reconnaissent la tradition et la loi en vigueur. Les 
revenus gagnés sur place par les résidents d’Akwesasne ne 
sont pas imposables, ni au Canada ni aux Etats-Unis, ni 
par les Etats, ni par les provinces. 


Les citoyens d’Akwesasne jouissent également de la 
double citoyenneté, ce qui est unique en Amérique du 
Nord, et particuliérement important pour ce comité 
lorsqu’il s’agit d’étudier la possibilité d’un centre bancaire 
international qui pourrait en méme temps s’occuper 
d’autres activités financiéres dans le domaine bancaire et 
peut-étre dans le domaine des autres intermédiaires 
financiers. 


Comme le comité le sait bien, le potentiel de création 
d’emplois de cette désignation est trés restreint. Le comité 
croit que les banques se contenteront probablement de 
transférer des postes existants et ne créeront certainement 
pas beaucoup d’emplois. Il semble qu’il en soit toujours 
ainsi. 


Cette désignation spéciale permettrait aux trois 
localités, Montréal, Vancouver et Akwesasne. d’espérer 
pouvoir s’occuper d’autres affaires, d’autres activités 


productrices de revenus et créatrices d’emplois. Selon 
moi, sur les trois localités, c’est peut-étre Akwesasne, en 
raison des droits particuliers dont elle jouit déja, qui 
aurait un avantage important a légard de certaines 
activités. 
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As you know, most of Canada’s international banking 
business is conducted with US. citizens. The fact that 
Akwesasne is both in Canada and the United States 
presents some special opportunities. 


As the committee is also aware, international banking 
centres are not new to New York State. They already have 
existing international banking centres and would certainly 
be most interested in perhaps mirroring what we would 
do here in Canada and acknowledge the special status of 
Akwesasne. 


One of the purposes of this designation is to assist in 
regional development disparities. I point out that 
Akwesasne really is without an industrial base and 
unemployment there is quite high. 


The suggestion I was going to make, this motion or 
amendment, was made to Chief Mike Mitchell. Mr. 
Mitchell was most receptive to the possible designation, 
and certainly looks forward to new opportunities the 
community could have as the international banking 
community looks much more closely than they have in 
the past at the opportunities that may be available in this 
special location. 


Being in New York State, the province of Quebec, the 
province of Ontario and under the jurisdiction of the 
federal governments of the United States and Canada does 
present a lot of complications and problems. Perhaps a 
special designation would help to alleviate some of that 
complication. Perhaps it may be a unifying force or a 
unifying catalyst that would allow the citizens of 
Akwesasne to make a giant step forward as they work 
toward self-government. 


I could go on at length, Mr. Chairman, but I feel that I 
have touched on some of the main points that this special 
designation would have, and the importance that it would 
have in this community. 


Mr. Attewell: It is a very, very interesting idea that the 
honourable colleague puts forth. I would just like to 
understand a little bit more about, if I may, the profile 
and the history of this group. 


What is the genesis of this? Was Chief Mitchell 
pounding on your door with this brilliant idea? How did 
this really get going? Tell us a little bit about the group. 
How big is this group and what experience have they? Do 
they have any computer experience? I have some more 
questions, but if you could just start with some of those, 
please. 


Mr. Warner: The idea stems from the activities the 
Finance committee has had in the last year, studying in 
depth the international banking centres as they exist in 
other locations and as they could exist here. We feel the 
expertise required to satisfy the requirements of proposed 
subsection 31.1(9), where there are four different 
functions that have to be performed in the international 
banking centre. . . 
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Comme vous le savez, la plupart des affaires bancaires 
internationales du Canada sont réalisées avec des citoyens 
américains. Le fait qu’Akwesasne soit située tant au 


Canada qu’aux Etats-Unis présente des occasions 
particuliéres. 
Comme le comité le sait également, les centres 


bancaires internationaux ne sont pas une nouveauté dans 
VEtat de New York. Il y a déja des centres bancaires 
internationaux, et cet Etat serait certainement trés 
intéressé 4 reprendre ce que nous ferions ici au Canada et 
a reconnaitre le statut particulier d’Akwesasne. 


Un des débuts de cette désignation est d’aider a rectifier 
les disparités régionales. Je signale qu’Akwesasne n’a pas 
vraiment de base industrielle et que le chOmage y est tres 
élevé. 

La suggestion que j’allais faire, cette proposition ou cet 
amendement, a été présentée au chef Mike Mitchell. M. 
Mitchell a trés bien accueilli cette possibilité et entrevoit 
de nouvelles possibiliteés pour la localité si le monde 
bancaire international s’intéressait plus étroitement que 
par le passé aux possibilités que pourraient offrir cet 
endroit particulier. 


Le fait d’étre situé dans l’Etat de New York, dans la 
province de Québec et dans la province de |’Ontario et de 
relever de la compétence des gouvernements fédéraux des 
Etats-Unis et du Canada entraine beaucoup de 
complications et de problemes. Une désignation spéciale 
permettrait peut-étre de réduire un peu ces complications. 
Cela pourrait étre une force d’unification ou un 
catalyseur permettant aux  citoyens d’Akwesasne 
d’accomplir de grands progrés sur la voie de l’autonomie. 


Je pourrais m’étendre longtemps sur ce sujet, monsieur 
le président, mais j’estime avoir mentionné certains des 
points principaux que comporterait cette désignation 
spéciale, et avoir mentionné l’importance qu’elle aurait 
dans cette localité. 


M. Attewell: C’est la une trés intéressante idée que 
présente mon honorable collégue. J’aimerais toutefois 
comprendre un petit peu mieux le profil et I’histoire de 
ce groupe. 


Quelle est la genése de cette proposition? Est-ce le chef 
Mitchell qui est venu frapper a votre porte pour vous 


communiquer cette brillante idée? Comment tout a t-il - 


commencé? Parlez-nous un peu du groupe. Quelle est son 
importance et son expérience? Est-ce que ces gens ont de 
Vexpérience en informatique? J’ai encore d’autres 
questions, mais commengcons par répondre a celles-ci. 


M. Warner: L’idée découle des activités du Comité des 
finances l’an dernier, de |’é€tude en profondeur des centres 
bancaires internationaux qui existent ailleurs et de la 
forme qu’ils pourraient prendre ici. Nous croyons que le 
savoir-faire nécessaire pour répondre aux exigences du 
paragraphe 31.1(9) du projet de loi, selon lequel le centre 
bancaire international doit assurer quatre fonctions 
différentes. . . 
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I feel it would be fairly simple for a large bank to have 
the analysis done by one of the people who presently does 
it in Toronto. That person could. I am sure, be 
responsible for analysis in Akwesasne, with the assistance 
of some local people. 


Yes, they do have experience with computers. The 
municipal government, or the government of Akwesasne, 
has broader responsibilities than the normal municipality 
as they provide social services and a lot of other services 
that are normally provided by the federal and provincial 
governments in other municipalities. 


They also have access to training by St. Lawrence 
College for special jobs that may of necessity require 
special training. So they do have supporting infrastructure 
in Cornwall and the surrounding area, and also in 
Akwesasne. 


Mr. Attewell: I am not familiar with that area. But 
there are some Indian groups out west, for instance, that 
enjoy pretty rich resources, either gas or oil. Is there any 
wealth in this area in natural resources? 
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Mr. Warner: There really is not. As I mentioned 
earlier, the territory is relatively small. A lot of the 
territory exists on islands and some islands do not have 
access to the mainland other than by boat. The traditional 
wealth in fishing and agriculture has certainly been 
diminished over centuries. Without an industrial base, the 
Citizens there are quite receptive to possibilities of 
establishing some sort of business or industrial base that 
would provide employment for their people. At the 
present time, they do not have oil royalties or any other 
revenue other than money that is received from the 
various governments. 


Mr. Attewell: [ am sure there are some unique aspects 
to this group. It begs the question where this might this 
stop. I am familiar with the Indian reserve out at 
Buckhorn Lake, and there are many across the country. 
What do you say to some other groups that would want to 
get into this? There have been some proposals, and we 
have studied them as a committee: the uniqueness of 
Vancouver, the time zone aspect, and the help that 
Vancouver or Montreal may need to help recover from 
some problem with the exodus of the many major 
financial institutions like Sun Life and indeed most of the 


major banks. While called “Bank of Montreal” and its 


head office may be Montreal, really the action is in 
Metropolitan Toronto. 


Where will this stop, if this motion passes? To be fair 


' to other tribes across the country, what is so unique about 


this group that this committee should embrace two major 
Cities in the country plus this one group, Akwesasne? 


Mr. Warner: Two points make this very unique. I 


would anticipate that it would stop in Akwesasne; it 
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Je crois qu'il serait assez simple pour une grande 
banque de faire faire l’analyse par l’une des personnes qui 
font actuellement cela 4 Toronto. Cette personne pourrait, 
jen suis certain, se charger de l’analyse 4 Akwesasne, avec 
Vaide de certaines personnes de la localité. 


Oui, ils ont une expérience en informatique. 
Vadministration municipale, ou le gouvernement 
d’Akwesasne, a des fonctions plus larges qu'une 


municipalité ordinaire, car il assure des services sociaux et 
bon nombre d’autres services normalement assurés par les 
gouvernements fédéral et provincial dans  d’autres 
municipalités. 


Akwesasne a également accés au collége St. Lawrence 
pour les emplois spéciaux qui pourraient exiger une 
formation particuliére. L’infrastructure nécessaire existe 
donc a Cornwall et dans les environs, de méme qu’a 
Akwesasne. 


M. Attewell: Je ne connais pas trés bien cette région. 
Mais il y a des groupes indiens dans l’Ouest, par exemple, 
qui ont des ressources assez abondantes, gaz ou pétrole. 
Cette région renferme-t-elle des richesses naturelles? 


M. Warner: Pas vraiment. Comme je l’ai déja indiqué, 
le territoire est relativement petit. Il se compose en bonne 
partie d’iles, dont certaines ne sont reliées au continent 
que par bateau. Les richesses traditionnelles que 
constituent la péche et l’agriculture ont certainement 
diminué au cours des siécles. Etant dépourvus 
d’industries, les citoyens de la région sont assez ouverts a 
la possibilité de voir s’établir une assise industrielle ou 
commerciale quelconque, qui leur assurerait des emplois. 
A Vheure actuelle, ils ne bénéficient d’aucune redevance 
pétroliére ni d’autres recettes, a part les fonds que leur 
versent les divers gouvernements. 


M. Attewell: Je suis certain que ce groupe présente 
certaines caractéristiques particuliéres. On est amené 4a se 
demander ou cela pourrait s’arréter. Je connais bien la 
réserve indienne de Buckhorn Lake, il y en a beaucoup 
dans le pays. Que déclarez-vous a certains autres groupes 
qui voudraient participer a cela? Il y a eu certaines 
propositions que nous avons étudiées en comité: le 
caractére particulier de Vancouver, le facteur fuseaux 
horaires et l’aide dont Vancouver ou Montréal pourrait 
avoir besoin pour se relever de la situation causée par 
Vexode d’un grand nombre d’importantes institutions 
financiéres comme la Sun Life et, en fait, la plupart des 
grandes banques. Bien que l’institution ait pour raison 
sociale «Banque de Montréal» et ait peut-étre son siége a 
Montréal, c’est en fait a Toronto que les choses se passent. 


Ou cela s’arrétera-t-il, si cette motion est adoptée? Si 
Von veut €tre juste a l’égard des autres tribus du pays, 
qu’est-ce que ce groupe a de si particulier pour que ce 
comité doive ajouter a deux grandes villes du pays ce 
groupe des Akwesasne? 


M. Warner: Deux éléments rendent ce groupe tout a 
fait unique en son genre. A mon avis, les choses devraient 
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would start there and stop there. This is a fairly large 
community, relatively large in numbers, in population, 
compared to other reservations, with 10,000 people on the 
reserve. Also, it is unique in that its borders are in Canada 
and in the United States. I think this particular aspect 
makes it especially important and certainly very unique. I 
would think this should be one of the main 
considerations we give. Certainly it would be setting a 
precedent and no other community could come up with 
the same characteristics. 


Mr. Attewell: Do they have a financial institution as 
such now, a small trust company or a credit union? 


Mr. Warner: Most of the financial services are provided 
from neighbouring communities. Cornwall is just across 
the bridge from— 


Mr. Attewell: From neighbouring chartered banks, do 
you mean? 


Mr. Warner: This is right, yes. Most of the banking is 
done in Cornwall or in Massena, New York, or 
surrounding communities. Cornwall has representatives 
of all the major Canadian chartered banks and they do 
their banking... most of the banking and _ financial 
services are provided from Cornwall. 


Mr. Attewell: What size would you see this growing to 
over the years? I am sure you have done some studying 
and projections on this. Can you give us some idea? 


Mr. Warner: The designation of the international 
banking centre by itself, as the committee realizes, is 
going to create very few jobs and will most likely just be 
transfers of jobs from other locations. Its additional 
financial activity that could be envisaged could be fairly 
substantial. Without doing an in-depth analysis and also 
hearing the views and response from the American side, it 
would be hard to say. It would certainly be greater than 
what would be envisaged for Montreal or Vancouver. 


Mr. Attewell: Has there been some kind of long-term 
or strategic plan prepared you could table with the 
committee, in terms of their long-term goals, how they 
would get in it, what the tax tactics were, and what sort of 
structure Or organization they would have? 


Mr. Warner: [ think we have all of it before us. The 
IBC is quite simple. It is a very narrow range of banking 
activities. It is only deposits from and loans to non- 
residents. So that aspect of what we are dealing with is 
quite straightforward; whether it is located in Akwesasne, 
Montreal or Vancouver, that activity is well-known. 


Finance and Economic Affairs 


2-12-1987 


| Translation| 


s’arréter aux Akwesasne; elles devraient partir de la et s’y 
arréter. Il s’agit d’une collectivité assez importante, 
représentant une population assez nombreuse par rapport 
a celle des autres réserves, puisquil y a ici 10,000 
personnes. Une autre caractéristique particuliére est que 
son territoire s’étend a la fois au Canada et aux Etats- 
Unis. A mon avis, ce facteur particulier donne a ce 
groupe une importance toute spéciale et le met 
certainement tout a fait a part des autres. C’est la, a mon 
sens, lun des principaux facteurs dont nous devrions 
tenir compte. Cela établirait certainement un précédent, 
et aucune autre collectivité ne pourrait se targuer d’avoir 
les mémes caractéristiques. 


M. Attewell: Ont-ils déja une institution financiere 
quelconque, une petite société de fiducie ou une caisse de 
crédit? 

M. Warner: La plupart des services financiers sont 
disponibles dans les localités avoisinantes. Cornwall est 
juste de l’autre coté du pont a partir de... 


M. Attewell: Vous voulez dire disponibles aupres des 
banques a charte des localités avoisinantes? 


M. Warner: C’est exact, oui. La plupart des opérations 
bancaires se font a Cornwall ou a Massena, dans |’Etat de 
New York ou dans les localités avoisinantes. Les grandes 
banques a charte canadiennes sont toutes présentes a 
Cornwall et ils effectuent leurs opérations bancaires. . . la 
plupart des services bancaires et financiers sont 
disponibles a Cornwall. 


M. Attewell: Quelle taille pensez-vous que cela pourrait 
atteindre avec le temps? Je suis certain que vous avez 
effectué certaines études et établi des projections a ce 
sujet. Pouvez-vous nous en donner quelque idée? 


M. Warner: La désignation de ce centre bancaire 
international, comme le comité s’en rend compte, va 
créer tres peu d’emplois, et ces derniers consisteront 
uniquement, selon toute probabilité, en emplois pris a 
d’autres endroits. L’activité financiére supplémentaire 
susceptible d’étre envisagée pourrait étre assez importante. 
Il est difficile d’en donner une idée sans se livrer a une 
analyse approfondie et sans également connaitre les 
points de vue et les réactions du c6té américain. Ce serait 
certainement plus important que ce qui est envisagé pour 
Montréal ou Vancouver. 


M. Attewell: A-t-on préparé une forme quelconque de 
plans stratégiques ou a long terme que vous pourriez 
déposer aupres du comité et qui indiqueraient les objectifs 
visés a long terme, le mode d’implantation projeté, la 
strategie fiscale envisagée et la forme de structure ou 
d’organisation prévue? 


M. Warner: Je pense que nous avons tous 


ces 


renseignements a notre disposition. Le CBI est assez 


simple. Il s’agit d’un éventail assez étroit d’activités 
bancaires. Il s’agit uniquement de recevoir des dépdts des 
non-résidents et de leur accorder des préts. Par 
conséquent, cet aspect du probleme que nous étudions est 
assez simple; peu importe quelle soit situe€e a Akwesasne, 
a Montréal ou a Vancouver, cette activité est bien connue. 


2-12-1987 
| Texte | 


SoZ: 


We have studied the economic impact, etc., but I 
suggest that perhaps tax law and the dual citizenship of 
this community makes it quite special. The opportunities 
are there to be analysed and studied. I think this 
designation would certainly get them off in that direction 
and open up the doors for exceptional opportunity. What 
those may be are yet to be determined, but the 
Opportunity is very exciting for us as it is for Vancouver 
and Montreal. 


Mr. Attewell: As we have all understood it on the 
committee, the original idea of these international 
banking centres was that everything would be 


incremental, so to speak. New jobs created would be 
incremental, deposits would be incremental, the loans 
would be incremental, so that the financial system as such 
really would not be touched at all. In that notion of 
incremental business, what marketing studies have been 
done? What particular parts of the world are you 
expecting to generate these deposits and have this demand 
for loans? 


Mr. Warner: I suppose the same question can be 
asked— 


Mr. Attewell: Taiwan. .. or is there any particular area 
that you are an expert in in the world? 


Mr. Warner: [ see certain opportunities that I am not 
going to discuss before the committee, but you can be 
quite assured there will be a lot of people thinking 
seriously about opportunities that are already in existence 
there. As we discuss it now,,I am sure there are some 
people thinking about it for the first time. Really not 
much consideration has been given recently to the 
Opportunities there, but I would suggest that all the 
Opportunities that could be anticipated in other 
communities throughout Canada could be considered 
there, and perhaps many more. 


Obviously we are not going to have the great banking 
centres that Montreal, Vancouver and Toronto presently 
have, nor would they ever anticipate or envisage it would 
grow to that extent, but we are looking at the possibility of 
having large banks having operations in that area, which 
could have a very real economic benefit to the area. 


At the present time Akwesasne is looking at the 
possibility of certain major developments, one of which is 
a Four Seasons Hotel catering to businesses for 
conventions. They have done a feasibility study on this 
and are starting to proceed with some preliminary work 
this fall and again next spring. Certainly having a large 
financial institution with some activity in the area would 
be a plus, because they would be better aware of what 
projects are going on, and could well want to participate 
in some of the projects that are anticipated. 


I am aware of other activities outside of financial 
services that Akwesasne is interested in, and it is going to 
be very helpful in their development, but it is. still 
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Nous avons étudié les incidences économiques, entre 
autres choses, mais, 4 mon avis, peut-étre le régime fiscal 
et la double citoyenneté de cette collectivité lui donnent- 
ils un caractére assez particulier. Il y a la des possibilités a 
analyser et a étudier. Je crois que cette désignation les 
Orienterait certainement dans ce sens et ouvrirait des 
possibilités exceptionnelles. Il reste a déterminer quelle 
serait cette possibilité, mais elle éveille chez nous le plus 
vif intérét, comme a Vancouver et 4 Montréal. 


M. Attewell: De la maniére dont tous les membres de 
ce comité ont compris les choses, l’idée originale de ces 
centres bancaires internationaux était que tous les aspects 
en seraient nouveaux, si l’on peut s’exprimer ainsi. Les 
emplois créés seraient nouveaux, les dépéts seraient 
nouveaux, les préts seraient nouveaux, de sorte que le 
systeme financier a proprement parlé ne serait pas 
réellement touché. Dans cette perspective d’activités 
nouvelles, quelles études de marché ont été effectuées? 
Dans quelles régions particuliéres du monde pensez-vous 
obtenir ces dépdts et cette demande de préts? 


M. Warner: Je présume qu’on peut poser la méme 
question... 


M. Attewell: Taiwan... ou  existe-t-il une région 
particuliere dans le monde que vous connaissiez bien? 


M. Warner: J’entrevois certaines possibilités dont je ne 
veux pas parler devant le comité, mais vous pouvez étre 
assez certains qu’il y aura beaucoup de gens qui penseront 
sérieusement aux possibilités qui existent déja dans ce 
domaine. Alors méme que nous débattons de la question, 
je suis sur qu’il y a certaines personnes qui y pensent 
pour la premiére fois. En fait, on n’a pas beaucoup 
réfléchi recemment aux possibilités dans ce domaine, mais 
a mon avis, toutes les possibilités qui peuvent étre 
envisagées dans les autres villes du Canada peuvent |’étre 
également ici, et peut-étre beaucoup d’autres encore. 


Nous n’allons évidemment pas avoir les grands centres 
bancaires que possedent déja Montréal, Vancouver et 
Toronto, et il ne serait jamais prévu ou _ envisagé 
d’atteindre une taille comparable, mais nous é€tudions la 
possibilité d’attirer de grandes banques dans cette région, 
ce qui pourrait y avoir des effets économiques trés 
bénéfiques. 


A Vheure actuelle, Akwesasne étudie la possibilité 
d’entreprendre certains grands projets, dont lun est 
implantation d’un hétel Quatre Saisons qui offrirait un 
service de congrés au milieu des affaires. Ils ont effectué 
une étude de faisabilité sur ce projet et entreprendront 
quelques travaux préliminaires cet automne, puis le 
printemps prochain. La venue d’une grande institution 
financiere ayant quelques activités dans la région 
constituerait certainement un atout, parce qu’ils seraient 
plus au courant des projets en cours et pourraient fort 
bien vouloir participer a certains des projets prévus. 


Je connais des activités autres que les services 
financiers auxquelles Akwesasne s’intéresse, et cela les 
aidera beaucoup dans leur développement, mais la 
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difficult. They have unemployment that reaches a peak situation demeure difficile. Akwesasne souffre d'un 


sometimes of 70%, so it is necessary to have a diverse 
base, really to establish a base, for jobs in the area. 


Mr. Attewell: Mr. Chairman, I hope my colleague is 
not offended by some of this vigorous line of questioning, 
because I think it is important that we understand it. Nor 
am I in any way casting any aspersions or any slight 
against the fine people of Akwesasne, but it hit me by 
surprise. I read about it in The Toronto Star and I think 
you mentioned it just perhaps— 


Mr. McCrossan: The first time The Toronto Star has 
been reliable in the last little while I think. 


Mr. Attewell: I would just like to pursue this, because 
in all honesty we have spent months and months, and 
indeed prepared a report we spent weeks on. We visited 
New York, expensive extensive research, and then out of 
the blue we are now listening to logic to add a third 
group. I assume that the hon. member does not object to 
some of this questioning so we can better understand. 


I do not want to dominate the questioning, but I did 
have a couple more. Could you tell with us what strength 
there is in the tourism industry, people visiting there? 
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Mr. Warner: There are outstanding opportunities. It is 
a very attractive community on the river and tourism 
plays a role. The North American Indian Travelling 
College has its base on Cornwall Island and is quite a 
tourist attraction which thousands of people visit each 
year. Not only do they have a replica of an Indian village 
there, but they also have a lot of artifacts and 
presentations. They are active in taking their presentations 
across North America, Canada and the United States, and 
are well received all over. 


Chief Mike Mitchell was quite instrumental in 
establishing the North American Indian Travelling 
College. This is an asset not only for Akwesasne, but also 
for the entire community. It provides a very interesting 
attraction. The river through Akwesasne is also very 
beautiful and across from Cornwall and to the east is quite 
a major attraction for boaters. I am sure you would enjoy 
visiting it, sir. 


Mr. Attewell: Could we come back to one of my 
Original questions? What do we say to similar groups? I 
know you believe this is unique, but— 


Mr. Warner: [ do not think there is a similar group. 


chdémage qui parfois atteint 70 p. 100, de sorte qu’il faut 
avoir une économie diversifiée, établir vraiment une 
assise €conomique, pour créer des emplois dans la région. 


M. Attewell: Monsieur le président, j’espere que mon 
collégue ne s’offusque pas de certaines des questions tres 
directes que nous lui posons, car il est important, 4 mon 
avis, que nous comprenions ce qui se passe. Loin de moi, 
aussi, l’idée de calomnier les bonnes gens d’Akwesasne ou 
d’en faire peu de cas, mais j’ai été pris au dépourvu. J’ai 
lu un article a ce sujet dans le Toronto Star et je crois que 
vous l’avez seulement mentionné, peut-étre. . . 


M. McCrossan: C’est la premiere fois que le Toronto 
Star a écrit quelque chose de fiable depuis quelque temps, 
JEACLOLs. 


M. Attewell: J’aimerais poursuivre a ce sujet parce que, 
en toute franchise, nous y avons consacré des mois et des 
mois et, en fait, nous avons rédigé un rapport qui nous a 
pris des semaines. Nous nous sommes rendus a New York, 
avons fait faire des recherches approfondies et couteuses 
et voila qu’on nous arrive a l’improviste avec une 
proposition d’ajouter un troisieme groupe. Je présume 
que le député ne voit pas d’objection a ce que nous 
posions certaines de ces questions, pour nous permettre 
de mieux comprendre la situation. 


Je ne voudrais pas accaparer les débats, mais j’avais 
encore quelques questions. Pourriez-vous nous dire quelle 
est la vigueur du tourisme dans la région, le nombre de 
touristes? 


M. Warner: II existe d’excellentes possibilités. II s’agit 
d’une localité d’un endroit trés attirant, située sur la 
riviére, et le tourisme y joue un role. Le North American 
Indian Travelling College, qui a son centre sur Vile 
Cornwall, attire pas mal de touristes, des milliers de 
personnes chaque année. Ils offrent non seulement la 
reproduction d’un village indien, mais aussi beaucoup 
d’objets fabriqués et de présentations. Ils font des tournées 
dans toute l’Amérique du Nord, au Canada et aux Etats- 
Unis, pour faire leurs présentations et sont partout bien 
recus. 


Le chef Mike Mitchell a joué un assez grand role dans 
la création du North American Indian Travelling College. 
Ce dernier est un atout non seulement pour Akwesasne, 
mais pour toute la collectivité. C’est un point d’intérét 
non négligeable. La riviére qui traverse Akwesasne est tres 
belle aussi, et de par sa situation vis-a-vis de Cornwall et 
par rapport a lest, elle attire beaucoup de plaisanciers. Je 
suis sir que vous aimeriez visiter cet endroit, monsieur. 


M. Attewell: Pourrions-nous revenir a l’une de mes 


premieres questions? Que devons-nous dire a des groupes | 


du méme genre? Je sais qu’a votre avis il s’agit la d'un cas 
unique en son genre, mais. . . 


M. Warner: Je ne crois pas qu’il existe un groupe du 
méme genre. 


2-12-1987 


| Texte| 


Mr. Attewell: What do you say to other groups in 
British Columbia, Alberta or Ontario, all across this 
country of ours. In all honesty, why would this one group 
enjoy special status? 


Mr. Warner: The Montreal Board of Trade and the 
Chamber of Commerce mentioned that designating just a 
few centres is fairly important to maximize what they 
called the agglomeration effects. I have to agree. I think 
this is a special designation which should not be made 
available for hundreds of communities. 


Mr. Attewell: In all honesty, could you go to an Indian 
group in Alberta and defend what you are proposing 
here? 


Mr. Warner: Yes, because they are not located in 
Canada and the United States— 


Mr. Attewell: What special advantage does that give the 
group other than the land? 


Mr. Warner: There is a hotel not too far from 
Akwesasne, in Dundee, where it is possible to buy your 
beer at the bar in Quebec and drink it at a table in New 
York State without leaving the hotel. I would imagine 

some activities could occur in— 


Mr. Attewell: This is an intriguing proposal. 
The Chairman: It is an important question. 


| Mrs. Collins: I am very impressed with the eloquence 
_ and sincerity with which Mr. Warner is— 


__ The Chairman: It sounds like you selling Vancouver, 

does it not? 

Mrs. Collins: That is correct. He is arguing the case on 

behalf of his constituents and I know how much they 

must appreciate that. I have really enjoyed the travelogue 
and getting a better understanding of this unique area of 

Our country. 


I have some concerns to express to Mr. Warner. Most 
importantly, I am really pleased that Mr. Warner, my 
Ontario colleague, has embraced and is supporting the 
international banking centre for Vancouver and Montreal 
and is looking for the possibility of an addition in his own 
' constituency. 


_ Having worked with Indian reserves, including those in 
“my own riding, I see some problems given their special 
Status in terms of of the fiduciary responsibility of the 
federal government and the tax status. My own feeling is 
that we should probably walk before we run in the 
introduction of international banking centres, and that 
establishing one in such a different kind of area would 
Create a lot of other potential things which have not been 
‘anticipated in the proposals put forward from Montreal 
sand Vancouver. 


In discussing the international banking centre with the 
international banking committee in Vancouver, they have 
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M. Attewell: Que devrions-nous répondre a d’autres 
groupes de la Colombie-Britannique, de l’Alberta ou de 
Ontario, de tout ce pays qui est le ndétre? Bien 
honnétement, pourquoi ce groupe-la devrait-il bénéficier 
d’un régime particulier? 


M. Warner: Le Board of Trade et la Chambre de 
commerce de Montréal ont signalé que la désignation 
d’un petit nombre de centres était assez importante afin 
d’exploiter au maximum ce quils ont appelé leffet 
d’agglomération. Je dois en convenir. Je crois qu’il s’agit 
la d'une désignation spéciale qui ne devrait pas étre 
offerte a des centaines de collectivités. 


M. Attewell: En toute franchise, pourriez-vous aller 
défendre ce que vous Proposez ici devant un groupe 
indien de |’Alberta? 


M. Warner: Oui, parce qu’il n’est pas situé au Canada 
et aux Etats-Unis. . . 


M. Attewell: Quel avantage particulier cela confére-t-il 
au groupe, a part le territoire? 


M. Warner: Il y a un_ hétel pas tellement loin 
d’Akwesasne, 4 Dundee, ot vous pouvez acheter votre 
biere au bar au Québec et la boire a une table qui est 
située dans l’Etat de New York, tout cela sans quitter 
hotel. Jimagine que certaines activités pourraient étre 
entreprises dans. . . 


M. Attewell: Voila une proposition curieuse. 


Le president: C’est une question importante. 


Mme Collins: Je suis trés impressionnée _ par 
l’eloquence et la sincérité avec lesquelles M. Warner. . . 
Le président: On dirait bien que vous défendez 


Vancouver, n’est-ce pas? 


Mme Collins: C’est exact. Il fait valoir le dossier de ses 
commettants, et je sais combien ils doivent lui en savoir 
gré. J’ai vraiment apprécié la conférence et je suis 
heureuse de mieux connaitre cette région bien 
particuliere de notre pays. 


Je voudrais faire part 4 M. Warner de certaines 
préoccupations. En tout premier lieu, je suis vraiment 
heureuse que M. Warner, mon collégue de 1l’Ontario, soit 
en faveur d’un centre bancaire international 4 Vancouver 
et a Montréal, et qu’il envisage la possibilité d’en ajouter 
un dans sa propre circonscription. 


Ayant déja travaillé avec des réserves indiennes, 
notamment celles de ma _ propre circonscription, 
jentrevois quelques problémes, en raison de leur statut 
particulier, dt a la _ responsabilité fiduciaire du 
gouvernement fédéral et au régime fiscal. Mon sentiment 
personnel est que nous ne devrions sans doute pas aller 
trop vite dans létablissement de centres bancaires 
internationaux et que la création d’un centre dans un 
contexte aussi different créerait toutes sortes d’autres effets 
possibles que mous n’avons pas prévus dans les 
propositions présenteées par Montréal et Vancouver. 


L’étude du centre bancaire international avec le comité 
des opérations bancaires internationales 4 Vancouver a 
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been doing quite a lot of work on it. They are finding 
there is a great deal of interest from the Schedule B 
financial institutions, but they would not anticipate that it 
would be new physical buildings. Institutions which 
already exist in Vancouver will add this function. 
Therefore I do not see that in an area such as Akwesasne, 
which does not have that kind of infrastructure, you 
could really expect this to develop. 
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As Mr. Attewell said, I also feel we are looking at 
incremental business. It might be more appropriate for a 
place such as Akwesasne to again establish financial 
institutions of some kind within its boundaries and then 
over the next few years work towards the possibility of 
being established as an international banking centre. 


We should just limit it to what we have already 
explored and to where we know there is the interest in 
and the capability of developing international banking 
centres. Since Akwesasne is partly in New York State and 
since New York State has the capability of establishing 
international banking centres, perhaps they could 
establish one on the US. side of the reserve. Then we 
would have an opportunity to assess how that might 
develop over the coming year. 


Mr. Warner: I appreciate your comments. You 
mentioned we should be walking before we run. I assure 
you the international banking centre, as proposed by Bill 
C-64, is certainly walking. The scope of operations set out 
are very restricted and certainly cannot be misunderstood 
by anyone, or present a problem being administered in 
Akwesasne or any other community. It does not require a 
lot of infrastructure that is not already available in 
Toronto or in centres that are going to be soliciting and 
managing most of these loans. 


My enthusiasm for international banking centres in 
Montreal and Vancouver, as proposed by Bill C-64, is 
somewhat limited for various reasons. I do see some very 
substantial benefits for Akwesasne’s being considered, not 
only for this particular banking activity but perhaps for 
other financial activities as well. 


Mr. Cassidy: Mr. Chairman, I am fascinated by what I 
am hearing. I seem to hear Mr. Warner making a case for 
his constituents in Akwesasne, and indicating that if the 
Vancouver and Montreal representatives, who have 
suddenly found their way into the committee would 
include Akwesasne, then he will be happy to support 
their case for IBCs in Vancouver and Montreal. 


I wonder if Mr. Warner can clarify whether that is his 
position. 
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permis d’accomplir pas mal de travail dans ce dossier. Ils 
constatent que les institutions financiéres de l’Annexe B 
sont trés intéressées, mais ils ne prévoient pas la 
construction de nouveaux immeubles. Les institutions 
déja en place 4 Vancouver ajouteront cette fonction. Je ne 
crois donc pas que, dans une région comme Akwesasne, 
qui ne posséde pas ce genre diinfrastructure, vous 
pourriez vraiment prévoir une évolution de ce genre. 


Comme l’a déclaré M. Attewell, je pense aussi que 
nous envisageons des activités supplémentaires. Peut-étre 


conviendrait-il mieux, dans un endroit comme 
Akwesasne, d’établir des institutions financieres d’une 
nature quelconque sur le territoire, puis, les années 


suivantes, de travailler a la création d’un centre bancaire 
international. 


Nous devrions nous limiter a ce que nous avons déja 
étudié ainsi qu’aux endroits ou nous savons qu’il existe un 
intérét une capacité pour létablissement de centres 
bancaires internationaux. Etant donné qu’Akwesasne est 
située en partie dans |’Etat de New York et que celui-ci 
est en mesure d’établir des centres  bancaires 
internationaux, peut-étre pourrait-il en instituer un dans 
la partie américaine de la réserve. Nous serions alors en 
mesure de voir comment les choses pourraient évoluer au 
cours des douze prochains mois. 


M. Warner: Je vous remercie de vos commentaires. 
Vous avez déclaré que nous ne devrions pas aller trop 
vite. Je puis vous assurer que le projet de centre bancaire 
international proposé dans le projet de loi C-64 ne va 
certainement pas trop vite. L’ampleur des activités 
prévues est trés limitée et ne saurait assurément étre mal 
comprise par quiconque, ni présenter un probleme de 
mise en oeuvre a Akwesasne ou dans n’importe quelle 
autre localité. Elle n’exige pas une _ infrastructure 
importante qui ne serait pas déja disponible a Toronto ou 
dans les centres qui solliciteront et administreront la 
plupart de ces préts. 


L’enthousiasme que je ressens pour |’établissement de 
centres bancaires internationaux a 


quelque peu limité pour diverses raisons. Il existe 4 mon 
sens des avantages extrémement importants a ce qu’on 
étudie le cas d’Akwesasne, non seulement pour cette 
activité bancaire particuliére mais aussi, peut-é€tre, pour 
d’autres activités financieéres. 


M. Cassidy: Monsieur le président, je suis fasciné par ce 


débat. Il me semble que M. Warner défend la cause de ses - 
les} 


commettants a Akwesasne et indique que, Si 


Montréal et a. 
Vancouver, comme le propose le projet de loi C-64, est - 


représentants de Vancouver et de Montréal, qui se sont | 


tout. d'un coup. retrouvés au Comité,  incluaient 


, 


Akwesasne, il serait heureux de les appuyer dans les | 


efforts quils font pour obtenir un CBI a Vancouver et a — 


Montréal. 


Je me demande si M. Warner pourrait préciser s'il 
s’agit bien la de sa position. 
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Mr. Warner: You will have to wait until we vote on 
this, Mr. Cassidy. 


Some hon. members: Oh, oh. 


Mr. Cassidy: Having reservations about IBCs as a 
whole, I regret to have to say to Mr. Warner that I would 
find it difficult to, support his amendment. Native peoples 
from Akwesasne, or any other reserve, should be warned 
that when the committee looked into IBCs we found—and 
Mr. Warner was part of that committee and I believe he 
was with us in New York—the job-creation factor on 
international banking centres is negligible. I recall the 
Finance department coming to the committee and finding 
no more than 11 jobs coming from international banking 
centres in Montreal and Vancouver. I would assume that 
Akwesasne would have a certain handicap and therefore 
could not expect anywhere even close to that. Even a 
community of 10,000 is not a lot of people, particularly if 
you think of what could be done in economic 
development on that reserve, and what could be the 
potential of lost revenues from the banking centre 
concept which we understand from our friends in New 
York State could also be a substantial revenue drain. 


I would warn Mr. Warner of the following to the point 
where I think he should seriously consider withdrawing 
his proposed amendment. 


Akwesasne is an Indian reserve on the Canada-US. 
border. The Indians tend not to, vote considering they 
have something of a special status. As far as the 
Government of Canada or the Government of the United 
States is concerned, those portions of the reserve that lie 
either within Canada or the United States are treated like 
any other Indian reserve within their respective countries. 
We are dealing with the Canadian portion of the 
Akwesasne Reserve which happens to be on the border 
but otherwise has exactly the same tax privileges as any 
Other Indian reserve in Canada, namely that the income 
earned on the reserve is not taxed, and I believe there is 
no federal sales tax on goods sold on the reserve. 
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What about Kahnawake? What about the Brant 
_ Reserve? What about the reserve which is in Mrs. Collins’ 
_‘iding just at the foot of the Lions Gate Bridge? What 
about reserves in northern Ontario represented by my 
| friend, John Parry? If I were concerned about economic 
development, what about the Crees who have a lot of 
financial resources because of the financial settlement 
Over the James Bay hydro plants and are desperately 
| looking for ways by which they can use those resources? 
Similarly, some of the bands in western Canada that have 
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M. Warner: Vous devrez attendre que nous votions sur 
cette question, monsieur Cassidy. 


Des voix: Oh, oh. 


M. Cassidy: Ayant des réserves au sujet de tout le 
dossier des CBI, je regrette d’avoir A informer M. Warner 
que jaurais du mal a appuyer son amendement. Les 
autochtones d’Akwesasne ou de toute autre réserve 
devraient bien savoir que, lorsque le Comité a étudié les 
CBI, il a constate—et M. Warner faisait partie du comité, 
je crois, et il était avec nous 4a New York—que le facteur 


création d’emplois, dans les centres bancaires 
internationaux, était négligeable. Je me rappelle la 
deposition du ministére des Finances devant ce comité, 


d’ou il ressortait que des centres bancaires internationaux 
a Montréal et 4 Vancouver ne créeraient pas plus de onze 
emplois. Je suppose qu’Akwesasne, souffrant d’un certain 
handicap, ne pourrait pas s’attendre a un chiffre qui soit 
seulement comparable a celui-ci. Méme une collectivité 
de 10,000 personnes ne représente pas une population 
importante, en particulier si vous pensez aux activités de 
développement économique qui pourraient @tre 
entreprises dans cette réserve, ainsi qu’au manque a 
gagner que pourrait entrainer le concept de centre 
bancaire et qui, 4 ce que nous ont laissé entendre nos 
amis de l’Etat de New York, pourrait aussi réduire 
sensiblement les recettes. 


Les éléments que je vais exposer constituent une mise 
en garde que j’adresse 4 M. Warner et qui devrait, 4a mon 
avis, Vinciter a envisager sérieusement de retirer son 
projet d’amendement. 


Akwesasne est une réserve indienne située sur la 
frontiére canado-américaine. Les Indiens ne votent 
généralement pas car ils considérent quils ont un statut 
particulier. Du point de vue du gouvernement du Canada 
ou du gouvernement des Etats-Unis, les parties de la 
réserve soit au Canada, soit aux Etats-Unis, sont soumises 
au meme régime que n’importe quel autre réserve 
indienne située dans chacun de ces pays. Nous parlons ici 
de la partie canadienne de la réserve d’Akwesasne, qui se 
trouve a chevaucher la frontiére, mais qui, a tous autres 
égards, bénéficie exactement des mémes privileges fiscaux 
que n’importe quelle autre réserve indienne au Canada, a 
savoir que le revenu gagné dans la réserve n’est pas 
impose et que les biens vendus dans la réserve, je crois, ne 
sont pas assujettis a la taxe fédérale de vente. 


Qu’en est-il de Kahnawake? Qu’en est-il de la réserve 
de Brant? Qu’en est-il de la réserve située dans la 
circonscription de M™€ Collins, au pied méme du pont 
Lions Gate? Qu’en est-il des réserves du nord de 
Ontario, représentées par mon ami, John Parry?) Si je 
devais me soucier de développement économique, qu’en 
est-il des Cris, qui disposent d’importantes ressources 
financieres grace a l’entente intervenue au sujet des usines 
hydro-électriques de la Baie James et qui cherchent 
désespérément un moyen d’utiliser ces ressources? De 
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had resource revenues coming from natural gas, oil, or 
other explorations on their properties. . . 


In principle there is really no difference. If you single 
out one reserve, you promptly offend large numbers of 
other Indian bands that have every right to say to the 
government they do not think the government acted fairly 
or equitably. If this is really of value, it should have been 
applied to all Indian communities or you should have put 
foward equivalent types of measures for other Indian 
reserves if there is simply no case for having 200 or 300 
IBCs in different Indian reserves across the country. 


It is the kind of case where you do something for one 
particular reserve, and in the process you may make a few 
friends politically for one Conservative Member of 
Parliament. At the same time many of the Conservative 
members might question this particular measure because 
native peoples living in their constituencies might ask 
why Parliament was prepared to act for the Indians in the 
Akwesasne Reserve but not for the Indians in their area. 
Look at our unemployment rate, our problems of 
economic development; we should have had something 
like this as well. 


Mr. Warner: We have regional development incentive 
and employment programs from all sorts of departments 
that deal with this problem. I have to point out that the 
citizens of this community are not the same as the citizens 
in other Indian reserves in Canada. They have the ability 
to earn tax-free income in both Canada and the United 
States. It is much different from any other Indian Reserve 
in Canada. 


As for gaining political friengs, you already pointed out 
that they do not vote because of their special status. They 
prefer not to vote. So there is not going to be any great 
rally at the polls because I have introduced this plan. It 
should be quite apparent to Mr. Hudon that we are not 
expecting votes from Akwesasne. We hope it does benefit 
the community. We do share in that. The fact they are in 
much different situations from other bands does warrant 
the special consideration because it does facilitate doing 
something about a problem we presently have. Right now 
most of Canada’s international banking is done with 
Americans, and right now we have a problem with the 
withholding tax that possibly can be resolved elsewhere. 


Like other large bands, this community does look 
forward to self-government, and I am sure the hon. 
member should be aware of that. It is not a new concept. 
It has been discussed a lot in various committees here in 
Ottawa, and is understood by his party as well. Being a 
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méme, certaines bandes de |’Ouest canadien, qui tirent 
des revenus de l’exploitation des ressources naturelles 
comme le gaz naturel et le petrole, ou de travaux 
d’exploration effectués sur leurs terres. . . 


En principe, il n’existe aucune difference veritable. Si 
vous mettez une réserve a part, vous provoquez 
immédiatement la colére d’un grand nombre d’autres 
bandes indiennes, qui ont le droit strict de declarer au 
gouvernement qu’a leur avis il n’a pas agi de maniere 
juste et équitable. Si la proposition est vraiment valable, 
elle aurait da étre appliquée a toutes les collectivités 
indiennes, ou vous auriez du proposer des mesures de 
nature équivalente pour les autres reserves indiennes, sil 
n’est tout simplement pas justifié d’avoir 200 ou 300 CBI 
dans les différentes réserves indiennes du pays. 


C’est la situation ou vous faites quelque chose pour 
une réserve particuliére et, du méme coup, gagnez 
peut-étre quelques amis, sur le plan politique, a un députe 
conservateur. Simultanément, bien des  députés 
conservateurs pourraient remettre en cause cette mesure 
parce que les autochtones qui vivent dans leur 
circonscription, risquent de demander pourquoi le 
Parlement a été disposé a agir en faveur des Indiens de la 
réserve Akwesasne, mais non pour ceux de leur region. 
Voyez donc notre taux de chomage, nos problemes de 
développement économique; nous aussi, nous aurions du 
obtenir quelque chose de ce genre. 


M. Warner: Toutes sortes de ministéres qui s’occupent 
de ce probléme offrent des programmes d’emploi et 
d’encouragement au développement regional. Je dois 
souligner que les citoyens de cette collectivité sont 
différents de ceux des autres réserves indiennes du 
Canada. Ils ont la possibiliteé de gagner un revenu en 
franchise d’impot a la fois au Canada et aux Etats-Unis. 
Cela les différencie beaucoup de toutes les autres réserves 
indiennes du Canada. 


Pour ce qui est de se faire des amis politiques, vous 
avez déja souligné que les Indiens ne votaient pas en 
raison de leur statut particulier. Ils préferent ne pas voter. 
Par conséquent, le fait que j’ai proposé ce projet n’aura 
pas de grandes retombées électorales. Il devrait étre assez 
évident pour M. Hudon que nous ne nous attendons pas a 
obtenir des votes 4 Akwesasne. Nous espérons que cela 
bénéficiera a la collectivité. Nous partageons cet objectif. 


Le fait que cette collectivité soit dans une situation bien © 
différente de celle des autres bandes mérite bel et bien . 


une considération particuliére, parce que cela facilite la 
solution d’un probléme qui est le notre a l’heure actuelle. 


En ce moment, la plupart des opérations bancaires — 


internationales au Canada se font avec des Américains et, 


en ce moment, nous sommes aux prise avec le probleme — 


de la retenue fiscale, qui peut peut-étre étre resolu 
ailleurs. 


Comme les autres bandes importantes, cette collectivité | 
espére accéder 4 un gouvernement autonome, et je suis © 


certain que le député le sait. Il ne s’agit pas d'une idée 


nouvelle. Elle a fait l'objet de nombreux débats dans > 


divers comités, a Ottawa, et elle est fort bien comme de 
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fairly large group of Indians, they would also like the 
Opportunity for self-government, envisaged to include the 
whole of the community, the part in Ontario, in Quebec, 
and in New York State. This has been a very difficult 
problem for these people for a long time. Perhaps 
something like this could be a catalyst that would go a 
long way in assisting them in obtaining self-government, 


° 1645 


Miss Nicholson: I found Mr. Warner’s proposal very 
interesting indeed. This committee certainly studied IBCs 
very extensively. As Mr. Warner pointed out, we went to 
New York. None of the evidence we saw anywhere would 
lead one to think that the establishment of an IBC would 
bring new business or would create economic activity 
anywhere. 


Nevertheless, the faith on the part of certain 
Conservative members, the sort of mystical faith even, 
that establishing an IBC will be good for unemployment, 
for economic development, or for whatever ails you is, of 
course, very touching. I wonder if Mr. Warner could tell 
us whether he has been able to check out this faith in any 
substantial way. Has the Minister of Finance, for instance, 
Suggested that with an IBC on the reserve it might help 
them discover the fountain of youth? 


Mr. Warner: I agree. As you have mentioned, we do 
not anticipate that the designation of an IBC in any 
community is going to do much in the way of job 
Creation. However, I would think some of the 
Opportunities that currently exist could be restructured by 
the various political or governmental bodies involved and 
perhaps restructured in such a way that controls could be 

_ put on what may be loopholes, or considered loopholes at 
the present time. 


I do think that with the two governments working 
. together, there could well be something very special here 
and something that could be monitored and controlled. 
Such financial activity would be unique in North 
_ America. As you know, a lot of the booking of the loans 
and deposits that are being considered now for transfer to 
one of the Canadian centres actually occurs in tax havens 
_ like the Cayman Islands at the present time. Perhaps the 
/ Special designation may have a special connotation as 
well. Perhaps people will look for something a little bit 
More than what is offered by this legislation. Perhaps in 
_Akwesasne by looking a little bit further, you may find 
_ that something already exists. 
, Mr. Layton: Mr. Chairman, I would like to add to this 
particular phase of the debate a correction. I think the 
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son parti aussi. Comme la réserve représente un groupe 
d’Indiens assez important, elle aimerait aussi avoir la 
possibilité de se gouverner elle-méme, ce qui vaudrait 
pour l’ensemble de la collectivité. la partie ontarienne, 
celle qui est située au Québec et celle de l’Etat de New 
York. Cela représente depuis longtemps un probléme trés 
difficile pour ces gens. Peut-étre qu’un projet de ce genre 
pourrait jouer un role de catalyseur, qui les aiderait 
considérablement a accéder a un gouvernement 
autonome. 


Mme Nicholson: J’ai trouvé la proposition de M. 
Warner trés intéressante en vérité. Le Comité a 
certainement étudié 4 fond les CBI. Comme I’a souligné 
M. Warner, nous nous sommes rendus 4 New York. Rien, 
dans ce que nous avons observé partout, ne permet de 
croire que l’établissement d’un CBI accroitrait le volume 
des affaires ou créerait de l’activité économique ot que ce 
soit. 


Néanmoins, la foi que manifestent certains députés 
conservateurs, On pourrait méme dire une sorte de foi 
mystique, selon laquelle l’établissement d’un CBI sera bon 
pour le chomage, pour le développement économique ou 
pour ce qui peut vous déranger, est évidemment trés 
touchante. Je me demande si M. Warner pourrait nous 
dire s’il a pu vérifier de fagon concréte si cette foi est 
fondée. Le ministre des Finances, par exemple, a-t-il laissé 
entendre qu’un CBI dans la réserve pourrait aider a 
découvrir la fontaine de jouvence? 


M. Warner: Je suis d’accord. Comme vous |’avez 
déclaré, nous ne nous attendons pas a ce que 
l’établissement d’un CBI dans une localité quelconque ait 
beaucoup d’effet sur la création d’emplois. Je considére 
cependant que certaines possibilités qui existent a l’heure 
actuelle pourraient étre reprises par les diverses instances 
politiques ou gouvernementales en cause et, peut-etre, 
réaménagées de facgon a _ permettre d’imposer des 
dispositifs de contréle a ce qui peut constituer des 
échappatoires ou étre considéré comme des échappatoires 
a l'heure actuelle. 


Je suis persuadé que, moyennant la collaboration des 
deux gouvernements, nous pourrions avoir ici quelque 
chose de tres particulier, que l’on pourrait surveiller et 
controler. Une activité financiére de cette nature serait 
unique en son genre en Amérique du Nord. Comme vous 
le savez, l’activité de prét et de dépdt dont on envisage 
actuellement le transfert a l’un des centres canadiens se 
déroule en bonne partie, en fait, dans des paradis fiscaux 
comme les Iles Cayman 4 l’heure actuelle. Peut-étre une 
désignation spéciale a aussi une connotation particuliére. 
Peut-€tre que les gens chercheront a aller un peu plus 
loin que ce que permet ce projet de loi. Peut-étre qu’a 
Akwesasne, en cherchant un peu plus loin, vous trouverez 
qu’il existe déja quelque chose. 


M. Layton: Monsieur le président, j’aimerais apporter 
une correction a cette phase particuliére du débat. On a 
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impression has been given that we are dealing with 
something that is very inconsequential. 


I attended this morning the meeting of the government 
with the community of Montreal and the press 
responding to the initiative taken by the government. The 
particular report was called the Picard report on the 
future development of Montreal. After studying with 
numerous leaders from the community, the Picard report 
concluded that there were six or seven ways in which 
Montreal could regain some of its momentum in the 
economic future of Canada. Amongst them was certainly 
for Montreal to recognize its international characteristic. 


The support of our government and, I would hope, of 
all parties for the redevelopment of Montreal as a force in 
Canada is very real. It is very important. It was this 
community that first advanced and was later joined by 
and endorsed by the community out in Vancouver, I 
think with very good reason, because of their links to the 
quickly growing Pacific Rim, that this was something that 
would be good for Canada, good for Montreal and good 
for Vancouver. 


= 1650 


To suggest. and these numbers come floating in, that 
there may be 11 jobs, or 17 jobs, or whatever—there were 
some banks in New York City that we visited, and when 
we visited as a committee we were welcomed by the 
executives and officers of international banks doing this 
kind of business in very substantial premises, part of 
which was devoted international banking. . . 


It is true that the limits that would be put on 
international banking operations have been mentioned by 
Mr. Warner. Limiting loans and deposits to non-resident 
clients is a restriction, but that is accepted. We just sense 
that Canada can become, through these international 
banking centers, a very responsible and competitive 
alternative for international investors. 


I want to make it clear, and put it on the record with 
the committee, that it is a very serious concern in 
Montreal, and I sense the same from other parts of 
Canada, particularly Vancouver, that this particular 
legislation goes through as has been proposed, and it 
would be my hope that it would. 


I would hope also, because of the very responsible 
presentation by our colleague, Mr. Warner, today looking 
for assistance in the development of activity and 
Opportunity in that corner of his riding, that some special 
effort will be taken to address it, even if only to make it a 
tourist attraction, Norm—because you have made it sound 
very attractive, and it is only a short distance from where 
I live, so [ will be coming to look. 
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donné lVimpression, je crois, que nous nous occupons 
d’une question qui a tres peu d’importance. 


J'ai assisté ce matin a une réunion que notre 
gouvernement tenait avec les milieux de Montréal et la 
presse, répondant a Vinitiative prise par le gouvernement. 
Un rapport appelé rapport Picard a été consacré au 
développement futur de Montréal. Apres des études 
menées de concert avec de nombreux dirigeants du 
milieu, le rapport Picard a conclu qu'il existait six ou sept 
facons qui permettraient a Montreal de recouvrer en 
partie son role dans lavenir économique du Canada. 
Parmi ces moyens figurait certainement la reconnaissance 
de la dimension internationale de Montréal. 


L’appui de notre gouvernement et, jespere, de tous les 
partis, en faveur de l’émergence de Montréal comme force 
dans le Canada est bien réel. C’est une question tres 
importante. C’est cette ville qui a fait les premiers pas, 
pour étre ensuite rejointe et appuyée par les milieux de 
Vancouver, a trés juste titre selon moi, en raison des liens 
que cette derniére ville entretient avec la ceinture du 
Pacifique en croissance rapide; ils considéraient que ce 
serait lA un bon projet pour le Canada, pour Montréal et 
pour Vancouver. 


Dire—et ces chiffres, qui nous parviennent, manquent 
de précision—qu’il pourrait y avoir 11l.emplois) “17 
emplois ou quelque autre chiffre... Nous avons visite 
certaines banques 4 New York et avons été accueillis, a 
titre de comité, par les dirigeants et les cadres de banques 
internationales qui se livrent a ce genre d’activite dans des 
locaux assez importants, dont une partie est consacrée aux 
opérations bancaires internationales. 


Il est vrai que les limites qui seraient imposees aux 
opérations bancaires internationales ont été mentionnées 
par M. Warner. La limitation des préts et des dépots a la 
clientéle étrangére constitue une restriction, mais cela est 
admis. Nous avons seulement le sentiment que, grace a ces 
centres bancaires internationaux, le Canada peut devenir 
une solution de  rechange tres raisonnable et 
concurrentielle pour les investisseurs internationaux. 


Je tiens a bien préciser, et 4 faire savoir au Comite, 
quil s’agit la d’une préoccupation tres sérieuse a 
Montréal, et je sens les mémes réactions dans d'autres 


régions du Canada, en particulier a Vancouver, pour qui . 


ce projet de loi particulier devrait étre adopté dans la 
forme ou il a été propose, ce que j espere. 


Jespére également, en raison de l’exposé tres sens€ 
présenté par notre collegue, M. Warner, qui cherche 
aujourd’hui a ce qu’on favorise le développement des 
activités et des possibilités dans ce coin de sa 
circonscription, qu’un effort particulier sera consenti 
pour répondre a ses préoccupations, meme si l'on sé 
borne a en faire une attraction touristique, Norm—parce 
que vous en avez fait une description tres interessante et 
que, comme je n’habite pas loin, je viendrai y faire un 
tour. 
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Mr. Minaker: First tourist? 


Mr. Layton: I want to bring it back to the sense that 
there is a considerable degree of consequence in this 
legislation for the two communities that have asked for 
this legislation, this promotion, and I think they both take 
it very seriously. I know that I came for a meeting only 
this morning devoted to this and other subjects of trying 
to put Montreal back into this mainstream in Canada. 


Mr. Cassidy: I was not quite sure if what I heard from 
Mr. Layton, since we are dealing with the amendment put 
forward by Mr. Warner, whether Mr. Layton has a 
position on that amendment. Do you support it? 


Mr. Layton: No. I would feel that the two communities 
that have asked for this special consideration... it has 
been very clear. We have looked at it, and what this 
committee found in its report would address itself to those 
concerns. 

Mr. Cassidy: If I may be blunt, if it was a condition of 
Mr. Warner’s vote for Montreal and Vancouver that 
Akwesasne, the reserve, was included, would you support 
it then? 


Mr. Layton: There is no such consideration. 


Mr. Belsher: I would just like to pick up on what the 
member from Montreal has been saying, in that this is 
something that has been studied for some considerable 
months, and was also in the last budget speech that the 
Finance Minister brought forward. I can assure Mr. 
Warner that while I find his proposition to us very, very 
intriguing, nevertheless if I was to support this, I would 
have severe criticism from aréas within British Columbia 
that could have put forward just as compelling an 
argument why they should be considered as well, and I 
can think of some that would be even in Fraser Valley 
East, and yet that is not what we are here for. 


We are here to deal with the proposition of two cities 
in Our country—that was the thrust of the legislation that 
is before us. It was not a case of adding another 
community to it, or a third or a fourth community to it at 
this time, and so I would have to vote against it, but yet 
hope that it would not precipitate the main thrust of this 
going through. 


Mr. Cassidy: Has Mr. Warner contemplated the 
possibility, given Mrs. Collins’ suggestions that we should 
walk before we run, and I am sure that he may agree, that 
perhaps the reserve in his area should be considered for at 
least a status prior to Montreal and Vancouver? 


Mr. Warner: Well, I think I answered that by saying 
this legislation really is. . . 


The Chairman: Particularly since it has an 
international concept—it issues its own passports, and so 
On. It could do some international banking perhaps 
without this law. I suspect it could open up banks and 
take deposits of Canadians, and lend them out in New 
York State, and not worry about withholding taxes and all 


[Traduction| 
M. Minaker: Le premier touriste? 


M. Layton: Je voudrais qu’on comprenne que ce projet 
de loi est lourd de conséquences pour les deux villes qui 
ont réclamé ce texte législatif, cette promotion, et je crois 
que les deux villes prennent la chose trés au sérieux. Je 
sais que je suis venu assister a une réunion, Juste ce matin, 
qui etait consacrée a cette question et a d’autres moyens 
d’essayer de ramener Montréal au coeur de la vie 
économique au Canada. 


M. Cassidy: Je ne sais pas trop si ce que vient de dire 
M. Layton, étant donné que nous étudions l’'amendement 
propose par M. Warner, exprime le point de vue de M. 
Layton a ce sujet. Appuyez-vous l’amendement? 


M. Layton: Non. J’estime que les deux villes qui ont 
demandé ce traitement particulier... Le dossier était trés 
Clair. Nous Vavons étudié, et les conclusions exprimeées 
par le Comité dans son rapport visent a répondre a ces 
préoccupations. 


M. Cassidy: Si je peux me permettre d’étre brutal, si M. 
Warner faisait dépendre son vote en faveur de Montréal et 
de Vancouver de l’inclusion de la réserve d’Akwesasne, 
appuieriez-vous son amendement? 


M. Layton: II n’en est pas question. 


M. Belsher: J’aimerais seulement reprendre ce qu’a 
déclaré le député de Montréal, a savoir qu il s’agit d’une 
question que l’on étudie depuis plusieurs mois et qui 
figurait aussi dans le dernier discours du budget prononcé 
par le ministre des Finances. Je puis assurer 4 M. Warner 
que, méme si je trouve sa proposition trés, trés 
intriguante, méme si je devais l’appuyer, je ferais V’objet 
de vives critiques dans des régions de la Colombie- 
Britannique qui auraient pu présenter un dossier tout 
aussi Convaincant pour que leur cas soit également étudié: 
je pense méme a certaines régions qui se trouvent dans la 
circonscription de Fraser Valley East, et pourtant nous ne 
sommes pas ici pour en discuter. 


Nous sommes ici pour étudier la proposition de deux 
villes canadiennes—voila le grand théme qui inspire le 
projet de loi dont nous sommes saisis. Il n’était alors pas 
question d’y ajouter une autre localité, voire une 
troisieéme Ou une quatriéme, de sorte que je devrais voter 
contre l’amendement, tout en espérant que cela ne 
preécipiterait pas l’adoption des principales dispositions. 


M. Cassidy: M. Warner a-t-il envisagé la possibilité, 
étant donné l’opinion de M™® Collins, que procédions 
par é€tapes. Je suis sar qu’il peut étre d’accord, que 
peut-etre la réserve située dans sa région devrait passer au 
moins avant Montréal et Vancouver? 


M. Warner: Eh bien, je crois y avoir répondu en 
déclarant qu’en réalité ce projet de loi est.. 


Le président: En particulier du fait qu’elle a une 
dimension  internationale—elle délivre ses propres 
passeports, etc. Elle pourrait effectuer certaines opérations 
bancaires internationales, peut-étre sans cette loi. J’ai 
Vimpression qu'elle pourrait ouvrir des banques, recevoir 
des depots de clients canadiens et les préter dans l’Etat de 


[|Text| 


of those nasty things, and interfere with the banking 
Operations. 


e 1655 


Mr. Cassidy: I adjust a bit the point I made earlier, 
which is if you apply this to one reserve, you should 
consider applying it to all. The status of other reserves is 
not that different. I have to say that if I were the leader of 
a native organization, | would be hardpressed to see how 
one particular group of native people should get that kind 
of precedence. 


Mr. McCrossan: I have some questions for the officials 
on this amendment and they have to do with the tax 
aspects of the reserve. The Chairman raised the point I 
was going to raise, as to whether international banking 
could be done on the reserve on a tax-free basis by any 
corporation or bank incorporated on the reserve. We have 
already heard testimony that payroll taxes are not subject 
to Government of Canada income tax. Is that correct? 


Mr. Farber: Yes, that is correct to the extent that the 
receipt of the salary is with respect to a business that is 
Operating on the reserve. 


Mr. McCrossan: Is it true then that a business on the 
reserve pays no corporate income tax, if it is a small 
incorporated business? 


Mr. Farber: No, that is not true. It would pay tax like 
any other corporation. 


Mr. McCrossan: Even with respect to the business done 
on the reserve? 


Mr. Farber: That is right. If it is a corporation, it would 
be incorporated either under the laws of the province or 
under the Canada Corporations Act. The corporation 
would be subject to tax in the normal course. However, 
the salaries that would be paid to the employees and/or 
the shareholders of such an Indian corporation on the 
reserve would be exempt in the normal fashion. 


Mr. Attewell: Suppose they wanted to work it for a 
break-even situation. Let us say you had a couple of major 
shareholders and they took large salaries. Then there are 
ways you would not pay a cent of tax, even though it is a 
corporation, right? 


Mr. Farber: I am not here to counsel anybody as to 
how to get around the corporate taxation rules. I will say 
that if salaries paid to shareholder employees are 
reasonable in the circumstances and are deductible 
expenses, then there is no reason why they would not be 
treated in the same manner as all other salaries. However, 
there is a reasonableness aspect to deductions under the 
Income Tax Act. Therefore, they would have to abide by 
all those rules. 


Mr. Attewell: I am sorry, Mr. McCrossan, I did not 
mean to get you off your line of questioning. 
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New York, sans se soucier des retenues fisGalesmetae 
toutes ces tracasseries et s’immiscer dans les operations 
bancaires. 


M. Cassidy: Je fais une petite mise au point a propos de 
ce que je disais plus t6t. Si Von applique cela .a une 
réserve, il faudrait considérer de l’appliquer a toutes les 
autres. La situation n’est pas tellement différente dans les 
autres réserves. Si j’étais chef d’un groupe autochtone, je 
verrais mal qu’un groupe particulier puisse bénificier 
d’un tel précédent. 


M. McCrossan: J’ai quelques questions a poser aux 
hauts fonctionnaires au sujet de cet amendement. Elles 
portent sur les aspects fiscaux de la réserve. Le président a 
justement soulevé ce point, lorsqu’il a demande si une 
société Ou une banque constituée dans la réserve pourrait 
effectuer des opérations bancaires internationales en 
franchise d’impét dans la réserve méme. Des temoins 
nous ont dit que les salaires verses dans les réserves 
n’étaient pas assujettis a l’impot fédéral. Cela est-il juste? 


M. Farber: Oui, c’est juste, dans la mesure ou le salaire 
en question est versé par une entreprise active dans la 
réserve. 


M. McCrossan: Est-il vrai qu’une petite entreprise 
constituée en société, active dans une réserve, ne paie pas 
d’impét sur les sociétés? 

M. Farber: Non, ce n’est pas vrai. Elle paie des impots 
comme toute autre société. 


M. McCrossan: Méme sur ses activités exercées dans les 
limites de la réserve? 


M. Farber: Oui. S’il s’agit d’une société, elle est 
constituée en vertu des lois de la province ou de la Loi 
sur les corporations canadiennes. Elle est donc assujettie a. 
Vimpot comme toute autre société. Toutefois, les salaires | 
qui sont versés aux employés et aux actionnaires d’une 
société indienne active dans la réserve sont exonérés selon 
les régles que l’on connait. 


M. Attewell: Supposons que les actionnaires d’une | 
société veuillent faire en sorte que leur société ne paie. 
aucun impot. Il leur suffirait alors de se verser de gros 
salaires. Il est donc possible qu’une entreprise, méme 
constituée en société, ne paie pas d’impot. n’est-ce pas? 


M. Farber: Je ne suis pas ici pour donner des conseils, 
sur la fagon de déjouer les régles applicables a Vimpot sur, 
les sociétés. Je dirai toutefois que si les salaires versés a des 
employés actionnaires sont  raisonnables, selon _ les, 
circonstances, et qu’ils constituent des dépenses , 
déductibles, il n’y a aucune raison pour quils ne soient 
pas assujettis aux mémes regles que tout autre salaire. Il y 
a toutefois des régles a propos de ce que l'on peut 
considérer comme des déductions raisonnables dans la Loi 
de l’impét sur le revenu. Ils devraient donc se conformer, 
a toutes ces regles. | 


M. Attewell: Je m’excuse, monsieur McCrossan, je ne 
voulais pas faire dévier la conversation. 
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Mr. McCrossan: How is it then that individuals are 
exempt from taxes if they carry on a non-incorporated 
business, but their corporations are not exempt from 
taxes? What are the special characteristics? [I thought 
corporations were treated as persons. Are they not treated 
as persons domiciled on the reserve? 


‘ 


Mr. Farber: There is no corporation I know of that is a 
status Indian. Only status Indians are exempt from 
taxation. I believe that is pursuant to the Indian Act. 


Mr. McCrossan: So it is not being a resident of the 
reserve which counts? 


The Chairman: You have to be a status Indian resident 
On the reserve. 


Mr. Farber: That is exactly right, Mr. Chairman. 


Mr. McCrossan: I would also like to ask the officials 
about their considerations in designating two centres. We 
never had, during our hearings, extensive discussions on 
restricting the number to two, nor on what the impact 
would be on Canada of having three centres as Opposed to 
two. There are some people who Suggested it should be all 
centres, as in the States, where any state can designate, I 
believe, one or two centres. There were a number of briefs 
presented that way. Indeed, we have notice of an 
amendment from the Liberal Party to that effect. But what 
led to choosing the magic number two and why would 
three be detrimental? Or indeed could three be 
incremental for Canada? 


* 1700 


Mr. Farber: Mr. Chairman, I would first like to 
introduce one of my colleagues, Brian Ernewein, who has 
been working on the international banking centre 
legislation for some time now. He will aid me in some of 
‘my answers or give them himself. 


But in direct reply to Mr. McCrossan’s question, it was 
not a question of picking two or three or four. The 
number was not the issue. It was the location of both 
Vancouver and Montreal as strategic locations which was 
the relevant issue. I suppose if there was another strategic 
location, it may well have been there. The number had 
‘nothing to do with it. 
| 


| Mr. McCrossan: I see. So Mr. Warner has presented 
some interesting arguments as to why this has strategic 
mplications. Has the department looked at these types of 
irguments or even the argument of Halifax? Halifax used 
0 be an important banking centre prior to Confederation. 
Gradually the business has tended to drift towards central 
‘-anada and from Montreal to Toronto. 
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M. McCrossan: Comment se fait-il, alors, que les 
particuliers qui possédent de petites entreprises non 
constituées en sociétés soient exonérés d’impot et qu’il en 
soit autrement pour les sociétés? Qu’est-ce qui justifie 
cela? Je pensais que les sociétés étaient considérées 
comme des particuliers. Ne sont-elles pas considérées de 
la méme fagon que des particuliers domiciliés dans les 
limites de la réserve? 


M. Farber: Je ne connais aucune société qui soit 
considérée comme un Indien inscrit. Seuls les Indiens 
inscrits sont exonérés d’impot. Je pense que cela découle 
de la Loi sur les Indiens. 


M. McCrossan: Ce n’est donc pas le fait d’étre résident 
dune réserve qui compte? 


Le président: Il faut étre résident de la réserve et avoir 
le statut d’Indien inscrit. 


M. Farber: C’est tout a fait juste, monsieur le président. 


M. McCrossan: Je voudrais aussi discuter un peu avec 
les hauts fonctionnaires de ce qu’ils pensent de la 
designation de deux centres. Au cours de nos audiences, 
nous n’avons jamais vraiment discuté de la limitation A 
deux centres, ni des effets que cela pourrait avoir au 
Canada s’il y avait trois centres plutot que deux. Certaines 
personnes préféreraient que toutes les provinces puissent 
désigner des centres, comme aux Etats-Unis, ot chaque 
Etat peut désigner, je crois, un ou deux centres. Nous 
avons regu de nombreux mémoires dans lesquels on 
faisait cette proposition. II y a mé€me un avis 
d’amendement de la part du parti libéral a cet effet. 
Pourquoi a-ton décidé qu’il y aurait deux centres plutot 
que trois? Pourquoi serait-il risqué qu'il y en ait trois? Se 
pourrait-il que ce puisse étre, au contraire, avantageux 
pour le Canada? 


M. Farber: Monsieur le président, permettez-moi tout 
d’abord de vous présenter l’un de mes collegues, M. Brian 
Ernewein, qui a consacré passablement de temps a la Loi 
Sur les centres bancaires internationaux. Je compte sur lui 
pour m/aider a répondre 4 certaines questions, et il 
répondra lui-méme 4 certaines autres. 


Mais pour répondre a la question de M. McCrossan, ce 
n’est pas tellement le nombre de centres qui importait, 
mais la valeur stratégique des villes ow ils seraient situés, 
en l’occurrence, Vancouver et Montréal. Je suppose que 
s'il y avait eu un autre endroit stratégique, il aurait aussi 
eté désigné. Le nombre de centres n’a rien eu 4 voir dans 
toute l’affaire. 


M. McCrossan: Je vois. M. Warner nous a donc 
présenté un certain nombre d’arguments __plutét 
intéressants qui démontrent qu’il S’agissait de choix 


stratégiques. Votre ministére en a-t-il tenu compte ou a-t- 
il méme songé a Halifax? Avant la Confédération,. Halifax 
était un important centre bancaire. Petit a petit, les 
activités se sont déplacées vers le centre du Canada, puis 
de Montréal a Toronto. 
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[ can understand picking the strategic centres. Perhaps 
you could outline why the number of strategic centres 
that were determined to be acceptable were those two. To 
what extent did you look at situations such as this reserve, 
or a situation such as Halifax? 


Mr. Farber: Mr. Chairman, again I want to reiterate the 
number two had nothing to do with it. It was a strategic 
location of both Vancouver and Montreal—Vancouver 
with regard to its strategic position in contacts with 
respect to the Pacific Rim, and Montreal with respect to 
its strategic location and the very nature of the business 
that it conducts in European countries. 


That was the choice at the time. It was also a choice of 
Montreal in the context of establishing that kind of 
activity in Montreal, given its historical banking nature. 
We did not look at the reserve we have been talking 
about. I can tell you, at least from my vantage point, I did 
not know they were interested in becoming an IBC until 
today. 


Mr. McCrossan: One of the things you just mentioned 
struck me. I guess we have had the Opposite arguments 
from the opposition. The argument in the last little while 
has been that we have been putting too much 
concentration on our trade with the States. But in your 
résumé of choosing the two centres, you indicated that 
Montreal was very logical in terms of international 
banking across the Atlantic, and Vancouver was 
strategically poised for international banking across the 
Pacific. 


Mr. Warner has made the case that the Akwesasne 
Reserve is strategically placed for international banking 
with the United States, which seems to be a reasonably 
major market that you left out of your considerations for 
international banking. I wonder to what extent you 
considered international banking dealing with the States 
and whether another city other than Montreal or 
Vancouver was strategically placed? 


Mr. Brian Ernewein (Tax Policy Officer, Tax Policy 
and Legislative Branch, Department of Finance): First of 
all. I believe our banks have established quite a presence 
in the U'S., and it is not clear whether or not they need to 
conduct that from Canada. It is certain, I am sure— 


Mr. McCrossan: While you are answering that 
question, could I just raise the issue of the Schedule Bs? I 
understand for the Schedule As that is true, they have 
branching networks in the States. But the Schedule B 
could not in the States. 


Mr. Ernewein: With the Schedule Bs in large part they 
are foreign banks coming to operate in Canada. It is not 
the reverse situation where they are starting their 
operation, have their head office in Canada and wish to— 


[Translation| 


Je comprends bien l’argument des centres stratégiques. 
Vous pourriez peut-étre nous expliquer pourquoi on a 
reconnu ces deux villes comme des centres stratégiques. 
Avez-vous songé a cette réserve ou a Halifax, par 
exemple? 


M. Farber: Monsieur le président, je répete que le 
nombre de centres n’a jamais été un facteur important. 
C’est la situation stratégique de Vancouver et de Montréal 
qui a motivé la décision—Vancouver, a’ <causep der sa 
situation par rapport aux pays du Pacifique, et Montréal, a 
cause de sa situation stratégique par rapport aux pays 
européens et du caractére méme des relations d’affaires 
qu’elle entretient avec ces pays. 


C’est cette raison qui explique le choix fait a ce 
moment-la. On a aussi retenu Montréal afin d’y etablir ce 
genre d’activité, a cause de son expérience passee en la 
matiere. Nous n’avons pas songé a la réserve dont vous 
parlez. Je vous avouerai qu’avant aujourd’huli, je ne savais 
pas que cette réserve aimerait devenir un centre bancaire 
international. 


M. McCrossan: L’une des choses que vous venez de 
dire m’a particuligrement frappé. Je crois meme que 
opposition a justement soutenu le contraire. On dit que 
depuis quelque temps, nous nous sommes beaucoup trop 
concentrés sur nos relations commerciales avec les Etats- 
Unis. Mais dans votre résumé au sujet du choix des deux 
centres, vous dites que le choix de Montréal était tres 
logique en fonction des activités bancaires internationales 
avec les pays de l’Atlantique, et celui de Vancouver, tout 
aussi logique, du point de vue des activités bancaires 
internationales avec les pays du Pacifique. 


M. Warner a fait valoir que la réserve Akwesasne est 
stratégiquement bien placée pour des activites bancaires 
internationales avec les Etats-Unis, qui semblent 
représenter un marché raisonnablement important que 
vous avez laissé de cdté. Dans le cadre de vos travaux, 
dans quelle mesure avez-yous songé aux activites bancaires 
internationales avec les Etats-Unis, et avez-vous considéré 
qu’une autre ville que Montréal ou Vancouver pourrait 
avoir une meilleure situation stratégique? 


M. Brian Ernewein (agent de la politique de l’impot, 
Direction de la politique et de la legislation de limpot, 
ministére des Finances): Je dirai tout d’abord que nos 
banques sont aujourd’hui trés présentes aux Etats-Unis, et 
il n’est pas évident qu’un tel centre leur serait nécessaire 
au Canada. Je suis persuadé que. . . 


M. McCrossan: Puis-je vous interrompre un_ petit 
instant pour soulever la question des banques de annexe 
B? Pour les banques de l’annexe A, ce que vous dites est 
vrai, elles ont en effet des réseaux de succursales aux Etats- 
Unis. Mais ce n’est pas le cas des banques de l’annexe B. 


M. Ernewein: Dans la plupart des cas, les banques de 
Vannexe B sont des succursales que des banques 
étrangéres ont établies au Canada. La situation n’est pas la 
méme que dans cette réserve ou la succursale vient 
d’entrer en activité, a son siége social au Canada, et 
désive.... 
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Mr. McCrossan: If you take the example of a Schedule 
B with an Asian parent... Obviously we know that the 
Japanese financial institutions are becoming exceptionally 
important. It seemed to me we heard evidence during our 
travels that a number of financial institutions wanted 
access to the U.S. market without taking U.S. sovereign 
risk. Does that not suggest a certain logic to Mr. Warner’s 
presentation? 


ea LOS 


Mr. Ernewein: International banking is not walk-in 
business. Having someone on the border will not be key 
to establishing or attracting new business. It is a question 
of whether you have the infrastructure and— 


Mr. McCrossan: If I think of normal international 
banking as done in New York, for example, does the bill 
before us not anticipate something else? It requires that 
almost all the business be done in the city specified to 
qualify as international banking. Does it not imply that 
you are looking for walk-in business? If it were applied 
for abroad, it would almost disqualify under this 
restrictive legislation. 


Mr. Ernewein: I do not believe it is the case. The 
legislation requires that the activities performed in 
Canada— 


Mr. McCrossan: Solicitation was one of them. 


Mr. Ernewein: That is correct. It can be an aspect that 
will render it eligible for the international banking centre 
provisions. ' 


The Chairman: You only have to do one of the things. 
It can solicit, manage or— 


Mr. McCrossan: Does that not prove the argument? So 
long as they set up the service centre Mr. Warner is 
talking about and do one of those functions on the 
reserve, given that it is already in part of New York State, 
there is a significant advantage for banking with the 
United States. 


Mr. Ernewein: I do not know that it would necessarily 
follow. 


Mr. McCrossan: If it would not necessarily follow, can 
you see any disadvantages which would flow to Canada by 
Virtue of naming the reserve? 


Mr. Ernewein: Perhaps it is not achieving a greal deal. 


Mr. McCrossan: Can any of the officials see any 
disadvantage in accepting Mr. Warner’s amendment? 


Mr. Farber: We are not here to debate that issue. We 


' are here to give you answers on the international banking 


centre proposal as contained in Bill C-64. I am not at 


_ liberty to tell you whether my Minister would agree with 
Naming any other location, the reserve or any other place. 
_ This is the bill on which we are here to give you answers. 


[Traduction| 
M. McCrossan: Prenons l’exemple d’une banque de 
l’annexe B dont le siége social est situé en Asie... Nous 


savons, evidemment, que l’importance des institutions 
financiéres japonaises croit d’une maniére exponentielle. 
Au cours de nos audiences, des témoins nous ont dit 
qu’un certain nombre d’institutions  financiéres 
souhaitaient avoir accés au marché américain sans vouloir 
assumer le risque souverain aux E.-U. Cela ne confére-t-il 
pas une certaine logique a l’exposé de M. Warner? 


M. Ernewein: Un centre bancaire international n’offre 
pas de services au comptoir. Le fait d’avoir un centre a la 
frontiére n/’attirera pas davantage de clients. Ce qui 
importe, c’est l’infrastructure et. . . 


M. McCrossan: Ce projet de loi ne prévoit-il pas autre 
chose, comme les activités bancaires internationales 
normales exercées 4 New York, par exemple? Pour que 
ces activités soient reconnues comme des _ activités 
internationales, il exige qu’elles s’effectuent presque 
completement dans les limites de la ville. Cela ne revient- 
il pas a un service au comptoir? Si on Vappliquait aux 
Opérations a l’étranger, cette loi restrictive éliminerait 
presque ces activités. 


M. Ernewein: Je ne pense pas que ce soit le cas. La loi 
exige que les activités exercées au Canada. . . 


M. McCrossan: La sollicitation est l’une de ces activités. 


M. Ernewein: C’est juste. Ce peut étre un aspect qui le 
rendra admissible en vertu des dispositions relatives aux 
centres bancaires internationaux. 


Le président: II suffit d’une seule activité. On peut faire 
de la sollicitation, gérer ou... 


M. McCrossan: Cela ne justifie-t-il pas la chose? Si l’on 
€tablit le centre de services dont parle M. Warner et si 
l’on exécute l'une de ces fonctions dans la réserve, compte 
tenu qu’elle se trouve déja en partie dans l’Etat de New 
York, elle offre d’importants avantages pour des activités 
bancaires avec les Etats-Unis. 


M. Ernewein: Je ne sais pas si ce serait forcément le 
cas. 


M. McCrossan: Si ce n’était pas forcément le cas, 
verriez-vous quelques désavantages pour le Canada si l’on 
désignait cette réserve? 


M. Ernewein: Ce ne serait peut-étre pas si avantageux 
que cela. 


M. McCrossan: Voyez-vous un inconvénient a accepter 
la modification que propose M. Warner? 


M. Farber: Nous ne sommes pas ici aujourd’hui pour 
discuter de cette question. Nous sommes venus vous 
rencontrer pour répondre a vos questions au sujet de la 
proposition de centres bancaires internationaux présentée 
dans le projet de loi C-64. Je ne peux pas vous dire si le 
ministre accepterait de désigner un autre endroit, que ce 
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I think the question can only be answered by Mr. Wilson. 
I do not propose— 


Mr. McCrossan: Would there be any added tax cost? 


Mr. Farber: We do not think there is very much of a 
tax cost with the two cities chosen already. I think the 
point has been made clear time and again. We are only 
picking up international banking activities, deposits and 
loans to non-residents; we are not trying to move activity 
around within the country. To the extent that this is 
hypothetically a possibility, I do not see any additional tax 
cost. 


Mr. Belsher: Would there be added inspection costs if 
they were scattered beyond the two cities? Obviously you 
would have to do some inspection on these centres, would 
you not? Would it not create an added cost of the— 


Mr. Ernewein: If I understand the previous discussion, 
there are no branches on the reserve now. 


Mr. Belsher: I am talking about if you were to open it 
up as Miss Nicholson is suggesting in her amendment, 
where it would be any location in Canada, would that not 
increase inspection and operating costs of your 
department? 


Mr. Ernewein: I think it might, but I do not believe we 
can give you any idea of the significance of it. 


Mr. Belsher: It might add costs to the government 
rather than just for the two cities named. 


Mr. Farber: I am sure you appreciate that we are not 
banking experts. I do not know to what extent the 
Inspector General of Banks would get involved in it. I 
suppose theoretically the more there are, the higher the 
potential cost of those administrative kinds of services. 


Mr. Belsher: Mr. Chairman, [| raised it with you and 
the clerk. The motion might be out of order because it 
would increase costs to the government and was being put 
forward by an opposition member or a non-government— 


The Chairman: I do not think there is any further 
imposition on the Crown on the normal rulings. How 
would withholding tax apply between the United States 
and Canada? Would a bank on the reserve be subject to 
withholding tax if it paid money to residents of the United 
States? 


e710 


Mr. Ernewein: I do not think that our withholding tax 
rules deal with this specifically. To the extent that a 
payment is made from a Canadian resident to a non- 
resident, it is generally subject to withholding tax 


[Translation| 

soit la réserve en question ou quelque autre ville. Nous 

sommes ici pour répondre a vos questions au sujet du 

projet de loi. Seul M. Wilson pourrait répondre a celle-la. 

Je ne propose pas... 
M. McCrossan: 

fiscaux? 


Cela entrainerait-il d’autres couts 


M. Farber: Nous ne pensons pas que ce soit le cas pour 
les deux villes qui ont déja été choisies. On Ia d’ailleurs 
démontré a maintes et maintes reprises. Tout l’exercice 
n’a pour but que d’attirer certaines activités bancaires 
internationales au Canada, gérer des préts et des depots de 
non-résidents; l’objectif n’est pas d’étendre ces activités 
dans tout le pays. Dans la mesure ou cette entreprise est 
possible, je ne vois aucun cout fiscal additionnel. 


M. Belsher: Si les activités n’étaient pas concentreées 
dans ces deux villes, cela entrainerait-il des frais 
d’inspection additionnels? Il faudrait evidemment faire 
des inspections dans ces centres, nest-ce pas? Cela 
n’augmenterait-il pas les frais. . . 


M. Ernewein: Si je comprends bien ce que l’on a dit 
tout a l’heure, il n’y a pas de succursale dans la réserve a 
V’heure actuelle. 


M. Belsher: Si l’on établissait d’autres centres au 
Canada, comme le suggere M!'€ Nicholson dans 
Vamendement qu’elle propose, ou que ce soit au Canada, 
cela n’augmenterait-il pas les frais d’inspection et de 
fonctionnement de votre ministere? 


M. Ernewein: Oui, probablement, mais je ne sais pas 
dans quelle mesure. 


M. Belsher: Il en couiterait probablement plus cher au 
gouvernement que s'il n’y avait que les deux centres 
désignés. 

M. Farber: Vous comprenez bien que nous ne sommes 
pas des experts du domaine bancaire. Je ne sais pas dans 
quelle mesure l’inspecteur général des banques devrait 


intervenir dans tout cela. Plus il y aurait de centres, je- 
suppose, plus les frais de ces services administratifs | 


risqueraient d’étre élevés. 


M. Belsher: Monsieur le président, j’ai discuté de la 


question avec vous ainsi qu’avec le greffier. La motion ne | 


peut étre admise parce qu’elle augmenterait les dépenses — 
du gouvernement. Elle a été proposée par un député de : 


Vopposition ou... 


Le président: Je ne crois pas que cela impose quoi que / 
ce soit de plus a la Couronne par rapport aux decisions 
habituelles. Comment s’appliquerait la retenue fiscale | 
entre les Etats-Unis et le Canada? Une banque installée 
dans la réserve serait-elle assujettie 4 la retenue fiscale si 
elle versait de l’argent a des résidents des Etats-Unis? 


M. Ernewein: Je ne crois pas qu’il en soit question | 
spécifiquement dans nos régles relatives a la retenuey 
fiscale. Toute somme que verse un résident canadien a un- 
non-résident est généralement assujettie a la retenue 


| 
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although, as you are well aware, Mr. Chairman, there are 
a number of exceptions, particularly with respect to 
members of the Canadian Payments Association, 
including the chartered banks. The withholding tax 
payments made by the bank to a non-resident may in fact 
be exempt now, irrespective of whether it is in the reserve 
Or not. 


| Mr. McCrossan: Does this not suggest another 
important reason for considering it? In the committee’s 
‘report, we identified withholding tax as a major stumbling 
block, particularly with respect to international banking 
-as it affects the United States. If you are saying this is a 
location in Canada where we can get rid of the 
withholding tax problem, which was, I believe, our first— 


Mrs. Collins: This is not what he said. 


Mr. Ernewein: I do not believe it is a Canadian 
withholding tax problem you were identifying. Was it not 
the foreign withholding taxes, the taxes imposed, for 
example, by the US., with which the report was 
concerned? 


_ The Chairman: Foreign withholding taxes as well. In 
other words, the U'S. withholding taxes would not apply 
‘because the money would be paid from New York State. 
‘Canadian withholding tax would not be applied because 
the money would be paid... In other words, in this 
particular location, withholding tax would not apply at 
all, would it? 


Mr. McCrossan: It is a very interesting question. It 
seemed to me that it would have advantages over every 
other city in Canada if it were so. 


_ Mr. Ernewein: If you are talking about a Canadian 
bank making a payment, the issue of whether or not it is 
Subject to withholding tax is generally not determined by 
Where the payment is made from or to. It can be made to 
a non-resident in Canada and it may still attract 
withholding tax. The location of the residence is the 
relevant key, not the location or where the particular 
Person or corporation is located. 


Mr. McCrossan: Will you go through it again? It is the 
‘residence of the borrower. 


Mr. Ernewein: This is right; in the case of a bank, it is 
che type of taxpayer as well. 


_ As a general proposition, Canadian banks will not be 
“equired to withhold non-resident withholding tax on 
dehalf of the non-resident from whom they borrowed 
noney and are paying interest to. There is a very broad 


“-xemption for them. 
Mr. McCrossan: As far as we are concerned. 


, Mr. Ernewein: From a Canadian withholding tax 
Jerspective, yes. 


| Mr. McCrossan: What is the status of this reserve with 
‘€spect to U.S. withholding tax for loans that might be 
‘nade through this reserve? 


| Traduction| 


fiscale, malgré qu’il y a de nombreuses exceptions, 
monsieur le président, comme vous le savez tres bien, 
particuliérement en ce qui a trait aux membres de 
l’Association canadienne des paiements, et notamment les 
banques a charte. Il se peut fort bien que les paiements 
d’une banque a un non-résident soient maintenant 
exempts d’impot, qu’elle soit dans la réserve ou non. 


M. McCrossan: Cela ne _ justifie-t-il pas encore 
davantage de considérer de désigner la réserve? Dans le 
rapport du Comité, nous reconnaissions la retenue fiscale 
comme l’une des principales difficultés, particuligrement 
en ce qui a trait aux activités bancaires a caractére 
international avec les Etats-Unis. Si vous reconnaissez 
cette reserve comme un endroit permettant d’éliminer le 
probleme lié a la retenue fiscale, qui était, Je crois, le 
principal. . . 


Mme Collins: Ce n’est pas ce qu’il a dit. 


M. Ernewein: Je ne crois pas que le probleme était la 
retenue fiscale canadienne. N’était-ce pas plut6t les 
retenues fiscales €trangéres, les impdts exigés, par 
exemple, par les Etats-Unis, qui étaient le véritable 
probleme? 


Le président: Et les retenues fiscales €trangeéres aussi. 
Autrement dit, la retenue fiscale américaine ne 
s’appliquerait pas parce que l’argent serait versé a partir 
de l’Etat de New York. La retenue fiscale canadienne ne 
s'appliquerait pas non plus parce que Vargent serait 
versé... En d’autres termes, dans cette réserve, aucune 
retenue fiscale ne s’appliquerait, n’est-ce pas? 


M. McCrossan: C’est une question trés intéressante. Si 
c’était le cas, j’ai l’impression que cette réserve serait le 
meilleur endroit du Canada pour un tel centre. 


M. Ernewein: Quand une banque canadienne effectue 
un paiement, ce n’est généralement pas l’endroit d’ou 
provient le paiement ou sa_ destination qui sert a 
determiner si la retenue fiscale s’applique. Le paiement 
peut étre fait 4 un non-résident au Canada et malgré cela, 
étre assujetti a la retenue fiscale. C’est le lieu de résidence 
qui importe, et non l’endroit ot se trouve la personne ou 
la société en cause. 


M. McCrossan: Pouvez-vous répéter cela? C’est le lieu 
de résidence de l’emprunteur. 


M. Ernewein: Oui. Dans le cas d’une banque, il y a 
aussi la catégorie de contribuable qui compte. 


Selon la proposition générale, les banques canadiennes 
n’auront pas a effectuer de retenue fiscale au nom d’un 
non-résident dont elles auront emprunté de l’argent et 
auquel elles verseront des intéréts. C’est une exemption 
tres importante pour elles. 


M. McCrossan: Pour les banques canadiennes. 


M. Ernewein: En ce qui a trait a la retenue fiscale 
canadienne, oui. 


M. McCrossan: Quelle est la situation de cette réserve 
en ce qui a trait a la retenue fiscale américaine sur des 
préts qui pourraient étre consentis par cette réserve? 
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Mr. Ernewein: This is a question of U.S. taxation and 
perhaps any special provisions that apply to the— 


Mr. McCrossan: This could be very pertinent to Mr. 
Warner’s amendment. Again going back to the 
committee’s report, we identified that in our opinion the 
IBC proposal would not fly anyway without some change 
in withholding tax treaties. I believe our second 
recommendation here said that the Minister of Finance 
should investigate whether Canada should enter into 
bilateral agreements that would reduce or eliminate the 
withholding tax on gross interest, and the Minister of 
Finance should specifically examine whether such 
agreements would facilitate offshore financial transactions 
being conducted in Canada and whether there would be 
any net impact in terms of tax revenue or other effects. 


I guess the question is: Have we fortuitously, thanks to 
Mr. Warner, found a situation where we already have this 
in force—in this one place—because of the nature of the 
tax treatment of business done in this place? 


Mr. Ernewein: If I may go back, you were asking what 
might happen if this business is done on the reserve but 
in New York State. 


Mr. McCrossan: No, done on the reserve to American 
residents. 


Mr. Ernewein: I would assume from Canada? If it is 
from New York, we really would not have a start. We 
could set up an IBC in respect of— 


Mr. McCrossan: No, we are talking about being located 
in the Canadian part of the reserve but doing business 
with Americans. I think there was some indication 
already that Americans treated business done out of the 
reserve as being American business for purposes of 
American law. And there is talk of businesses that straddle 
the border, indeed. So is there any indication as to 
whether business done on this reserve would not be 
subject to U.S. withholding tax? 


co Ui te} 


Mr. Ernewein: I suppose I am not aware of any special 
treatment provided by the U.S. with respect to payments 
made by American residents to non-residents, including, 
for example, a Canadian resident. In that respect, if a 
Canadian bank were to set up an IBC, or the incentive 
was provided with respect to the St. Regis reserve on the 
Canadian side, barring any special provision in that 
regard, the usual U.S. withholding taxes would apply to 
payments made by an American to a Canadian bank. 


Mr. 
reserve? 


McCrossan: Even though it was made on the 
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M. Ernewein: C’est une question qui releve de la Loi 
de Vimpot américaine, et toute disposition spéciale a cet 
égard pourrait peut-étre. . . 


M. McCrossan: Cela pourrait trés bien s’appliquer a la 
modification que propose M. Warner. Dans le rapport du 
Comité, nous disions que selon nous, la proposition 
relative aux centres bancaires internationaux serait 
inapplicable, 4 moins que l’on apporte une modification 
aux ententes relatives a la retenue fiscale. Dans notre 
deuxiéme recommandation, je crois que nous disions que 
le ministre des Finances devrait examiner l’opportunite 
pour le Canada de conclure des accords bilatéraux afin de 
réduire ou d’éliminer la retenue fiscale sur les intéréts 
bruts, et que le ministre des Finances détermine si de tels 
accords permettraient d’attirer des activités financieéres 
étrangeéres au Canada et si cela aurait des effets positifs sur 
les recettes fiscales ou d’autres répercussions. 


La question que je me pose, c’est si par hasard, grace a 
M. Warner, nous n’aurions pas découvert un endroit ou 
ce serait déja possible—cela se pourrait-il—en raison du 
caractére méme du traitement fiscal des activités a cet 
endroit. 


M. Ernewein: Si je peux revenir un peu en arriere, 
vous demandiez ce qui pourrait arriver si cette activité se 
faisait a partir de la réserve, mais dans |’Etat de New 
York: 


M. McCrossan: Non, 4 partir de la réserve, et a 
V’intention de résidents américains. 


M. Ernewein: A partir du Canada, je suppose? Si 


c’était a partir de \’Etat de New York, cela ne pourrait pas 


marcher. Nous pourrions établir un centre bancaire | 


international... 


M. McCrossan: Non, nous parlons d’un centre bancaire 


qui serait situé du c6té canadien de la réserve, mais qui 


ferait affaire avec des Américains. Je pense que l’on a déja - 
les activités | 


dit que les Américains considerent que 
effectuées a partir de cette réserve sont des activités 


américaines aux fins de la loi américaine. Il y a aussi un . 


certain nombre d’activités qui chevauchent la frontiere. 
Les activités qui s’effectueraient a partir de cette réserve 
seraient-elles assujetties a la retenue fiscale américaine? 


M. Ernewein: A ce que je sache, aucun traitement 


spécial n’est prévu aux Etats-Unis en ce qui a trait a des 


paiements effectués par des résidents américains a des non — 
résidents, y compris, par exemple, un résident canadien. | 
A cet égard, si une banque canadienne établissait un - 


centre bancaire international, ou si on éliminait toute 
disposition spéciale dans la réserve St. Regis du cote 
canadien, la retenue fiscale ameéricaine 
s’appliquerait aux paiements effectués par un Américain a 
une banque canadienne. 


M. McCrossan: Méme s’ils étaient effectués a partir de 
la réserve? 


| 


habituelle — 


| 
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Mr. Ernewein: Barring any exception in that regard. 


Mr. McCrossan: Well, I wonder if we can have some 
confirmation from the U.S. authorities as to what the 
effect would be of an IBC setup on the reserve. Mr. 
Warner has put it forward, and it seems to me that if there 
is a withholding-tax advantage, that is a very strong 
argument in this case and certainly something the 


committee should know about. 


We are already phoning the province of Quebec. 
Perhaps we could phone the embassy across the street. 


Mr. Ernewein: I suspect we would not have the 
answer... 


Mr. Cassidy: Mr. Ernewein, regardless of whether there 
is a net loss in tax terms, as I understand it in an LB @aitea 
deposit is made by a non-resident in Canada, then 
normally interest in that deposit is subject to withholding 
_ tax, is that correct? 


Mr. Ernewein: If it is made with a Canadian bank, no 
it is not, but for Canadian currency deposits... But we 
have extended the exception for Canadian currency 
deposits for the international banking centre provision in 

the same way there is already an exemption for Canadian 
currency deposits for offshore branches of Canadian 
banks. 


Mr. Cassidy: I think you better explain that to me. You 
/ mean to say that if somebody makes an American dollar 
deposit in a Canadian bank» in Canada there is no 
| withholding tax. That is right? 


Mr. Ernewein: That is right. There is an exemption 
there under Part XIII of the act. 


Mr. Cassidy: However, any profit made on_ that 
Particular piece of business by the bank is now subject to 
‘tax. Is that right? 


Mr. Ernewein: Well, it would make no profit per se 
from the deposit, but from the loan which it devotes those 
funds, would it be subject to tax in Canada? Yes. 


Mr. Cassidy: Therefore, if you take a particular 
offshore transaction which involves a deposit and a 
loan. . . if under current law that deposit and loan is made 
in Canada, then any profit from the transaction is subject 
to Canadian tax. Is that right? 


Mr. Ernewein: That is correct, if there is any profit on 
‘that loan. 


_ Mr. Cassidy: If an IBC comes into force, then any 
Profit on the same loan is not subject to tax, is that right? 


Mr. Ernewein: That is the thrust of the incentive, yes. 


Mr. Cassidy: Mr. Chairman, Mr. Ernewein has just 
indicated that but for clause 10 and subclause 63.(1) in 
here, any transaction carried out in Canada would in fact 
attract Canadian corporate tax, which we know. Now if I 


[Traduction] 


M. Ernewein: En faisant abstraction de toute exception 
a cet égard. 


M. McCrossan: Nous pourrions peut-€tre demander 
aux autorités américaines ce qui arriverait si l’on 
€tablissait un centre bancaire international dans la 
réserve. M. Warner l’a proposé, et il me semble que Si 
cette proposition offrait quelque avantage relativement A 
la retenue fiscale, cela militerait énormément exleesa 
faveur, et ce serait sdrement une solution que devrait 
examiner le Comité. 


Nous sommes déja en contact avec la province de 
Québec. Nous pourrions peut-étre appeler aussi 
l’ambassade de I’autre cété de la rue. 


M. Ernewein: Je doute que nous obtenions une 
réponse. . . 


M. Cassidy: Monsieur Ernewein, qu’il y ait ou non 
perte nette d’impot, si je comprends bien, dans un centre 
bancaire international, l’intérét versé sur un dépét 
appartenant a un non résident est assujetti a la retenue 
fiscale, n’est-ce pas? 


M. Ernewein: Si le dép6t est effectué dans une banque 
canadienne, non, il ne l’est pas, mais pour les dépdts en 
devise canadienne... Mais nous avons élargi l’exemption 
au dépot en devise canadienne dans la disposition relative 
aux centres bancaires internationaux, comme c’est déja le 
cas pour les dépdts en devise canadienne effectués dans 
des succursales de banque canadienne a l’étranger. 


M. Cassidy: Il faudrait que vous m’expliquiez cela. 
Vous voulez dire qu’un dépé6t dans une banque 
canadienne, au Canada, en devise américaine n’est pas 
assujetti a la retenue fiscale. Est-ce bien cela? 


M. Ernewein: C’est bien cela. C’est une exemption qui 
est prévue a la partie 13 de la loi. 


M. Cassidy: Toutefois, tout bénéfice que pourrait 
réaliser la banque sur cette opération est aujourd’hui 
assujetti a ’impdot, n’est-ce pas? 


M. Ernewein: Elle ne ferait pas de bénéfice sur le 
dépot méme, mais serait-elle assujettie a l’impdot au 
Canada sur le bénéfice qu’elle réaliserait sur le prét? Oui. 


M. Cassidy: Ainsi. une opération étrangére qui 
prendrait la forme d’un dépét et d’un prét. .. en vertu de 
la loi actuelle, si ce dép6t et ce prét étaient faits au 
Canada, tout bénéfice tiré de cette opération serait 
assujetti a l’impot canadien, n’est-ce pas? 


M. Ernewein: C’est juste, mais si ce prét permet de 
réaliser un bénéfice quelconque. 


M. Cassidy: Mais dans le cas d’un centre bancaire 
international, un tel profit n’est pas assujetti a l’impét, 
n’est-ce pas? 

M. Ernewein: C’est le principal avantage, oui. 

M. Cassidy: Monsieur le président, M. Ernewein vient 
tout juste de confirmer qu’a part l’exemption prévue a 


article 10 et au paragraphe 63.(1), toute opération 
effectuée au Canada serait assujettie 4 l’impét sur les 
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understand it correctly, Mr. Warner’s amendment is to 
add to the number of banking centres, to add a third one 
on the Akwesasne Reserve. [f I understand it, what Mr. 
Warner is suggesting is that business which is done in that 
reserve which would today attract tax would, after his 
amendment, not attract tax. 


If I can take that a little step further—and maybe the 
clerk can tune in to this as well—if business which today 
would attract tax on the reserve would tomorrow, if this 
amendment were passed, not attract tax, that reflects an 
expenditure in terms of a loss of revenue to the Crown. 
As I recall, only the government has the right to move 
motions that involve money expenditures. 


S120 


The Chairman: This is the point Mr. Minaker brought 
forth, but there is a lot of precedent on this particular 
type of situation. There is no direct imposition on the 
Crown by increasing the number of banking centres, 
because there is no evidence that will reduce the 
imposition on the Crown. This is one of those problems 
you always have to rule on, as to whether this creates 
another problem or not. I think there is a lot of precedent 
that this is not a situation that alters the bill so as to create 
a problem that way. 


My only concern about the amendment is that Iam 
wondering whether the amendment is necessary or not. It 
would seem to me you could probably conduct 
international banking on the reserve more effectively than 
anywhere in Canada, simply because I think you could 
operate it without withholding tax. 


Mr. McCrossan: Well, that is something that I have 
asked the officials about. 


The Chairman: In effect, you could probably do a 
whole lot of things in terms of running private accounts 
and the rest. I am just wondering whether this place is not 
a dandy tax shelter, bearing in mind there is evidence 
around that it is already a tax shelter as far as gasoline and 
other taxes are concerned, so perhaps it might have some 
advantage in banking taxes. 


Mr. Attewell: Mr. Warner touched on this, but I do not 
think I got a satisfactory answer. One of my concerns 
initially, and I think other members of the committee 
shared it, was that Canadians can be very proud of the 
number of our world-class banks. They rank very high, 
worldwide, they are international in nature, and I do not 
think any of us would want to do anything that starts to 
diminish or weaken that. You do not build an 
international centre like Toronto overnight. Indeed, you 
never build it, you earn it in terms of the expertise and 
the business you are able to attract. 


One of the early proposals, I forget when it was, was 
that the international banking centres were to offer quite 


[Translation| 

sociétés, ce que nous savons déja. Si je comprends bien, 
par sa proposition, M. Warner voudrait ajouter un 
troisieme centre bancaire, un centre bancaire dans la 
réserve Akwesasne. M. Warner propose que les activites 
qui sont aujourd’hui soumises a l’impot dans cette reserve 
ne le soient plus aprés cette modification. 


Si je peux pousser le raisonnement un peu plus loin— 
et le greffier pourrait peut-€tre en prendre note—si les 
activités assujetties 4 Vimpot dans cette réserve ne 
devraient plus l’étre a partir du moment ou cette 
modification serait adoptée, cela entrainerait une dépense 
additionnelle pour la Couronne, car il y aurait perte de 
recettes fiscales. A ce que je sache, seul le gouvernement a 
le droit de présenter des motions qui entrainent des 
dépenses de deniers publics. 


Le président: C’est ce que faisait valoir M. Minaker, 
mais il y a bien des précédents en la matiere. Augmenter 
le nombre des centres bancaires n’impose directement 
rien a la Couronne parce que rien ne prouve que cela 
diminue les recettes de l’Etat. C’est l’une des difficultés, 
car il faut toujours déterminer si telle ou telle decision 
entraine une autre difficulté ou non. Il y a beaucoup de 
précédents qui permettent de déterminer qu‘il ne S'agit 
pas la d’une proposition qui modifie le projet de loi au 
point que cela devienne un probleme. 


Ma seule inquiétude, 4 propos de l’amendement, c’est 
que je me demande si elle est nécessaire ou non. Jai 
impression que l’on pourrait effectuer des activités 
bancaires internationales dans cette réserve plus 
efficacement que n’importe ou au Canada, et ce, tout 
simplement parce qu'il serait possible d’éviter la retenue 
fiscale. 


M. McCrossan: C’est une question que j’ai posée aux 
hauts fonctionnaires. 


Le président: On pourrait aussi probablement faire 
bien d’autres choses en matiere de gestion des comptes 
privés, et le reste. Je me demande si cet endroit ne serait 
pas un petit paradis fiscal. Compte tenu des avantages 
qu'il offre déja en ce qui a trait aux taxes sur l’essence et 
certaines autres taxes, il pourrait peut-étre aussi en offrir 
pour les activités bancaires. 


M. Attewell: M. Warner a effleuré le sujet, mais je n’al 
pas obtenu de réponse satisfaisante. L’une 
inquiétudes initiales, et je pense que d’autres membres du 
comité la partage, c’est que les Canadiens peuvent etre 
tres fiers du nombre de banques de classe internationale 
que nous avons. Elles sont trés bien cotées a échelle 
mondiale, elles ont un caractére international, et je pense 
que personne ne voudrait risquer d’en ternir 1a 
réputation. On ne construit pas un centre international 
comme Toronto du jour au lendemain. En fait, un centre 
international, ¢a ne se construit pas, ¢a se gagne avec 
l’expérience et les activités que l’on peut attirer. 


Dans l’une des premiéres propositions, qui remonte 4 
je ne sais plus trop quand, on disait que les centres 


de mes 
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a wide range of services. In the last proposal by the 
Minister it was narrowed down just to deposit taking and 
loans to non-residents. That is correct, Mr. Chairman, is it 
not? 


The Chairman: That is right. 


Mr. Attewell: It was that narrow. We have tried to 
determine this through some discussions with banks too, 
but I would like to ask Mr. Warner. A concern of mine is 
whether it is just the thin edge of the wedge; that 
Vancouver and Montreal get these two services and then 
two years from now come back, hat in hand, saying they 
cannot make a go of it, incrementally this is not going to 
be profitable; they need these extra five or six Services. 
Then would we rue the day we approved this kind of a 
narrow approach? 


I want to ask whether Chief Mitchell and the hon. 
member from Cornwall have discussed the longer term, 
that it is only deposits and loans? In other words, I think 
it would be a little misleading if this is just a thin edge of 
the wedge and you are looking to get other services down 
the road. 


Mr. Warner: I have discussed this with him and I have 
indicated that the job creation potential of this particular 
provision is very, very limited. 


Mr. Attewell: What would it be, one or two Jobs? 


Mr. Warner: I do not know. I guess it would be about 

the same as it would be in Montreal or Vancouver. We 

are not anticipating a lot of jobs. I would anticipate in 

Akwesasne that there would be a transfer of some existing 

_ jobs from Toronto or perhaps Montreal to co-ordinate the 
efforts there with the areas that are making the decisions. 


Obviously international banking, as you get into a 
broader aspect of it, involves hundreds and thousands of 
_ jobs for our existing banks. There are reasons why most of 
these activities are conducted offshore. All we are looking 
at in this particular legislation is a booking agent, that is 

going to record deposits and loans. Chief Mitchell realizes 

that this in itself is not a great activity, and I do not think 

he looks at it as the thin edge of the wedge, as do the 
_ Other two cities. 


oli 25 


Montreal and Vancouver have indicated to us that it is 
the thin edge of the wedge. Akwesasne is not in this 
Category. Akwesasne wants the designation so various 
| parties will take a very close look at the unique nature of 
_Akwesasne and the potential for financial institutions to 
Operate there. 


There are other forms other than corporations. I 
realize that for the international banking centre, it has to 
be a corporation and a corporate firm. However, it is 
possible for some other banking to be done in a 
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bancaires internationaux allaient offrir un trés grand 
éventail de services. Dans la derniére proposition du 
ministre, On a réduit ces services aux dépots et aux préts a 
des non-résidents. C’est bien cela, monsieur le président, 
n’est-ce pas? 


Le président: C’est juste. 


M. Attewell: Les services se limitent maintenant A cela. 
Nous avons déja discuté de la question avec les banquiers, 
mais je voudrais aussi avoir Vavis de M. Warner. Ne 
serions-nous pas en train de mettre le doigt dans 
Vengrenage? Pourrait-il arriver que Vancouver et 
Montréal obtiennent ces deux services et que deux ans 
plus tard, elles nous reviennent en disant que c’est 
impossible, que jamais elles ne pourront faire leurs frais, 
et qu'il faudrait qu’elles puissent offrir cing Ou six services 
de plus pour y arriver. Nous en voudrions-nous, alors, 
d’avoir approuvé ce genre d’approche étroite? 


Je voudrais savoir si le chef Mitchell et l’honorable 
député de Cornwall ont discuté du long terme, s’ils ont 
tenu compte qu'il ne s’agissait que des services de dépots 
et de préts. Autrement dit, ce serait un peu trompeur, 
aujourd’hui, si vous leur aviez l’intention de revenir plus 
tard a la charge pour obtenir d’autres services. 


M. Warner: J’en ai discuté avec lui, et j'ai indiqué que 
le potentiel de création d’emplois de cette disposition 
particuliere est trés limitée. 


M. Attewell: De combien d’emplois pourrait-il s’agir? 
Un, deux? 


M. Warner: Je ne sais pas. A peu prés le méme nombre 
a Montréal ou a Vancouver, je suppose. Nous ne pensons 
pas que cela créerait tellement d’emplois. Je suppose que 
certains emplois de Toronto ou de Montréal se 
retrouveraient 4 Akwesasne afin d’y coordonner les efforts 
avec les centres décisionnels. 


Il est evident que les centres bancaires internationaux, 
quand on considére la chose dans son ensemble, 
représentent des centaines et des milliers d’emplois pour 
nos banques existantes. Ce n’est pas par hasard que la 
plupart de ces activités s’effectuent a l’étranger. Tout ce 
qui ressort de cette loi, c’est un poste d’agent qui sera 
chargé d’inscrire les dépéts et les préts. Le chef Mitchell 
comprend trés bien que ce n’est pas le Pérou, et jenne 
crois pas qu’il voie en cela l’occasion d’obtenir plus tard 
d’autres services comme les deux autres villes. 


Montréal et Vancouver nous ont déclaré qu’ils ne 
S'agissait que d’un début. Akwesasne n’est pas dans cette 
catégorie. Akwesasne va étre désignée pour attirer 
l'attention sur cette situation particuliére et sur les 
possibilités qu’elle offre aux établissements financiers. 


Il n’y a pas que les corporations. Je sais que dans le 
contexte des centres bancaires internationaux il est 
question des corporations et des entités constituées. 
D’autres activités bancaires sont possibles au niveau des 
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proprietorship, partnership or co-operative where status 
Indians are the principles. I look at the designation by 
itself as being very important. In this case, it will make 
the public and the international investors aware of a very 
special situation that now exists. 


Mr. Attewell: Mr. Chairman, I want to commend my 
colleague for a very creative presentation and a very 
sincere one. [ am not satisfied there is enough uniqueness 
to your proposal. I would not want to defend approving 
one—Mr. Cassidy shared the same sort of idea—elsewhere 
in Canada with other Indians bands. I am going to be 
voting against it. 


Mr. McCrossan: Mr. Chairman, I have a question I 
wish to ask the officials; I think it is relevant to this. We 
still do not know about the withholding tax issue. 


Mr. Ernewein: I may have left it with more uncertainty 
than is probably the case. I made the point before that it 
is the residence of the payor and the payee, if you will, 
that is generally relevant; it would be true in this case as 
well. If the American resident is making a payment to a 
Canadian, the application of withholding tax would not 
vary depending upon where the Canadian was located. 
The fact that it was made by an American to a non- 
resident would be the determining factor. 


The only exception from the general rule in this case 
would be if St. Regis were specifically identified as a case 
drawing an exception to the rule. Frankly, I do not know 
that they are or are not. One would think if... there are 
not even any banks in St. Regis... under the U.S. code. 
Since there are not any banks on the reserve right now, 
there would be little pressure or would have been little 
pressure in the past to make a special exception for them. 


Mr. McCrossan: My question leading from this has to 
do with the restricted definition of loan and deposit 
activity: 


In this act, activities which can be conducted by 
institutions other than banks, specifically by trust and 
loan companies and by credit unions and caisses 
populaires. . . 


Can a credit union or caisse-populaire qualify under the 
international banking centre legislation? It would seem to 
me there might be already be a credit union on the 
reserve capable of taking deposits in any currency, and 
likely in both currencies. Almost certainly the credit 
union on the reserve would take deposits in American 
and Canadian dollars already. I was looking through the 
section and I did not see anything in the international 
banking chapter of the Income Tax Act that actually 
restricted the business to banks. 


Mr. Ernewein: The restriction is to members of the 
Canadian Payments Association, which can include trust 
companies and certain caisse-populaires. I do not know 
whether there are any of these members of the CPA 
Operating on the reserve at this time either. 
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entreprises individuelles, des sociétés de personnes ou des 
coopératives, dirigées par des Indiens de plein droit. La 
désignation comme telle est trés importante. Elle peut 
attirer l’attention du public et des investissements 
internationaux sur la situation particuliére d’Akwesasne. 


M. Attewell: Monsieur le président, je félicite mon 
collégue de son intervention trés bien préparée et tres 
sincére. Pour ma part, je ne suis pas sir que la situation 
soit si exceptionnelle. Comme M. Cassidy le disait, je ne 
voudrais pas avoir a défendre ce choix aupreés des autres 
bandes indiennes du Canada. Je vais donc voter contre la 
proposition. 


M. McCrossan: J’aurais une question connexe a poser 
aux hauts fonctionnaires. Nous ne savons toujours pas a 
quoi nous en tenir au sujet de la retenue fiscale. 


M. Ernewein: J’ai probablement créé inutilement de 
l’incertitude a ce sujet. J’ai indiqué auparavant que c'est 
la résidence de celui qui paie ou qui est payé qui compte 
en régle générale. C'est également vrai dans ce cas-ci. Si 
un resident américain effectue un paiement a un 
Canadien, la retenue fiscale ne s’applique pas selon 
Vendroit ot se trouve le Canadien. Le facteur déterminant 
est que le paiement est effectué par un Américain a un 
non-resident. 


Pour faire exception a la régle, il faudrait que la 
réserve de St. Regis soit expressément désignée. Je ne sais 
pas si c’est le cas ou non. Evidemment, sil n’y a pas. . . Il 
n’y a méme pas de banque sur la réserve de St. Regis... 
en vertu du code américain. Comme il n’y a pas de 
banque sur la réserve actuellement, il y a eu ou il y aurait 
eu trés peu de demandes dans le passé en vue de 
l’exempter spécifiquement. 


M. McCrossan: Ma question a a voir avec la définition 
restreinte d’activités de prét et de dépot: 


Dans cette loi, les activités qui peuvent étre menées par 
des établissements autres que des banques, spécialement 
les sociétés de fiducie et de prét, les caisses d’épargne et 
de crédit et les caisses populaires. . . 


Les caisses de crédit ou d’épargne ou les caisses populaires 
sont-elles admissibles au titre de la Loi sur les centres 
bancaires internationaux? S’il y avait déja une caisse de 
crédit ou d’épargne sur la réserve, elle serait sans doute en 
mesure d’accepter les dépéts dans les deux devises, la 
devise américaine et la devise canadienne. J’ai parcouru 
toutes les dispositions sur les centres bancaires 
internationaux dans la Loi de l’impét sur le revenu, mais 
je n’y ai rien vu qui restreigne cette activité aux banques. 


M. Ernewein: La restriction est pour les membres de 
\’Association canadienne des paiements qui peuvent 
inclure des sociétés de fiducie et des caisses populaire. 
Jignore s'il y a des membres de_ 1’Associations 
canadiennes des paiements qui exercent une activité 
quelconque sur la réserve actuellement. 
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Mr. McCrossan: You are confirming that a participant 
in the international banking Operation need not be a 
bank. 


Mr. Ernewein: This is correct. 
Mr. McCrossan: This is intentional. 


Mr. Ernewein: It was intended to extend it to members 
of the Canadian Payments Association because they are 
the group that is currently entitled to a non-resident 
withholding tax exemption. There is a direct linkage 
between this and the international banking centre 
initiative. 

Mr. Layton: Mr. Chairman, the text on page 12.in 
subclause (3) does say “a prescribed financial institution”. 


Mr. Ernewein: Are you referring to the 
itself? 


Mr. Layton: Yes. 


legislation 


Mr. Ernewein: Yes, and the explanatory notes indicate 
that it be intended that the Canadian Payments 
Association be prescribed for this purpose. 


Mr. Layton: Okay. 


<7 30) 


The Chairman: Are there any other questions on the 
motion that clause 10 of Bill C-64 be amended by striking 
out line 13 on page 12 and substituting the following: 


province of British Columbia, or in the area of 
Akwesasne, in the province of Ontario or in the 
Province of Quebec, as a branch. 


_ Mr. Warner: Excuse me, I was not Striking out 
anything; I was adding. 

Mr. Waslander: It is a formal statement. 

Amendment negatived: nays, 7; yeas, 1 


| The Chairman: I suggest we adjourn until 10 a.m. 
omorrow in the same room when we will continue the 
liscussion. 


This meeting is adjourned. 


[Traduction] 


M. McCrossan: Vous confirmez qu’un participant a 
une activité d’un centre bancaire international peut trés 
bien ne pas étre une banque. 


M. Ernewein: Oui. 
M. McCrossan: C’est voulu. 


M. Ernewein: C’est voulu en ce qui concerne les 
membres de l’Association canadienne des paiements parce 
que ce sont ceux qui peuvent faire actuellement objet 
d’une exemption relativement a la retenue fiscale pour les 
non-résidents. Il y a un lien direct avec Vinitiative relative 
aux centres bancaires internationaux. 


M. Layton: Monsieur le président, a 
paragraphe (3), il est question «d’une 
financiére visée». 


la page 12, 
institution 


M. Ernewein: Vous voulez parler de la loi elle-méme? 


M. Layton: Oui. 


M. Ernewein: La note explicative indique que ce sont 
les membres de |’Association canadienne des paiements 
qui sont visés dans ce contexte. 


M. Layton: Trés bien. 


Le président: Y a-t-il d’autres questions au sujet de la 
motion voulant que l’article 10 du projet de loi C-64 soit 
modifié par la suppression de la ligne 9 a la page 12 et son 
remplacement par ce qui suit: 


Vancouver (Colombie-Britannique) ou dans la région 
d’Akwesasne (Ontario ou Québec) com- 


M. Warner: Je m’excuse, mais je ne retranche rien; 
J ajoute. 


M. Waslander: C’est la facon officielle de procéder. 
L’amendement est rejeté: non, 7; oui, 1. 


Le président: Je propose que nous levions la séance et 
que nous reprenions nos travaux a 10 heures demain dans 
la méme piéce. 


La séance est levée. 
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MINUTES OF PROCEEDINGS 


‘THURSDAY, DECEMBER 3, 1987 
(198) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 9:40 o’clock a.m. this day, in Room 269, 
‘West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Michael Cassidy, Mary Collins, Robert Layton, Paul W. 
McCrossan, George Minaker, Aideen Nicholson and 
‘Norman Warner. 


Acting Members present: Ross Belsher for Murray 
Dorin; Stan Graham for Bill Attewell; Jean-Guy Hudon 
for Suzanne Blais-Grenier and John Parry for Simon de 
Jong. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Witnesses: From the Tax Policy and Legislation Branch 
of the Department of Finance: Len Farber, Director, Tax 
Policy and Legislation; Brian Ernewein, Tax Policy 
Officer; John Fuke, Associate to the Director General, 
Legislative Affairs Directorate, Revenue Canada. 


The Committee resumed consideration of its Order of 
Reference dated Tuesday, June 30, 1987 in relation to Bill 
C-64, an Act to amend the Income Tax Act, a related Act, 
the Canada Pension Plan and _ the Unemployment 
Insurance Act, 1971. (See Minutes of Proceedings and 
Evidence, Wednesday, August 12, 1987, Issue No. 78.) 


It was agreed,—That the Committee reprint 3,000 
copies in English and 1,000 copies in French of its 
Eleventh Report on the White Paper on Tax Reform 
(Stage I). 


It was agreed,—That the Committee authorize payment 
of mileage, Ottawa to Montreal return, to H. Bert 
Waslander who attended the 96'* Tax Conference in 
Montreal at the Committee’s request on November 23 and 
24, 1987, from the approved Committee Budget for the 
fiscal year ending March 31, 1988. 


It was agreed,—That the Committee authorize payment 
of the expenses incurred for extending hospitality for the 
neetings held in Vancouver, on September 20, 21 and 22, 
(987 and in Mont Ste-Marie on October 15, 1987 in the 
otal amount of $304.60 to be paid from the Committee’s 
\pproved hospitality budget for the fiscal year ending 
March 31, 1988. 


It was agreed—That the Chairman be authorized to 
€commend to the Liaison Committee a transfer of funds 
n the amount of $1,800.00, to be added to the hospitality 
‘tem of the Committee’s budget to cover expenses 
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PROCES-VERBAL 


LE JEUDI 3 DECEMBRE 1987 
(198) 


[Traduction| 


Le Comité permanent des finances et des affaires 
economiques se réunit, aujourd’hui a 9 h 40, dans la piece 
269 de l’Edifice de l'Ouest, sous la présidence de Don 
Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Robert Layton, Paul W. 
McCrossan, George Minaker, Aideen Nicholson et 
Norman Warner. 


Membres suppléants présents: Ross Belsher remplace 
Murray Dorin; Stan Graham remplace Bill Attewell; Jean- 
Guy Hudon remplace Suzanne Blais-Grenier: John Parry 
remplace Simon de Jong. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliothéque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Témoins: De la Direction de la politique et de la 
législation de limpdt du ministére des Finances: Len 
Farber, directeur, Politique et législation de Vimpot; Brian 
Ernewein, agent de la politique de l’impot; John Fuke, 
associé du directeur général, Direction des affaires 
législatives, Revenu Canada. 


Le Comité examine de nouveau son ordre de renvoi du 
mardi 30 juin 1987 relatif au projet de loi C-64, Loi 
modifiant la Loi de l’impét sur le revenu et la législation 
connexe ainsi que le Régime de pensions du Canada et la 
Loi de 1971 sur l’assurance-ch6mage. (Voir Procés- 
verbaux et témoignages du mercredi 12 aotit 1987, 
fascicule n° 78.) 


Il est convenu,—Que le Comité commande 3,000 
autres exemplaires de la version anglaise, et 1,000 autres 
exemplaires de la version frangaise de son onziéme 
rapport sur le Livre blanc de la réforme fiscale (Etape I). 


Il est convenux—Que le Comité autorise le 
remboursement du kilométrage, a l’aller et au retour, 
d’Ottawa a Montréal, 4 H. Bert Waslander qui, a la 
demande du Comité, a assisté au 96° Colloque fiscal qui 
s’est tenu a Montréal les 23 et 24 novembre 1987, 4 méme 
le budget du Comité approuvé pour |’exercice financier se 
terminant le 31 mars 1988. 


Il est convenu,—Que le Comité autorise le paiement 
des dépenses de représentation courues a l’occasion des 
réunions des 20, 21 et 22 septembre 1987, 4 Vancouver; et 
de la réunion du 15 octobre 1987, a Mont Ste-Marie, 
formant un total de 304.60$, 4 méme le budget des 
dépenses de représentation approuvé pour l’exercice 
financier se terminant le 31 mars 1988. 


Il est convenu,—Que le président du Comité soit 
autorisé a recommander au Comité de liaison de virer 
1,800$ au chapitre des dépenses de représentation du 
Comité pour couvrir les dépenses afférentes a ses 
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incurred on its travels in relation to the White Paper on 
Tax Reform (Stage I) and to cover estimated expenses with 
regards to travel in relation to the White Paper on Tax 
Reform (Stage II) which includes a possible trip to New 
Zealand. 


The witnesses answered questions. 


By unanimous consent, the Committee reverted to 
Clause 3. 


Paul McCrossan moved,—That Clause 3 be amended 
by striking out line 48, at page 3, and substituting the 
following: 


“where before 1989 a taxpayer has not” 


After debate, the question 
amendment, it was agreed to. 


being put on_ the 


Paul McCrossan moved,—That Clause 3, as amended, 
be further amended by striking out line 4, at page 4, and 
substituting the following: 


“1988” 


After debate, the question 
amendment, it was agreed to. 


being put on the 


Paul McCrossan moved,—That Clause 3, as amended, 
be further amended by striking out line 10, at page 4, and 
substituting the following: 


“1990 and subsequent taxation years.” 


After debate, the question 
amendment, it was agreed to. 


being put on_ the 


Clause 3, as amended, carried. 


By unanimous consent, the Committee reverted to 
Clause 6. 


After debate, Clause 6 was allowed to stand. 


By unanimous consent, the Committee reverted to 
Clause 7. 


After debate, Clause 7 was allowed to stand. 
The Committee resumed consideration of Clause 10. 


Aideen Nicholson moved—That Clause 10 be 
amended by striking out line 13, at page 12, and 
substituting the following: 


“Province of British Columbia or anywhere else in 
Canada as a branch” 


After debate, the question being put on_ the 
amendment, it was negatived on the following recorded 
vote: 


YEAS 
Aideen Nicholson—(2) 
NAYS 


Robert Layton 
George Minaker 
John Parry—{7) 


Paul McCrossan 


Ross Belsher 
Mary Collins 
Stan Graham 
Jean-Guy Hudon 
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déplacements effectués en rapport avec le Livre blanc de 
la réforme fiscale (Etape I), ainsi que les frais estimatifs 
touchant les déplacements faits en rapport avec le Livre 
blanc de la réforme fiscale (Etape II), dont un voyage 
éventuel en Nouvelle-Zélande. 


Les témoins répondent aux questions. 


Par consentement unanime, le Comité revient a 


Varticle 3. 


Paul McCrossan propose,—Que l’article 3 soit modifié 
en substituant a la ligne 43, page 3, ce qui suit: 


«dans le cas ou, avant 1989, un contri-» 
Aprés débat, l’amendement proposé est mis aux voix et 
adopté. 


Paul McCrossan propose,—Que Jarticle 3, ainsi 
modifié, soit de nouveau modifié en retranchant la ligne 
4, page 4, et en y substituant ce qui suit: 


«le 31 décembre 1988» 


Aprés débat, l’amendement est mis aux voix et adopte. 


Paul McCrossan propose,—Que l'article 3 ainsi modifié 
soit de nouveau modifié en substituant a la ligne 11, page 
4, ce qui suit: 


«année d’imposition 1990 et suivantes.» 


Aprés débat, l’amendement proposé est mis aux voix et 
adopté. 


L’article 3, sous sa forme modifiée, est adopté. 


Par consentement le Comité revient 4a 


Varticle 6. 


unanime, 


Aprés débat, l’article 6 est réservé. 


Par consentement le Comité revient 4a 


Varticle 7. 


unanime, 


Apres débat, l’article 7 est réservé. 
Le Comité examine de nouveau I’article 10. 


Aideen Nicholson propose,—Que Uarticle 10 soit 
modifié en retranchant la ligne 9, page 12, et en y 
substituant ce qui suit: 


«Vancouver (Colombie-Britannique) ou n’importe 
ou au Canada» 


Aprés débat, l’amendement proposé est mis aux voix et 
rejeté a la majorité des voix: 


POUR 
Aideen Nicholson—{2) 
CONTRE 


Robert Layton 
George Minaker 
John Parry—{7) 


Paul McCrossan 


Ross Belsher 
Mary Collins 
Stan Graham 
Jean-Guy Hudon 
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Paul McCrossan moved,—That Clause 10 be amended 
by striking out line 23, at page 12, and substituting the 
following: 


“international banking centre business, in respect of 
the first $100,000 of net income from such 
international banking centre business. Net income 
in excess of $100,000 shall be included in computing 
the income of the taxpayer for the year.” 


After debate, the result of the recorded vote having 
been announced: 


YEAS 


John Parry 
Norman Warner—{5) 


Paul McCrossan 

George Minaker 

Aideen Nicholson 
NAYS 


Jean-Guy Hudon 
Robert Layton—{5) 


Ross Belsher 
Mary Collins 
Stan Graham 


Whereupon the Chairman voted in the negative. 
Accordingly the amendment was negatived. 


Paul McCrossan moved,—That Clause 10 be amended 
by striking out line 23, at page 12, and substituting the 
‘following: 


“international banking centre business, in respect of 
the first $100,000,000 of net income from such 
international banking centre business. Net income 
in excess of $100,000,000 shall be included in 
computing the income of the taxpayer for the year.” 


After debate, the amendment was allowed to stand. 
Clause 10 was allowed to stand. 


By unanimous consent, the Committee reverted to 
Clause 6. 


After debate, Clause 6 carried. 


By unanimous consent, the Committee reverted to 
Clause 7. 


After debate, Clause 7 carried. 


| Mary Collins moved,—That the Committee resume its 
sitting at 3:30 p.m. this day. 


After debate, the question being put on the motion, it 
was agreed to on the following show of hands: Yeas: 6; 
Nays: 1. 


_ At 12:30 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Eugene Morawski 
Committee Clerk 
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Paul McCrossan propose,—Que l'article 10 soit modifié 
en substituant a la ligne 22, page 12, ce qui suit: 


«Des revenus excédant 100,000$ d’un contribuable 
provenant d’un tel centre bancaire international 
doivent étre inclus dans le calcul du revenu du 
contribuable pour |’année.» 


Apres débat, le résultat du scrutin est annoncé comme 
suit: 


POUR 


John Parry 
Norman Warner—(5) 


Paul McCrossan 
George Minaker 
Aideen Nicholson 


CONTRE 


Jean-Guy Hudon 
Robert Layton—{5) 


Ross Belsher 
Mary Collins 
Stan Graham 


Sur quoi, le président du Comité vote par la négative. 
L’amendement proposé est donc rejeté. 


Paul McCrossan propose,—Que l’article 10 soit modifié 
en substituant a la ligne 22, page 12, ce qui suit: 


«Des revenus excédant cent millions de dollars d’un 
contribuable d’un tel centre bancaire international 
doivent é€tre inclus dans le calcul du revenu du 
contribuable pour l’année.» 


Aprés débat, l’amendement est réservé. 
L’article 10 est réservé. 


Par consentement unanime, le Comité revient A 
Varticle 6. 

Aprés débat, l’article 6 est adopté. 

Par consentement unanime, le Comité revient A 


l’article 7. 
Aprés débat, l’article 7 est adopté. 


Mary Collins propose,—Que le Comité reprenne les 
travaux a 15 h 30 aujourd’hui. 


Apres débat, la motion est mise aux voix et adoptée par 
vote a main levée comme suit: Pour: 6; Contre: 1. 


A 12 h 30, le Comité interrompt les travaux jusqu’a 
nouvelle convocation du président. 


Greffier de Comité 
Eugene Morawski 
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EVIDENCE 

[Recorded by Electronic Apparatus| 
[Texte| 

Thursday, December 3, 1987 


* 1008 


The Chairman: I call the meeting to order. We are 
continuing with our discussion of Bill C-64, on clause by 
clause. 


Before we move on this morning I have four motions 
to put to the committee which are of a housekeeping 
nature and I want to get them completed. The first one is, 
that the committee reprint 3,000 copies in English and 
1,000 in French of its eleventh report of the White Paper 
on Tax Reform Stage One. 


Motion agreed to. 


The Chairman: Next motion is that the committee 
authorize payment of mileage, Ottawa to Montreal, from 
the approved committee budget for the fiscal year ending 
March 31, 1988, to Mr. H. Bert Waslander, who attended 
the 96th conference in Montreal at the committee’s 
request, on November 23 and 24, 1987. 


* 1010 
Motion agreed to. 


The Chairman: Moved that the committee authorize 
the payment of expenses incurred in extending hospitality 
for the meetings held in Vancouver on September 19, 21 
and 22, 1987, and in Mont Sainte-Marie on October 15, in 
the amount of $304.60, to be paid from the committee’s 
approved hospitality budget for the fiscal year March 31, 
1988. 


Motion agreed to. 


The Chairman: Moved that the chairman be authorized 
to recommend to the Liaison Committee, a transfer of 
funds in the amount of $1,800 to be added to the 
hospitality item of the committee’s budget to cover 
expenses incurred in its travels in relation to the White 
Paper on Tax Reform, Stage One, and to cover estimated 
expenses in regard to travel, in relation to the White 
Paper on Tax Reform, Stage Two, which includes a 
possible trip to New Zealand. 


Motion agreed to. 


The Chairman: That is obviously to help cover the 
booze costs. 


Yesterday we were on clause 10, but we did adjourn 
temporarily on clause 3. The government has found the 
information contained in those clauses and would like to 
present that now, if possible. So with the committee’s 
permission I would like to go back to clause 3, and then 
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TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction] 

Le jeudi 3 décembre 1987 


Le président: La séance est ouverte. Nous poursuivons 
notre examen, article par article, du projet de loi C-64. 


Avant de poursuivre nos travaux sur le projet de loi, 
j’aimerais que le comité se prononce sur quatre motions 
de nature administrative. D’abord, que le comité fasse 
réimprimer 3,000 exemplaires en anglais et 1,000 
exemplaires en frangais de son onzi€me rapport intitulé 
«Rapport sur le Livre blanc de la réforme fiscale 
(Premiere étape)». 


La motion est adoptée. 


Le président: Que le comité autorise le 
remboursement, sur le budget approuvé du comité pour 
Vexercice se terminant le 31 mars 1988, des frais de 
déplacement en voiture, entre Ottawa et Montréal, de M. 
H. Bert Waslander qui, a la demande du comité, a assisté 
a la 96'*™ conférence qui s’est tenue 4 Montréal les 23 et 
24 novembre 1987. 


La motion est adoptée. 


Le président: Il est proposé que le comité autorise le 
paiement, sur le budget de représentation approuvé du 
comité pour l’exercice se terminant le 31 mars 1988, des 
frais de représentation de 304,605 engagés lors des 
reunions tenues a Vancouver les 19, 21 et 22 septembre 
1987, et au Mont Sainte-Marie le 15 octobre. 


La motion est adoptée. 


Le président: Il est proposé que le président soit 
autorisé a recommander au Comité de liaison le transfert 
d’une somme de 1,800$ qui sera ajoutée au _ poste 
«représentation» du budget du comité afin de couvrir les 
dépenses engagées lors de ses déplacements dans le cadre 
de l’étude du Livre blanc sur la réforme fiscale (premieére 
étape), et afin de couvrir le montant estimatif des 
dépenses des déplacements que pourrait effectuer le 
comité dans le cadre de son étude du Livre blanc sur la 
réforme fiscale (deuxiéme étape), y compris celles d’un 
éventuel voyage en Nouvelle-Zélande. 


La motion est adoptée. 


Le président: Ce transfert servira, bien sir, 4 couvrir en 
partie l’achat de boisson. 


Quand nous avons interrompu nos travaux hier, nous 
étions a l’article 10 mais nous avions réservé l’article 3. 
Les fonctionnaires du ministére ont obtenu les 
renseignements que nous leur avons demandés sur ces 
articles et aimeraient nous en faire part maintenant, Si 
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[Texte] 


touch clause 5 and 6, because the information that was 
requested is now available. 


On clause 3 


Mr. John Farber (Director, Legislation Division, Tax 
Policy and Legislation Branch, Department of Finance): 
Mr. Chairman, since the adjournment last night we have 
been in touch with officials in the province of Quebec as 
well as officials in our own Financial Institutions and 
Markets Division. We have some of the numbers the 
committee was asking for with respect to issued and 
outstanding compound interest instruments that were 
issued between 1978 and 1981, and that may be 
outstanding as of 1987. 


Quebec is by far the largest issuer of provincial savings 
bonds. Our figures indicate that it has roughly $7.5 billion 
outstanding, of the approximately $9 billion issued by all 
provinces. New issues by Quebec total approximately 
$550 million annually, and there are redemptions of 
roughly $500 million each year. 


Quebec, like the Government of Canada, has issued for 
several years and continues to issue both regular and 
compound interest instruments. The terms of the bonds 
‘do vary, but a ten-year term is usually the case. In fact, in 
1982 they did issue a 15-year bond. We have spoken with 
senior officials in Quebec and the unofficial figures of 
Outstanding pre-1982 Quebec sayings bonds are as follows: 
‘compound instruments issued were $473 million; 
outstanding, $151 million; regular instruments issued, 
$1.09 billion; outstanding, $449 million. There are no 
outstanding pre-1978 issues. 


_ The Chairman: The only amount outstanding is $151 
million compound— 


Mr. Farber: And $449 million, regular. 
The Chairman: But regular does not matter. 


Mr. Farber: That is right. 


The Chairman: We are talking about the compound 
bonds covered in this section. When is the maturity of 
those $151 million? 


Mr. Farber: They would be ten-year bonds. Therefore, I 
‘presume they would mature in 1991, if they were issued 
‘in 1981. 


The Chairman: Would the government object to an 
amendment filed to handle those issues, by altering the 
1985 figure to 1989, which would handle the 1991 
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possible. Ainsi, avec la permission du comité, j’aimerais 
reprendre l’article 3 puis passer aux articles 5 et 6, 
puisque les fonctionnaires sont maintenant en mesure de 
nous donner les renseignements demandés. 


Article 3 


M. John Farber (directeur, Division de la législation, 
Politique et législation de Vimpot, ministére des 
Finances): Monsieur le président, depuis la fin de la 
séance hier soir, nous avons communiqué avec les 
fonctionnaires du gouvernement du Québec et avec ceux 
de notre propre Division des institutions et des marchés 
financiers. Nous avons certains des chiffres réclamés par 
le comité en ce qui concerne les titres a intérét composé 
émis entre 1978 et 1981 toujours en circulation en 1987. 


La province du Québec est de loin le principal 
émetteur d’obligations d’épargne provinciales. D’apres nos 
chiffres, la valeur des titres en circulation de cette 
province s’éléverait a environ 7,5 milliards de dollars, sur 
un total d’environ 9 milliards de dollars pour l’ensemble 
des provinces. A chaque année, le Québec émet de 
nouvelles obligations dont la valeur s’éléve 4 550 millions 
de dollars environ, et la valeur des rachats annuels 
s’établit a environ 500 millions de dollars. 


Le gouvernement du Québec, comme celui du Canada, 
émet depuis plusieurs années des titres a intérét normal et 
composé. Ces obligations ont normalement une échéance 
de 10 ans mais, en 1982, le Québec a émis des obligations 
ayant une échéance de 15 ans. Nous avons communiqué 
avec des haut-fonctionnaires du Québec et voici les 
chiffres non officiels qu’ils nous ont donnés pour les 
obligations d’épargne du Québec émises avant 1982: 
valeur des titres a intérét composé, 473 millions de 
dollars; valeur de ces titres en circulation, 151 millions de 
dollars; valeur des titres a intérét normal, 1,09 milliard de 
dollars; valeur de ces titres en circulation, 449 millions de 
dollars. Il n’y a plus en circulation d’obligations émises 
avant 1978. 


Le président: I] n’y a plus en circulation que les titres a 
intérét composé dont la valeur s’éléve 4 151 millions de 
dollars. . . 


M. Farber: Et les titres a intérét normal, dont la valeur 
s’établit a 449 millions de dollars. 


Le président: Mais les titres 4 intérét normal ne 
comptent pas. 


M. Farber: C’est exact. 


Le président: Nous parlons des obligations a intérét 
composé visées par cet article. Quand les titres, dont la 
valeur est de 151 millions de dollars, arriveront-ils a 
échéance? 


M. Farber: [1 s’agit d’obligations ayant une échéance de 
10 ans. Par conséquent, j’imagine qu’elles arriveront a 
échéance en 1991, si elles ont été émises en 1981. 


Le président: Le gouvernement s’opposerait-il a4 un 
amendement qui, en remplacant 1985 par 1989, viserait 
les obligations qui doivent étre rachetées en 1991. Puisque 
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redemption. Since we are talking about only $151 million nous parlons d’obligations en circulation dont la valeur 
outstanding, it would probably solve lots of problems. séléve a 151 millions de dollars seulement, cela 


Mr. Farber: Well, that would handle the $151 million 
that is outstanding. 


Mr. Belsher: And the rest of the bonds? 


The Chairman: We have checked them out and there is 
no significant amount anywhere else. 


Mr. Farber: Minimal amounts. We do not have an 
exact breakdown. I have some difficulty answering that 
question. In the testimony we gave yesterday— while I 
understand the committee’s position regarding equity— 
my answer to that was that all bond holders were treated 
equitably in the context of the deferral for one year. It was 
not just CSB-holders who received the benefit of a one- 
year deferral, it was all bondholders in Canada who 
received the benefit of a one-year deferral. 
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The Chairman: I know that, Mr. Farber, but the 
problem is that anybody who bought one of these after 
1981 bought them with their chin up, understanding they 
would have to report the interest every three years. So 
anybody after 1981 was given good notice. 


What are talking about are people who bought bonds 
on an cumulative basis prior to 1981. And in order to 
solve that problem, for the government’s Own issue we 
have extended the period by one year, and that covers all 
of the government’s problems. But it does not cover 
people who bought their provincial issues. And the view 
was expressed that it would seem to be fair that if we are 
going to protect the Government of Canada we should 
protect the provinces at the same time from the assault 
that undoubtedly will hit them when all of a sudden on 
December 31, 1988, people are assessed interest on 
outstanding bonds for about seven years, or eight years at 
that point, and they have not received their money and 
they will not receive it until 1990. And particularly when 
we are only talking of $151 million as the principal, it 
does not make that much difference to the taxpayer. 


Mr. Layton: It is only a deferral. 
The Chairman: It is only a deferral, yes. 


Mr. Farber: Well, Mr. Chairman, as stated in a letter to 
you which you read into the minutes yesterday, the 
proposal is not an unreasonable proposal from the 
perspective of the committee. I cannot state from my own 
position what position the government will want to take 
on that. 


Mr. McCrossan: Mr. Chairman, I understand Mr. 
Farber’s difficulty at this stage. However, I would like to 
Officially place the amendments on the agenda for the 
committee by moving the amendments, which have been 
previously circulated and which were prepared as a result 
of my earlier questions. 


permettrait de régler de nombreux problémes. 


M. Farber: Cet amendement permettrait effectivement 
d’englober ces 151 millions de dollars correspondant aux 
obligations de cette catégorie toujours en circulation. 


M. Belsher: Et qu’arrive-t-il aux autres obligations? 


Le président: Nous nous sommes renseignés, et elles ne 
représentent pas des sommes significatives. 


M. Farber: II s’agit de sommes négligeables. Nous 
n’avons pas une ventilation exacte. I] n’y a pas de réponse 
facile 4 cette question. Quand le comité a soulevé hier la 
question du traitement équitable, j’ai repondu que tous les 
détenteurs d’obligations étaient traités de fagon équitable 
en ce qui concerne le report d’un an. Ce ne sont pas 
uniquement les détenteurs d’obligations d’épargne du 
Canada qui ont profité du report d’un an, mais bien tous 
les détenteurs canadiens d’obligations. 


Le président: Je le sais parfaitement, monsieur Farber, 
mais ceux qui ont acheté ces obligations aprés 1981 l’ont 
fait en sachant pertinemment qu’ils auraient a déclarer les 
intéréts tous les trois ans; voila le probleme. Tous ceux 
qui en ont acheté apres 1981 savaient exactement & quoi 
s’en tenir. 


Nous parlons ici de ceux qui ont acheté, de fagon 
cumulative, des obligations avant 1981. Dans le but de 
régler ce probleme qu’ont les détenteurs d’obligations du 
gouvernement fédéral, nous avons accordé un report d’un 
an. Mais ga ne régle en rien le probleme de ceux qui ont 
acheté des obligations provinciales. Certains ont dit que, si 
nous devons protéger les détenteurs d’obligations du 
Canada, il serait plus équitable de protéger aussi les 
détenteurs d’obligations provinciales qui, eux aussi, 
recevront tout a coup, le 31 décembre 1988, un avis de 
cotisation pour des intéréts accumulés pendant sept et 
méme huit ans sur des obligations en circulation, alors 
qu’ils ne toucheront ces intéréts qu’en 1990. Comme le 
principal s’éleve a 151 millions de dollars a peine, cela 
représente une somme minime pour chaque contribuable. 


M. Layton: C’est purement un report. 
Le président: Oui. 


M. Farber: Monsieur le président, comme nous vous 
l’avons indiqué dans cette lettre que nous vous avons 
adressée et que vous avez lue au cours de la séance d’hier, 
la proposition n’est pas déraisonnable dans |’ optique du 
Comité. Je ne peux toutefois pas m’aventurer a dire quelle 
sera la position du gouvernement. 


M. McCrossan: Monsieur le président, je comprends 
bien la réticence de M. Farber. Toutefois, j’aimerais 
proposer officiellement l’adoption des amendements qui 
ont déja été distribués et qui ont été préparés comme suite 
a des questions que j’ai posées précédemment. 
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_ The Chairman: All right. The amendment is striking 
out line 48, page 3, and substituting “where before 1989, a 
taxpayer has not”; and striking out line 4 on page 4, and 
substituting “1988”; and striking out line 10, page 4, and 


: . ‘ce = ” 
substituting “1990, and subsequent taxation years”. 


Miss Nicholson: I would just like to say that I agree 
with this amendment, because it does bring in some 
equity. If the clause remained as it is printed, I think 
there would be a real discrimination, particularly against 
holders of Quebec bonds. 


Amendment agreed to. 


The Chairman: Now, dealing with Clauses 4, 5 and 6, I 
think it was, or 6 and 7, on retirement compensation 
arrangements. Mr. Farber, I think you have an expert 
here to give us the information on that. 


Mr. Farber: Mr. Chairman, the questions raised at the 
hearings yesterday related to superannuation plans of civil 
servants, hospital and school boards, crown corporation 
employees, MPs, MPPs, MLAs and judges. 


My information, Mr. Chairman, is that the civil 
servants’ plans, while not meeting all the requirements, 
are registered plans, and pursuant to our October 9, 1986, 
announcement regarding pension reform must come 
onside by 1991. If they do not, at that point in time 
theoretically they could be subject to revocation. 


' With respect to hospitals and school boards, I 
understand the plans are registered pension plans as well, 


Ostensibly to permit the employees to deduct their 
contributions. 
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| With respect to Crown corporations, my understanding 
$s that for the most part, they are also registered pension 
dlans. Those for MPs, MPPs and MLAs are now registered 
dlans but do not meet the requirements. The judges’ plans 
ire not registered plans; however, there is a provision in 
he Judges Act that deems a contribution by a judge to be 
\0 a registered pension plan. As I am sure Mr. McCrossan 
inows, there is nothing is the October 9 release that deals 
with those plans. 


| The one other comment I would make is that with 
/€gard to plans that are not funded, even if they are not 
-€gistered plans post-1991, it is uncertain under the RCA 
“ules whether or not they would be covered by the RCA 
wrovisions. Only time will tell. I guess there will be 
nterpretations and assessments at that point in time. 
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Le président: D’accord. Voici le texte de la motion: II 
est proposé que le paragraphe 3(4) du projet de loi C-64 
soit modifié par: substitution a la ligne 43, page 3, de ce 
qui suit: «dans le cas ot, avant 1989, un contri-»: par 
Substitution a la ligne 4, page 4, de ce qui suit: «le 31 
décembre 1988»; et par substitution a la ligne 11, page 4, 
de ce qui suit: «années d’imposition 1990 et suivantes». 


Mme Nicholson: Je suis d’accord avec cet amendement 
parce qu'il rétablira l’équité. Si V’article du projet de loi 


demeure inchangé, il aura un effet discriminatoire, 
particulierement sur les détenteurs d’obligations du 
Québec. 


L’amendement est adopté. 


Le président: Passons maintenant aux articles 4, 5 et 6, 
ou plutot aux articles 6 et 7, qui traitent des conventions 
de retraite. Monsieur Farber, vous avez fait venir, je crois, 
un expert qui peut nous donner les renseignements 
nécessaires. 


M. Farber: Monsieur le président, les questions posées 
hier par les députés touchaient les régimes de pensions 
des fonctionnaires, des h6dpitaux et des commissions 
scolaires, des employés des sociétés de la Couronne, des 
députés, des membres de l’Assemblée nationale et des 
assemblées législatives et des juges. 


D’aprés les renseignements dont je dispose, monsieur 
le président, les régimes de pensions des fonctionnaires 
sont des régimes enregistrés, méme s’ils ne satisfont pas a 
toutes les exigences, et ils devront donc s’y conformer en 
1991, au plus tard, conformément au communiqué du 9 
octobre 1986 touchant la réforme des pensions. Sans cela, 
ils pourraient en théorie perdre leur statut de régime 
enregistré. 


En ce qui concerne les régimes des hdpitaux et des 
conseils scolaires, je crois comprendre qu’il s’agit aussi de 
régimes de pensions enregistrés visant 4 permettre aux 
employés de déduire leurs cotisations. 


Je crois aussi comprendre que la plupart des régimes 
de pensions des sociétés de la Couronne sont des régimes 
enregistrés. Ceux des députés fédéraux et des députés de 
l’Assemblée nationale et des assemblées législatives sont 
maintenant des régimes enregistrés mais ne satisfont pas 
aux exigences. Les régimes des juges ne sont pas des 
régimes enregistrés; toutefois, il y a dans la Loi sur les 
juges une disposition selon laquelle les cotisations des 
juges sont réputées avoir été versées A un régime de 
pensions enregistré. Comme le sait M. McCrossan, le 
communiqué du 9 octobre ne vise pas du tout ces 
régimes. 


Par ailleurs, méme si les régimes non capitalisés seront 
réputés ne pas étre des régimes enregistrés aprés 1991, il 
n’est pas du tout certain qu’ils seront visés par les régles 
touchant les conventions de retraite. Nous le saurons en 
temps et lieu. Il faudra attendre 1991 pour savoir quel 
sera leur statut. 


WX) Ss KG 


[ Text] 


This is the information, I think, that was requested 
yesterday. We would be pleased to answer any follow-up 
questions. 


Mr. McCrossan: In these clauses it stipulates that 
amounts related to the offside benefit shall be set aside in 
an RCA and that interest on those amounts shall be 
reportable. I would like to know whether you can point 
me to the parts in subsections (4), (5) and (6) that deal 
with these registered plans for the public servants, Crown 
corportions and so on to set aside the moneys that would 
have been set aside by private corporations, if they had 
been employees of private corporations. 


In other words, you have confirmed that the intent of 
the law is indeed to catch all of the offside plans, with the 
exceptions of the ones enumerated. I had some difficulty 
seeing where they were caught. Perhaps you could point 
out to me where in these sections you are doing what you 
just said you intended to do. 


Mr. John Fuke (Associate to the Director General, 
Legislative Affairs Directorate, Department of National 
Revenue): Any plan that is a registered plan is excluded 


from the definition of a retirement compensation 
arrangement. This is in the definition in subsection 
248.(1). 


The government plans, I understand, are not funded. 
To be a retirement compensation arrangement, there has 
to be a contribution to a custodian. If the government 
plans are not funded, if there is no custodian involved, 
they would not be an RCA. 


Mr. McCrossan: This is a little different from what Mr. 
Farber just said. There are amounts that go through the 
books of Canada each year for a government contribution. 
Mr. Farber just gave the clear impression that these plans 
were caught, or rather I gathered from what Mr. Farber 
said that these plans were caught. However, you are saying 
that because the— 


Mr. Fuke: No, they are not caught by the RCA rules. 


Mr. McCrossan: What is the reason they are not 
caught? 


Mr. Fuke: They are presently registered plans and 
therefore are not caught by the RCA rules. 


Mr. McCrossan: However, they will be caught as of 
1990-91 because the October— 


Mr. Fuke: 
deregistered. 


Unless they come onside and _ are 


Mr. McCrossan: The law says that all registered plans 
will be automatically deregistered if they are offside in 
1990. 


Mr. Fuke: That is not in this legislation. 
Mr. McCrossan: I understand it. 
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Voila, je crois, les renseignements que vous nous avez 
demandés hier. Nous nous ferons un plaisir de répondre 
aux questions additionnelles que vous pourriez vouloir 
nous poser. 


M. McCrossan: Ces articles du projet de loi prévoient 
que les sommes correspondant a des avantages non 
conformes devront étre versées en vertu d’une convention 
de retraite et que les intéréts versés sur ces sommes 
pourront étre reportés. Pouvez-vous m/’indiquer ou il est 
prévu, dans les articles (4), (S) et (6) qui traitent des 
régimes de pensions enregistrés des fonctionnaires, des 
employés de sociétés de la Couronne etc., que les sommes 
doivent étre versées en vertu de conventions de retraite 
comme elles l’auraient été s’il s’était agi d’employés de 
sociétés privées. 

Autrement dit, vous nous avez confirmé que la loi vise 
effectivement tous les régimes qui sont non conformes, 
sauf ceux qui sont énumérés. Je n’arrive pas a voir ou cela 
se trouve. Vous pourriez peut-étre m/’indiquer quels 
articles atteignent l’objectif que vous dites étre celui de la 
loi. 

M. John Fuke (Direction générale de la législation, 
ministere du Revenu national): Tout régime de pension 
enregistré est exclu de la définition de convention de 
retraite. Voila la définition du paragraphe 248.(1). 


Sauf erreur de ma part, les régimes publics ne sont pas 
capitalisés. Pour qu’il y ait convention de retraite, il faut 
que des cotisations soient versées a un dépositaire. Si les 
régimes publics ne sont pas capitalisés, s’il n’y a pas de 
dépositaire, il ne peut y avoir de convention de retraite. 


M. McCrossan: Ce n’est pas tout a fait ce que vient de 
dire M. Farber. A chaque année, les contributions du 
gouvernement sont comptabilisées dans les comptes 
publics. M. Farber vient nettement de nous donner 
Vimpression que ces régimes sont visés, ou plutdt, c’est 
ainsi que j’ai interprété la réponse de M. Farber. 
Toutefois, vous dites qu’en raison du fait. . . 


M. Fuke: Non, ces régimes ne sont pas visés par les 
nouvelles régles sur les conventions de retraite. 


M. McCrossan: Et pourquoi ne le sont-ils pas? 


M. Fuke: Ce sont des régimes enregistrés et ils ne sont 
donc pas visés par les nouvelles régles touchant les 
conventions de retraite. 


M. McCrossan: Toutefois, ils seront visés dés 1990-1991 
en raison du communiqué du mois d’octobre. . . 


M. Fuke: S’ils ne sont pas coformes 4 ce moment-la, ils 
perdront leur statut de régimes enregistrés. 


M. McCrossan: La loi dit que tous les régimes 
enregistrés cesseront automatiquement de 1’étre s’ils ne 
sont pas conformes en 1990. 


M. Fuke: Cela ne se trouve pas dans ce projet de loi. 
M. McCrossan: C’est ce que je comprends. 


| 
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Mr. Fuke: It will be in the pension package when it 
comes forward. They are are not  deregistered 
automatically. 


Mr. Farber: I think I made the point that they would 
not be deregistered automatically. Those plans that are 
offside have until 1991 to come onside. To the extent that 
they do not come onside, they would have to be revoked. 


They are not automatically deregistered. 


Mr. McCrossan: Could you explain the difference? 
Mr. Farber: There is a revocation procedure. 
Mr. McCrossan: What is the difference between being 


| deregistered and being revoked? 


Mr. Farber: Revocation would be a conscious action on 


_ the part of the registration division of Revenue Canada to 


| formally revoke the plan. 
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Mr. Fuke: It is a complication of their registration. 


Mr. McCrossan: Let us take the case of deputy 
ministers, who are in effect the people who are most 
offside. There is a limit of $60,000 pension per annum out 
of any registered pension plan except the Public Service 
Superannuation Plan. Any pension plan that pays more 
‘than $60,000 in the private sector cannot be registered 
/ and must set up an RCA and pay the tax penalties. 


So the only people who’ are excluded, who are 
receiving pensions over $60,000—certainly the MPs 
' cannot exceed $60,000, because their salary is not that 
_ high—and who are not caught by this proposed legislation 
are the deputy ministers and the judges, I guess. Is that a 
‘fair summary? These are the only people you have 


‘exempted from these provisions. 


Mr. Farber: As indicated earlier, they have until 1991 
to come onside. I cannot tell you whether or not they are 
going to come onside by then. 


) 


Mr. McCrossan: And what happens if they do not come 
onside by 1991? 


Mr. Farber: Well, the registration rules will be in the 
‘law at that time, and— 


Mr. McCrossan: Some deputy minister is reponsible for 
revoking this plan— 


Mr. Farber: —Revenue Canada has the right to revoke 
‘the plan at that time. 


_ Mr. McCrossan: So you are saying it is the deputy 
Minister for Revenue Canada who has the responsibility 
to ensure his own pension is revoked? If he takes no 
action, nothing happens. 


Mr. Farber: I am not sure it is the deputy minister who 
has the responsibility. I think it is the Minister who would 
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M. Fuke: C’est ce que prévoira le projet de loi de 
réforme des pensions quand il sera déposé. Ces régimes ne 
perdront pas automatiquement leur statut de régimes 
enregistrés. 


M. Farber: Je vous ai bien dit qu’ils ne perdraient pas 
automatiquement leur statut de régimes enregistrés. Les 
régimes qui ne sont pas conformes ont jusqu’en 1991 
pour le devenir. Aprés cela, ils perdront leur statut de 
régimes enregistrés. Mais cela ne se fait pas 
automatiquement. 


M. McCrossan: Pouvez-vous m’expliquer la différence? 
M. Farber: II existe une procédure de dissolution. 


M. McCrossan: Quelle est la différence entre la perte 
du statut de régime enregistré et la dissolution? 


M. Farber: Pour qu’il y ait dissolution, il faudrait que 
la Division de l’enregistrement de Revenu Canada engage 
des procédures formelles pour dissoudre le régime. 


M._ Fuke: 
enregistrement. 


C’est une complication de leur 


M. McCrossan: Prenons le cas des sous-ministres, dont 
les régimes sont en fait les moins conformes. II y a une 
limite de 60,000$ par an aux pensions versées par tous les 
régimes enregistrés a l’exception du Régime de retraite de 
la Fonction publique. Tout régime qui verse plus de 
60,000$ a quelqu’un dans le secteur privé ne peut pas étre 
enregistré et doit constituer une convention de retraite et 
payer les pénalités fiscales. 


Par conséquent, les seules personnes exclues, qui 
touchent des pensions de plus de 60,000$—il est certain 
que le cas ne se présente pas pour les députés puisque 
leur traitement n’est pas assez élevé pour cela—et qui ne 
tombent pas sous le coup de ce projet de loi sont les sous- 
ministres et les juges, je pense. C’est bien cela? Ce sont les 
seuls que vous ayez exemptés de ces dispositions. 


M. Farber: Encore une fois, ils ont jusqu’a 1991 pour 
s’aligner. Je ne peux pas vous garantir qu’ils le feront d’ici 
la. 

M. McCrossan: Que se passera-t-il s’ils ne le font pas 
d’ici 1991? 

M. Farber: Eh bien, les _ régles concernant 
l’enregistrement auront été intégrées 4 la loi a ce moment- 
lavetze 


M. McCrossan: C’est un sous-ministre quelconque qui 
doit dissoudre ce régime. . . 


M. Farber: . 
ace moment-la. 


.. Revenu Canada aura le droit de le faire 


M. McCrossan: Vous voulez donc dire que c’est le sous- 
ministre de Revenu Canada qui est chargé de veiller a ce 
que son propre régime soit dissous? S’il ne fait rien, il ne 
sé passera rien. 


M. Farber: Je ne suis pas certain que ce soit lui qui ait 
cette responsabilité. Je pense que ce serait le ministre. 
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have the responsibility. I guess in 1991 when those 
registration rules become law, if they do not meet the 
requirements, the option will be there to revoke the 
registration. I cannot tell this committee at this time what 
is going to happen in 1991. 


Mr. McCrossan: You made another statement that 
struck me as a little curious, which is that even if they are 
unfunded, the law may not apply to them. The only 
formerly unfunded pension plan I am aware of is the very 
same pension plan. I guess there are five of them, actually. 
They are those for the MPs and senators, the judges, the 
public service, the armed forces, and the RCMP. So are 
you saying that even after 1991, the way this proposed 
legislation is drafted, because these plans are not funded, 
they do not fall under the ambit of the act, so an 
exclusion has been drafted that exempts these plans. 


Mr. Fuke: The proposed legislation you have before 
you does not deal with contributions by employees to 
revoked pension plans. That again is in the pension 
package. 


Mr. McCrossan: I understand that. 


Mr. Fuke: So the proposal there is that the 
contributions by an employee to a revoked plan may still 
be deductible within certain limits. But that is not in this 
bill. 


Mr. McCrossan: So even though they are off-side, they 
can still deduct the full contribution required by the 
pension plan this year, next year, and forever. 


Mr. Fuke: I am not saying that, sir. I am saying that is 
being dealt with in the proposed pension legislation, 
which is not before us. 


Mr. McCrossan: You made allusion to the status of 
unfunded plans being unclear. Can you tell me how it is 
unclear? Where it is unclear? 


Mr. Fuke: A retirement compensation arrangement by 
definition is a plan under which money is transferred to a 
custodian. If there has been no such transfer, then it is not 
a retirement compensation arrangement. 


Mr. McCrossan: Even though the employee, in this 
case the deputy minister, is paying money in, you are 
telling me there is no custodian of that money. The 
Government of Canada just receives it, and it does not 
need to set up a custodian, because it is the Government 
of Canada and its word is good. And because it has not set 
up a custodian, it does not trigger this. So this has been 
crafted in such a way that the people who draft the laws 
have exempted themselves. 
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Jimagine qu’en 1991, quand ces régles auront été 
incorporées a la loi, si leurs exigences ne sont pas 
respectées, On pourra révoquer l’enregistrement. Je ne 
peux pas dire a votre Comité ce qui se passera en 1991. 


M. McCrossan: Vous avez aussi dit quelque chose que 
j’ai trouvé un peu curieux, c’est que méme s’ils ne sont 
pas capitalisés, la loi peut ne pas s’appliquer a eux. Le 
seul régime de pensions préalablement non capitalisé que 
je connaisse, c’est précisement ce régime de pensions-la. 
Je pense qu’en fait il y en a cing. Il y a celui des députés 
et des sénateurs, celui des juges, celui de la Fonction 
publique, celui des Forces armées et celui de la GRC. 
D’aprés ce que vous dites, méme apres 1991, étant donné 
la fagon dont le texte de ce projet de loi est rédigé, comme 
ces régimes ne sont pas capitalisés, ils ne tomberont pas 
sous le coup de cette loi, c’est-a-dire qu’en fait on a 
intégré a la loi une disposition d’exemption pour ces 
régimes. 


M. Fuke: Le projet de loi que vous avez sous les yeux 
ne concerne pas les cotisations des employés a des régimes 
de pensions dont l’enregistrement a été révoqué. Encore 
une fois, cela reléve de l’ensemble de mesures sur les 
pensions. 


M. McCrossan: Je le comprends bien. 


M. Fuke: Donc, ce qui est proposé, c’est que les 
cotisations d’un employé a un_ régime’ dont 
l’enregistrement a été révoqué puissent quand méme étre 
déductibles dans une certaine limite. Mais cela ne figure 
pas dans ce projet de loi. 


M. McCrossan: Donc, méme_ si _ les régimes 
contreviennent aux régles, les employés pourront quand 
méme déduire la totalité de la cotisation requise par le 
régime de pensions cette année, l’année prochaine et 
indéfiniment. 


M. Fuke: Ce n’est pas ce que je dis. Je dis que la 
question reléve du projet de loi envisagé sur les pensions 
que nous n’avons pas sous les yeux. 


M. McCrossan: Vous avez dit que le statut des régimes 
non Capitalisés n’était pas clair. Pourriez-vous m’expliquer 
pourquoi? En quoi n’est-il pas clair? 


M. Fuke: Une convention de retraite, par définition, 
est un régime en vertu duquel on transfére de l’argent a 
un dépositaire. Si ce transfert n’est pas effectué, il n’y a 
pas de convention de retraite. 


M. McCrossan: Méme si l’employé, en l’occurrence le 
sous-ministre, cotise a ce régime, vous voulez dire qu’il 
n’y a pas de dépositaire de cet argent. Le gouvernement 
du Canada se contente de le recevoir, et il n’a pas besoin 
de nommer un_  dépositaire, parce qu'il est le 
gouvernement du Canada et qu’on peut le croire sur 
parole. Comme il ne nomme pas de dépositaire, ce 
mécanisme ne s’applique pas. Les rédacteurs des lois ont. 
donc congu ce systeme de fagon a s’exempter eux-mémes. 
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The Chairman: Is there any amendment you are 
proposing for clause 6? 


Mr. McCrossan: I may well have some if they can point 
the section to me which is Operative and which excludes 
these unfunded plans. I would happy to add the words 
“whether funded or unfunded” into the law, but I have 
been trying to find out where the provision is that places 
in difficulty this particular issue. 


The Chairman: In other words, 
supplied does not satisfy you so far. 


the information 


Mr. McCrossan: I have read the clauses and I cannot 
find out where these are dealt with. It is peculiar that 
everybody in the country seems to be dealt with excepi— 


The Chairman: Deputy ministers. 


Mr. McCrossan: I am curious as to where the 
mechanism is that exempts them and I would be happy to 
move an amendment to fix that up. 


The Chairman: It would probably apply to Cabinet 
Ministers, too, because I think their Salary is now 


included in the pension. Their salary is in excess of 
$100,000— 


Mr. McCrossan: That is quite possible. 


The Chairman: —which means that, since they get 
pension based on the final six years, the 75% would be in 
excess of $60,000. 


Mr. McCrossan: Actually, it is unlikely to be, but— 
The Chairman: It could be. 
Mr. McCrossan: —it is possible. 


The Chairman: So this section is for the benefit of 
deputy ministers. What is the solution to this? Mr. 
McCrossan says he can fix the section. He says he can 
make an amendment to— ; 


Mr. McCrossan: My purpose would be to add the 
words “whether funded or unfunded” in the appropriate 
place in the act that describes a registered pension plan. 


Mr. Fuke: What is that going to accomplish? 
Mr. McCrossan: It will bring unfunded registered 


Pension plans into the ambit of this section of the act. 


Mr. Fuke: The purpose of the retirement compensation 
arrangement is to extract tax now, although deductible, 
‘for these extra plans that are being established by 
‘employers for their employees. It is not dealing with 
‘employee contributions to various plans. Employee 
‘COntributions are being dealt with in the— 


Mr. McCrossan: I understand that. 


f 
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Mr. Fuke: So therefore if there is no contribution 
‘made, then there is no deduction being claimed by the 
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Le président: 


Proposez-vous un amendement pour 
article 6? 


M. McCrossan: Ce serait bien possible s’ils peuvent me 
préciser Varticle qui s’applique et qui exclut ces régimes 
non capitalisés. J’aimerais bien ajouter les mots «capitalisé 
Ou non Capitalisé» au texte de la loi, mais Je n’ai pas 
réussi a trouver la disposition qui nous pose ce probléme. 


Le président: Autrement dit, vous n’étes pas satisfait 


des informations qu’on nous a communiquées jusqu’a 
présent. 


M. McCrossan: J’ai lu tout le texte et je ne trouve pas 
le passage qui concerne ces régimes. Il est curieux que 
tout le monde dans le pays semblent tomber sur le coup 
de ces dispositions a l’exception des. . . 


Le président: Sous-ministres. 


M. McCrossan: J’aimerais bien voir ou se trouve le 


mécanisme qui les exempte et proposer un amendement 
pour régler ce probléme. 


Le président: Cela S’appliquerait probablement aux 
ministres aussi, car je pense que leur traitement est 


maintenant inclus dans la pension. Ils ont un traitement 
de plus de 100,000$. . . 


M. McCrossan: C’est bien possible. 


Le président: ... c’est-a-dire que, si leur pension est 
calculée en fonction des six derniéres années, les 75 p. 100 
représenteront plus de 60,000$. 


M. McCrossan: En fait, c’est peu probable, mais. . . 
Le président: Ce serait possible. 
M. McCrossan: . . . c’est possible. 


Le président: Par conséquent cet article avantage les 
sous-ministres. Quelle solution peut-on trouver? M. 
McCrossan dit qu’il peut arranger cet article. II peut 
proposer un amendement. . . 


M. McCrossan: Je voudrais ajouter les mots «Capitalisé 
ou non capitalisé» a l’endroit du projet de loi ot V’on 
parle des régimes enregistrés de pensions. 


M. Fuke: Cela vous donnerait quoi? 


M. McCrossan: Cela ferait tomber les régimes 
enregistrés de pensions non capitalisés sous le coup de cet 
article de la loi. 


M. Fuke: Le but des conventions de retraite est de 
prélever des impdts maintenant, bien que les cotisations 
soient déductibles, sur ces régimes supplémentaires mis 
sur pied par les employeurs pour leurs employés. Il ne 
s’agit pas des cotisations des employés a divers régimes. 
Les cotisations des employés relévent de. . . 

M. McCrossan: Je comprends bien. 


M. Fuke: Donc, s’il n’y a pas de contributions, 
Vemployeur ne réclame pas de déduction. Si un 
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employer. An employer who makes a commitment to pay 
an employee something in the future. .. We are not 
extracting any taxes from that. We are only looking at 
plans where an employer is transferring money to a 
custodian, where the funds may be vested in the 
employee. 


With respect to existing pension plans, which are now 
registered, which are not being dealt with by the RCA, 
they will be dealt with—where the plans may be offside by 
virtue of the new rules—in the pension package which 
will be forthcoming. 


Mr. McCrossan: Let me just switch to the provincial 
equivalent plans which are offside. 


Mr. Fuke: They are at this time registered plans and so 
they are not caught by the RCA provisions. 


Mr. McCrossan: But they will be. 


Mr. Fuke: If they do not meet the requirements and if 
their registration is revoked, then they will cease to be 
registered plans. 


Mr. McCrossan: If they do not fund them, as they do 
not, then they are not caught. 


Mr. Fuke: That is correct and, as a result, there is no 
deferral. The employee’s contributions may not be 
deductible, so his contribution limit for his RSP will be 
untouched. Sorry, that is not in this legislation. That is 
what is in the pension package. 


° 1035 


Mrs. Collins: I assume the employer’s contribution is 
ordinarily tax deductible from his expenses. 


Mr. Fuke: We are dealing with the retirement 
compensation arrangement, primarily the employer who 
did not care if his contribution was deductible. 


Mr. McCrossan: Most of them were non-taxable in the 
first place. 


Mr. Fuke: Yes, they were non-taxable entities in the 
first place. When money is set aside by these institutions 
for their employees, there is a 50% withholding of tax 
from the transfers to the custodian. 


Mrs. Collins: The government does not pay tax to itself, 
so why does— 


Mr. McCrossan: No, not the federal government, but 
there are always other levels of government like the 
Crown corporations, the provinces and municipalities, all 
of which are non-taxable. As I understand it, these were 
the primary people using this device. They knew they 
were non-taxable. They were deliberately setting up 
pension plans for their employees which were more 
generous than the legal limits because all they had to lose 
was tax deductibility of their contributions. 


[Translation] 


employeur s’engage a verser quelque chose a l’avenir a un 
employé. .. on n’impose pas cela. Nous ne nous occupons 
que des régimes dans le cadre desquels un employeur 
transfere de lV’argent a un dépositaire, et ou l’argent est 
dévolu a l’employe. 


En ce qui concerne les régimes de pensions existants 
déja enregistrés, et qui ne sont pas visés par les regles sur 
les conventions de retraite, leur cas sera réglé—dans le cas 
ou ils contreviennent aux nouvelles régles—par 
Vensemble de mesures sur les pensions qui va étre bientot 
présenté. 


M. McCrossan: Passons aux régimes provinciaux 
équivalents qui eux aussi contreviennent aux regles. 


M. Fuke: Pour l’instant, ce sont des régimes enregistrés 
et ils ne tombent pas sous le coup des dispositions 
concernant les conventions de retraite. 


M. McCrossan: Mais ¢a viendra. 


M. Fuke: S’ils ne respectent pas les exigences et si leur 
enregistrement est révoqué, ils cesseront d’étre des 
régimes enregistrés. 


M. McCrossan: S’ils ne sont pas capitalisés, comme 
c’est déja le cas, ils échapperont a ces dispositions. 


M. Fuke: C’est exact et par conséquent il n’y aura pas 
de report. Les cotisations de Vemployé ne pourront pas 
étre déductibles, et sa limite de cotisation 4 son REE ne 
changera pas. Pardon, ce n’est pas dans ce projet de loi, 
c’est dans l’ensemble de mesures sur les pensions. 


Mme Collins: J’imagine que l’employeur peut 
normalement déduire ses contributions de ses frais, aux 
fins de l’impot. 


M. Fuke: Nous parlons des conventions de retraite, 
c’est-A-dire essentiellement des employeurs pour qui le fait 
que leurs contributions soient déductibles n’a aucune 
importance. 


M. McCrossan: La plupart d’entre eux ne sont pas 
imposables de toute fagon. 


M. Fuke: Oui, ce sont des organismes non imposables 
au départ. Quand ils mettent de coté de l’argent pour 
leurs employés, il y a une retenue d’impdét de 50 p. 100 
sur les transferts au dépositaire. 


Mme Collins: Le gouvernment ne se paie pas lui-meme 
d’impot, alors pourquoi. . . 


M. McCrossan: Non, pas le gouvernement fédéral, mais 
il y a toujours les sociétés d’Etat, les provinces, les 
municipalités qui ne sont pas non plus imposables. Pour 
autant que je sache, ce sont surtout ces gens-la qui se 
servaient de ce mécanisme en sachant qu’ils n’étaient pas 
imposables. Ils créaient délibérément pour leurs employés 
des régimes de pensions plus généreux que ne le permet la 
loi parce que tout ce qu’ils avaient a perdre, c’était la. 
déductibilité de leurs contributions. 
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Two factors are involved. The first is that they have to 
transfer half the contribution to the federal government as 
a withholding tax. The second is that they have to pay tax 
on the interest build-up inside the fund. It is a 
withholding tax. They are both refundable. 


You have to pay tax on the money set aside and on the 
interest set aside, but if the government simply decides 
not to fund it, to receive the employees’ contributions and 
not to set up a formal fund for the benefits offside, they 
escape this legislation. That is what you are telling me. 


Mr. Fuke: So would any hospital 
choosing to do the same thing. 


Mr. McCrossan: This is where I have difficulty with the 
thing. This was a_ tax loophole only available to 
governmental organizations to provide pensions more 
generous than those allowed to anybody else. You are 
telling me this has been drafted in such a way that it is 
ineffective. 


or university 


Mr. Farber: Mr. Chairman, I do not understand that 
comment. We are talking about funded plans. If a plan is 
funded, the employee is assured of getting that portion of 
his contribution and the employer’s contribution to the 
plan. If a plan is not funded, the employee has no 
"certainty that he is ever going to get the other part of the 
contribution. We are talking about the funded ones. I fail 

to understand why there is a problem. As Mr. McCrossan 
indicated, this legislation is trying to address the tax 

deferral element. There is no tax deferral element if the 
_ plan is not funded. 


Mr. McCrossan: That is not so. If 
contributions for the plan because— 


| 


there are 


' Mr. Farber: The contributions are registered pension 
plan contributions, like contributions for anybody 
including contributions to registered retirement savings 
plans. Those are actual contributions the employee makes. 
, We are talking about the other side of it. 


Mr. McCrossan: The effect of what you are saying is 
_that governments and their subsidiaries can continue to 
| Set up offside pension plans simply by promising to pay 
| the excess and by not funding it. In the private sector, 
generally you would not accept such an arrangement 
because you do not have the certainty in payment. The 
Only people who can guarantee payment are the people 
who can levy taxes at their whim. 


__ The loophole has been identified. It is costing a large 
'amount of tax dollars. As you know, these contributions 
“were received currently by trustees and were invested. 
‘They were like little mini RRSPs set up on the side. 
‘Instead of paying it to a trustee, you pay it to the 
employer who sets up a notional fund and credits you 
With the same interest as before. It is exactly the same 
‘Plan except the employer holds the money and does not 
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[Traduction] 
Il y a deux facteurs ici. D’une part, ils doivent 
transférer une somme équivalant a la moitié de la 


contribution au gouvernement fédéral sous forme de 
retenue d’impot. Detxiémement, ils doivent payer des 
imp6ts sur les intéréts accumulés. C’est une retenue a la 
source. Les deux sont remboursables. 


Vous devez payer des impéts sur Vargent mis de cété et 
sur les intéréts mis de cété, mais si le gouvernement 
decide tout simplement de ne pas Capitaliser le régime, de 
se contenter d’encaisser les cotisations des employés sans 
créer officiellement une  caisse pour les avantages 
additionnels, il échappe 4 cette mesure législative. C’est 
bien ce que vous dites. 


M. Fuke: Ce serait la méme chose pour un hopital ou 
pour une université qui suivrait la méme voie. 


M. McCrossan: C’est 1a que jai un probléme. II s’agit 
d’une échappatoire fiscale dont pouvaient _profiter 
seulement les organisations gouvernementales qui 
voulaient accorder a leurs employés des pensions plus 
généreuses que celles qui étaient accordées aux autres. 
Vous étes en train de me dire que ce texte est rédigé de 
telle maniére qu’il est inefficace. 


M. Farber: Monsieur le président, je ne comprends pas. 
Nous parlons des régimes capitalisés. Si un régime est 
capitalisé, l’employé a la garantie de toucher cette partie 
de sa cotisation et la contribution de Vemployeur au 
régime. Si un régime n’est pas Capitalisé, l’employé n’a 
pas la certitude de toucher un jour les contributions de 
Vemployeur. Nous parlons des régimes capitalisés. Je ne 
vois pas le probléme. Comme l’a dit M. McCrossan, le 
projet de loi essaie de régler le probleme du report 
d’impot. Si le régime n’est pas Capitalisé, il n’y a pas de 
report d’impot. 


M. McCrossan: Pas du tout. S’il y a des cotisations au 
régime parce que. . . 


M. Farber: Les cotisations sont des cotisations a un 
régime enregistré de pension, comme toutes les autres 
cotisations y compris celles a des régimes enregistrés 
d’€pargne-retraite. Ce sont les cotisations réelles que fait 
V’employé. Nous parlons de l’autre cété de la question. 


M. McCrossan: D’aprés ce que vous dites, les 
gouvernements et leurs succursales peuvent continuer 4 
mettre sur pied des régimes de pensions non conformes 
aux régles en se contentant de promettre de payer le 
supplément sans capitaliser les régimes. Dans Vensemble, 
une telle disposition ne serait pas acceptée dans le secteur 
privé car l’on n’aurait pas la certitude d’étre payé. Les 
seuls qui puissent garantir le paiement, ce sont ceux qui 
peuvent lever des impéts comme bon leur semble. 


On a identifié cette échappatoire. Elle nous cotte des 
sommes considérables. Comme vous le Savez, On confiait 
jusqu’a présent ces cotisations 4 des fiduciaires qui les 
investissaient. C’était comme des mini-REER paralléles. 
Au lieu de confier cela 4 un fiduciaire, vous versez 
maintenant l’argent a l’employeur qui crée une caisse 
fictive et vous crédite du méme intérét qu’avant. C’est 
exactement le méme régime, sauf que l’employeur garde 
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set it aside with a trustee. You have not closed down 
anything and you allow all these governmental agencies to 
set up their plans. 


Mr. Fuke: Some of these arrangements may be caught 
by the rules for salary deferral arrangements. That 
legislation is already in the act. It covers if— 


Mr. McCrossan: These were not caught previously. 


The Chairman: What do you mean when you say they 
would be caught by salary deferral arrangements? 


Mr. Fuke: A salary deferral arrangement is a concept 
already in the act. It is a situation where an individual is 
saying not to pay him the income now, but to pay it later. 
We dealt with that a year ago. 
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Mr. Fuke: If the employee is saying to his non-taxable 
employer, do not pay me the money now but promise to 
pay me in the future, then that is caught by the salary 
deferral arrangement rules. 


Mr. McCrossan: I would like to stand this clause again 
and ask if an arrangement is set up whereby an employee 
pays a contribution for an offside benefit that is received 
by an employer and not set aside by a trustee, and the 
employer then— 


Mr. Fuke: Whose money is it when the employee pays 
it to the employer? 


Mr. McCrossan: It is the employer’s money. 


Mr. Fuke: Is he not holding that money as trustee of 
the employer? 


Mr. McCrossan: No, he just pays it for value to be 
received in the future. The employer then sets up a 
notional account the way they used to, with matching 
contributions deemed notional matching contributions 
and pays the interest. 


Mr. Fuke: I doubt the employee would do that because 
he does not get any deduction for that payment. 


The Chairman: He does not pay tax on it. If there is for 
example a salary arrangement at $100,000 a year, the 
employee is happy to take the $80,000 salary, and never 
gets paid $20,000. It goes into his pension account, with 
an equal amount paid by the employer, and the employer 
keeps a notional account and pays interest on that, but it 
is never paid to anybody. 


Mr. Fuke: So _ that 
arrangement. 


may be a salary deferral 


The Chairman: That may be, but anyway there is 
nothing you can do in law to stop that. So I think we are 
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Vargent et ne le confie pas a un fiduciaire. Vous n’avez 
donc fermé aucune échappatoire et vous permettez a tous 
ces organismes gouvernementaux de se constituer leur 
propre régime. 


M. Fuke: Certains de ces arrangements peuvent tomber 
sous le coup des dispositions concernant les ententes 
d’échelonnement du traitement. C’est déja prévu par la 
loi. Ces dispositions s’appliquent si. . . 


M. McCrossan: Auparavant, ils y échappaient. 


Le président: Que voulez-vous dire quand vous dites 
que ces arrangements tomberaient sous le coup des 
dispositions concernant les ententes d’échelonnement du 
traitement? 


M. Fuke: La _ loi traite déja des ententes 
d’échelonnement du traitement. II s’agit de situations ou 
quelqu’un demande a ne pas toucher son revenu 
maintenant, mais plus tard. Nous en avons déja parlé il y 
aun an. 


M. Fuke: Si Vemployé dit a son employeur non 
imposable de ne pas lui verser son argent maintenant, 
mais plus tard, il tombe sous le coup des reégles 
concernant les ententes d’échelonnement du traitement. 


M. McCrossan: J’aimerais que cet article soit encore 
réservé et poser une question. Si un employé s’arrange 
pour verser une cotisation en vue de bénéficier d’un 
avantage non conforme aux régles, et que l’employeur 
recoit cette cotisation et ne la confie pas 4 un dépositaire, 
et qu’ensuite l’employeur. .. 


M. Fuke: Il s’agit de l’argent de qui quand |’employeé le 
donne a l’employeur? 
M. McCrossan: C’est l’argent de ’employeur. 


M. Fuke: Il ne 
Vemployé? 


le détient pas en fiducie pour 


M. McCrossan: Non, cet argent est versé en échange 
d’une contrepartie payable dans l’avenir. L’employeur 
établit un compte fictif comme cela se faisait auparavant, 
avec des contributions, elles aussi fictives, correspondant 
aux cotisations de l’employé, et il verse l’intérét. 


M. Fuke: Je ne vois pas pourquoi un employé le ferait 
puisqu’il ne pourrait pas obtenir de déduction pour ce 
versement. ; 


Le président: Il ne paie pas d’impdt la-dessus. Prenons 
le cas d’un employé qui touche 100,000$ par an. II se 
contente d’en empocher 80,000$, et on ne lui verse pas les 
20,000$ restants. Ce montant est versé sur son compte de 
pension, l’employeur y verse un montant équivalent, tient 
une comptabilité officieuse de ce compte et y verse des 
intéréts, mais l’argent n’est jamais versé a quelqu’un. 


M. Fuke: On peut donc dire qu’il s’agit d’une entente ~ 
d’échelonnement du traitement. 


Le président: Peut-étre, mais légalement rien ne vous 
empéche de le faire. Je crois que nous tournons en rond. 
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talking in circles. It seems to me if employers and 
employees want to get together, and the employer is a non- 
taxable employer, so that there is no problem of a 
deduction from the employer’s point of view, there is 
nothing you can do about it. There was nothing to 
prevent an employer from paying an employee more 
money than he is worth in a particular year, particularly 
when you are dealing with non-taxable entities like school 
boards, municipalities or universities, They make all sort 
of arrangements because they do not pay taxes. It is the 
old sabattical problem: they decide to give someone a 
house, but they put a notional value on the house. It is 
very difficult to prove the value of it. 


Mr. Fuke: The retirement compensation arrangement 
legislation is designed to get at those instances where it 
has gone beyond that, where the money has been set aside 
with a custodian and the employee then has a certainty of 
getting the money. 


The Chairman: What you have done here is caught the 
situation where the money is in fact set aside and have 
been able to have a taxable back of 50% on it and tax the 


interest and so on, on a refundable basis. 


Where there is nothing set aside, I do not see how you 


could in any way ever Catch it in law. There is nothing to 
prevent people from making shakehand deals on what 


will happen in the future if both parties are prepared to 


go along with it and the employee is prepared to trust the 
employer. 


You could do it by contract. A man could enter into an 


-€mployment contract that will pay his estate to the year 


2010, even if he is not living. 


Mr. Layton: Mr. Chairman, as Mr. McCrossan has said, 
there is not much risk when we are dealing with the 
public sector. So the commitment is more than just a 
handshake behind the curtain. It becomes a commitment 
on behalf of the government to fund. Is there no way that 
‘Mr. McCrossan’s suggestion that funded or non-funded 
could be introduced into the legislation? 
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_ Mr. Fuke: It certainly goes well beyond the parameters 
‘of what we are doing here, and we are looking here at an 
event—the transfer of funds to the custodian. When we do 
not have that event, the concern then is: What is the point 
vat which the tax is to be extracted? 


’ 
; 


_ Mr. Layton: My reaction would be that presumably it 
has to be annually at some point in the fiscal year; maybe 
it is December 31. 


Mr. McCrossan: Well my concern on this thing is fairly 
Straightforward—that we are coming down very hard on 
Private-sector offside plans on this. And I think everyone 
‘fecognizes that the RCA proposal is right at the limits of 
being punitive. It extracts the maximum tax possible at 
‘the highest tax bracket, and it is— 
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[Traduction] 

J’ai impression que si les employeurs et les employés 
veulent s’entendre, et que Vemployeur n’est pas 
imposable, de sorte qu’il n’a pas de probléme de 
déductions, vous n’y pouvez rien. Rien n’empéche un 
employeur de verser 4 un employé plus que ce qu’il 
devrait toucher pour une année donnée, en particulier 
quand il s’agit d’organismes non imposables comme les 
commissions scolaires, les municipalités ou les universités. 
Tous ces gens-la font toutes sortes d’arrangements parce 
quils ne paient pas d’impét. C’est le vieux probleme des 
avantages sabbatiques: on décide de donner une maison a 
quelqu’un, mais on attribue une valeur fictive a cette 
maison. Il est trés difficile d’établir la valeur réelle. 


M. Fuke: Les dispositions de la loi concernant les 
conventions de retraite visent les situations ow cela va plus 
loin que cela, ou l’argent est confié 4 un dépositaire et ot 
Vemployé a la certitude de le toucher. 


Le président: Vous avez en fait couvert les cas ou 
argent est effectivement mis de cété et ow I’on peut 
effectuer une retenue de 50 p. 100 et imposer les intéréts 
etc, sous réserve de remboursement. 


Mais si l’on ne met pas d’argent de cété, je ne vois pas 
comment la loi peut s’appliquer a ces arrangements. Rien 
n’empéche les gens de s’arranger sous la table si les deux 
parties sont d’accord et si l’employé est prét a faire 
confiance a son employeur. 


Cela peut se faire par contrat. Quelqu’un peut 
conclure un contrat d’emploi en vertu duquel sa 
succession touchera un certain montant jusqu’a l’an 2010. 


M. Layton: Monsieur le président, comme le disait M. 
McCrossan, quand il s’agit du secteur public, il n’y a pas 
grand risque. Il ne s’agit pas simplement d’un petit 
arrangement sous la table. Il s’agit d’un engagement du 
gouvernement a payer. Serait-il vraiment impossible de 
préciser dans le texte de la loi, comme le propose M. 
McCrossan, qu’il s’agit des régimes capitalisés aussi bien 
que non capitalisés? 


M. Fuke: Cette mesure va bien au-dela des paramétres 
relatifs au transfert de fonds au dépositaire. Par contre, s’il 
n’y a pas de transfert de fonds, quand l’imp6t est-il percu? 


M. Layton: J’ai bien l’impression que les impots sont 
percus une fois par exercice financier, mettons au 31 
décembre. 


M. McCrossan: La question qui me préoccupe est assez 
simple. Je trouve que nous sommes beaucoup trop durs a 
Vendroit des régimes non conformes du secteur privé. 
Nous trouvons tous, je crois, que les regies ssunmiles 
conventions de retraite frdlent l’excés. Elles visent a 
percevoir le maximum d’impét des paliers de revenu les 
plus élevés. En outre. . . 
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The Chairman: As a matter of fact, it is in excess of the 
highest tax bracket. 


Mr. McCrossan: Yes, it is in excess of the highest tax 
bracket under tax reform. It effectively puts these plans 
out of business for all private-sector employers. 


But what you are telling me is that by a simple 
restructuring, these plans can stay in business for public- 
sector employers who have the guarantee of being able to 
tax the money in the future at any time they want. And 
that bothers me somewhat, obviously. Again, it comes 
down to an equity issue, because we are saying: We are 
going out there and we are going to hammer anybody 
who sets up a pension plan for more than $60,000; we are 
just going to stop that. That is against the public interest. 
But we can allow the exact same thing to happen by 
simply changing the formula in the public sector. 


I do not know how you sell that to... Why should the 
deputy minister be treated differently from the bank 
president? 


Mr. Farber: Mr. Chairman, the information we have 
been trying to give you with respect to these 
compensation arrangements is the situation we are trying 
to address with respect to those plans which are funded 
plans. Other types of plans which are now registered 
pension plans that provide benefits beyond the income 
levels that Mr. McCrossan is referring to are items that are 
not dealt with in this legislation, were not proposed to be 
dealt with in this legislation, but which will be dealt with 
in the pension reform package, with respect to those plans 
that must come onside by 1991. Otherwise, they leave 
themselves exposed to possible revocation. 


These are only with respect to the funded plans. It is 
only with respect to those plans where the employee is 
assured of the additional funding that is provided by the 
employer, and does not in any way proport to deal with 
other plans that are not funded plans. Those plans that are 
not funded plans, while I can understand the committee’s 
position with respect to the assurance that may be 
garnered from a school board or a government. . . school 
boards change, governments change, pension 
arrangements change. I as an employee might not be 
satisfied with that kind of a promise unless I knew it was 
with a custodian and I had the rights to it. One may not 
have the rights with just a promise. 


This legislation does not deal with that, so [ am not 
sure what more we can answer in that regard. 


Mr. Belsher: I agree with Mr. McCrossan that if the 
private sector is tightened up, there should be nothing left 
in the public sector that is not consistent with what we are 
asking in the private sector. Now, is this the vehicle to do 
that, or is it in the other bill which has been referred to, 
the pension bill? 


Finance and Economic Affairs 


3-12-1987 


[Translation] 


Le président: De fait, cela dépasse méme le taux 
supérieur d’imposition. 


M. McCrossan: Oui, c’est juste, dans le cadre de la 
réforme fiscale. Cette recommandation rendrait non 
viables les régimes de tous les employeurs du secteur 
prive. 

Vous avouez par contre qu'il suffirait d’une simple 
restructuration pour que survivent les régimes non 
conformes mis sur pied par des employeurs du secteur 
public qui sont assurés de pouvoir percevoir des impots 
sur ces fonds a leur gré. C’est justement ce qui m’inquiete. 
Est-ce équitalbe? Nous annongons que quiconque osera 
servir une pension de plus de 60,000$ aura des comptes a 
rendre, que nous y mettrons le hola. C’est contraire a 
Vintérét commun. Par contre, en modifiant la formule, 
nous permettons au secteur public d’y aller gaiement. 


Il est assez difficile de faire valoir notre point de vue. 
Comment peut-on prétendre traiter différemment un sous- 
ministre et un président de banque? 


M. Farber: Monsieur le président, nous essayons de 
vous expliquée de quelle fagon les régles sur les 
conventions de retraite nous permettront de régler le 
probléme que posent les régimes capitalisés. Cette loi ne 
traite pas—et c’est voulu—des régimes de _ retraite 
enregistrés qui versent des pensions supérieures au 
plafond qu’a mentionné M. McCrossan. Ces régimes 
seront visés par les propositions de réforme des pensions 
et devront étre conformes aux régles dés 1991, sans quoi 
leur enregistrement sera révoque. 


Les régles dont nous parlons ne concernent que les 
régimes capitalisés. Elles ne s’appliquent qu’aux régimes 
qui garantissent a l’employé les contributions de 
Vemployeur. Je comprends par contre la position du 
Comité en regard des garanties que peuvent fournir les 
commissions scolaires ou les gouvernements. Mais 
n’oubliez pas que ces institutions sont quand méme 
sujettes a changement et que les conventions de retraite ne 
sont pas immuables. Ainsi, si je travaillais pour une 
institution semblable, je n’aurais confiance que si l’on 
m’assurait que mon argent avait été confié a un 
dépositaire et que mes droits étaient protégés. Je ne serais 
pas satisfait d’une simple promesse. 


Le projet de loi dont nous sommes saisis ne traite pas 
de cet aspect. Je ne vois donc pas vraiment ce que je peux 
vous dire de plus. 


M. Belsher: Je suis d’accord avec M. McCrossan 
lorsqu’il dit que si nous resserons les régles pour le 
secteur privé, nous devons imposer les mémes contraintes 
exactement au secteur public. Or je me demande s’il est 
vraiment opportun de se servir de ce projet de loi pour 
réaliser cet objectif ou s’il ne vaudrait pas mieux attendre 
d’en traiter dans le projet de loi sur la réforme des 
pensions. 
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Mr. Farber: It is the pension reform bill, which we 
believe will probably be before this committee, that deals 
with offside plans. But those plans that are now not 
offside have until 1991 to come onside. But to the extent 
that they are offside, they could be revoked. 


SaLOSU 


‘Mr. Minaker: Mr. Chairman, I do not think that is the 
main issue. The main issue is we are going to tax this one 
sector right now with this law, and we are not going to do 
it to the public or crown corporation sector. We are going 
to let them go merrily on their way doing what they have 
done before. I think that is the issue. 


If we are going to apply these taxes right now to one 
sector, then why do we not try to get the public sector at 
the same time? 


The Chairman: I think what we ought to do is have 
further explanation on this matter, or come to grips with 
it in another way. 


Mr. McCrossan, if there is a way to amend the bill, 
then perhaps you might put your mind to it, and we 
could put an amendment to one of the clauses involved 
here, which would somehow tighten it up a bit. 


Mr. McCrossan: I think that would be my objective, 
and I would ask the officials whether there is any way of 


building the concept of funded or unfunded into this. If 


_ they can tell me there is not, then I would like some 
| assurance the plans will be dealt with in the pension 


legislation, which is supposed to be tabled almost any day 


now. 


__ If they cannot tell me that it is covered under either 
the proposed pension legislation or this, then I think 
would vote against the clause. I think that it would be 
| unreasonable to impose it on the private sector if there 
_ are no plans to impose it on the public sector. 


Mr. Layton: Unanimous, Mr. Chairman. 


| The Chairman: Mr. Farber, do you get the message? I 
think he has made his point, that if we do not do 
_ something on the public sector then the view of the 
committee seems to be that we vote against all these 
sections. Now what is your answer to this. 


_ Mr. Farber: Mr.Chairman, certainly that is the 
“committee’s right. I did get the point. I have been getting 
the point for the last few minutes. 


I can only repeat what I said before. This legislation on 
retirement compensation arrangements is not designed to 
‘deal with unfunded plans. To the extent that the pension 
‘reform package deals with offside plans, I believe that 
those arrangements would be caught under that 


| legislation. 


| Now, as Mr. McCrossan has indicated, that legislation 


f 


is pending very shortly. I am not going to say that I am 


[| Traduction| 


M. Farber: Vous devriez étre saisis sous peu du projet 
de loi sur la réforme des pensions qui traitera des régimes 
non conformes. Mais laissez-moi vous rappeler que les 
régimes non conformes ont jusqu’a 1991 pour le devenir, 
sans quoi leur enregistrement pourrait étre révoque. 


M. Minaker: A mon avis, monsieur le président, ce 
n’est pas la question la plus importante. Ce projet de loi a 
pour but de percevoir des impéts dans un secteur donné, 
et non pas dans le secteur public ou des sociétés d’Etat. 
Nous allons les laisser continuer de faire leur petit 
bonhomme de chemin comme avant. C’est IA question de 
Vheure, selon moi. 


Je me demande pourquoi nous ne profitons pas de 
cette Occasion pour essayer de percevoir les mémes im pots 
aupreés du secteur public? 


Le président: Il serait utile 
éclaircissements sur cette situation. 
peut-étre l’aborder sous un autre angle. 


des 
pourrions 


d’obtenir 
Nous 


Monsieur McCrossan, vous pourriez peut-étre réfléchir 
a la maniére de modifier ce projet de loi. Il devrait étre 
possible de renforcer certaines de ses dispositions. 


M. McCrossan: C’est une excellente idée et Je vais 
demander aux fonctionnaires s’il y a moyen d’intégrer la 
notion de régimes capitalisés ou non dans ce projet de loi. 
Mais si cela s’avére impossible, il faudrait qu’on nous 
garantisse que l’on traitera de ce probléme dans le projet 
de loi sur la réforme des pensions qui sera déposé sous 
peu. 


Je vais voter contre l’adoption de cet article s’ils nous 
informent que cette mesure ne peut €tre intégrée ni dans 
le projet de loi dont nous sommes saisis actuellement ni 
dans celui qui portera sur la réforme des pensions. Il est 
illogique, selon moi, d’imposer de telles mesures au 
secteur privé alors que le secteur public est exempteé. 


M. Layton: Nous 
monsieur le président. 


sommes unanimes _ 1a-dessus, 


Le président: Monsieur Farber, avez-vous compris? 
Notre collégue nous a bien expliqué sa position. Si les 
régles ne sont pas resserrées pour le secteur public, le 
Comité va rejeter toutes ces dispositions. Qu’avez-vous 3 
dire la-dessus? 


M. Farber: Monsieur le président, le Comité est libre 
de faire ce qu’il veut. Cela fait déja un bon moment que 
j'ai compris votre position. 


Mais je ne peux que réitérer ce que j’ai deja dit. A 
savoir que ces articles sur les conventions de retraite n’ont 
absolument rien a voir avec les régimes non capitalisés. Il 
conviendrait plutdt de traiter de leur cas dans le projet de 
loi sur la réforme des pensions. 


Et M. McCrossan a raison de souligner que ce projet de 
loi sera déposé sous peu. Je n’en connais pas vraiment 
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intimately familiar with all the provisions in the pension 
reform package. It will be a very formidable piece of 
legislation dealing with all aspects of pension plans, as I 
am sure Mr. McCrossan is well aware. 


So to that extent, I am not sure what other assurance I 
can give you other than the assurance as to what this 
piece of legislation was attempting to do. 


Mr. Layton: Mr. Chairman, the unblock obviously 
needed somewhere along the line, that we give approval, 
recognizing that if it is not reassured in the new 
legislation coming out, and in some FORMAL ee 


Mr. McCrossan: The proper way to do it, Bob, would 
be to stand the clauses again, and seek the assurance that 
it will be dealt with. 


Mr. Layton: I was going the other route, Paul, only to 
put it through, but with the recognition it can obviously 
be withdrawn in third reading. 


Mr. McCrossan: I do not think it can be. 
Mr. Layton: The clause cannot be? 


Mr. McCrossan: No. You can vote against the bill, or 
not against the bill in third reading— 


Mr. Cassidy: —by an amendment that is filed prior to 
the report stage being considered. But at that point you 
are really going to have to get the whole House to 
understand an issue which is mind-boggling in its 
complexity. 


The Chairman: I think what we ought to do is stand 
these clauses pending the further clarification by the 
department, if that is possible, Mr. Farber. 


Mr. Farber: Could you just give us again the wording 
of the assurance that you want with respect to what will 
be dealt with in the pension reform package, because I 
believe we can get that assurance. I almost believe I can 
give it to you right now, but I want to just check it very 
quickly with one of our technical experts. 


The Chairman: What would satisfy you? 


Mr. McCrossan: My concern is that public sector 
offside plans will be caught on these retirement 
compensation agreement provisions whether they are 
funded or whether they are not funded. 


= L055 


Mr. Farber: We will endeavour to get that answer right 
away. The question is posed in such a way that a very 
direct answer is going to be a little difficult, as I am sure 
Mr. McCrossan appreciates. I think we can answer the 
question of the funded plans; we can answer the question 
of how we are going to treat unfunded plans. We are also 
going to try to answer the question as to what happens 
with regard to those off-side plans and the revocation 
procedures. 
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toutes les dispositions. Je puis cependant vous assurer 
qu’il s’agit d’un projet de loi fort exhaustif qui traite de 
tous les aspects des régimes de retraite. M. McCrossan 
n’est pas sans le savoir. 


Je ne vois pas du tout ce que je pourrais vous dire de 
plus pour vous rassurer. Je ne puis que vous parler des 
objectifs que nous visons dans ce projet de loi. 


M. Layton: Monsieur le président, nous pourrions 
peut-étre donner notre approbation et si le nouveau 
projet de loi ne traite pas des régimes non capitalisés, il 
faudra a ce moment-la. . . 


M. McCrossan: La meilleure chose a faire, Bob, c’est de 
reporter l’étude de ces articles et d’obtenir une garantie 
quelconque que l’on traitera de cet aspect dans le nouveau 
projet de loi. 


M. Layton: J’avais pensé a autre chose, Paul. Nous 
pourrions en effet adopter cet article sous réserve de le 
retirer en troisiéme lecture. 


M. McCrossan: Je ne crois pas que cela soit possible. 
M. Layton: De retirer cet article? 


M. McCrossan: Non. Le Réglement prévoit qu’en 
troisieme lecture, on ne peut qu’adopter ou rejeter un 
projet de loi. 


M. Cassidy: Il y a toujours moyen de déposer un 
amendement avant l’étape du rapport. Il faut cependant 
étre en mesure d’expliquer 4 la Chambre une situation 
drélement complexe. 


Le président: Il est préférable, selon moi, de reporter 
ces articles jusqu’A ce que nous ayons obtenu des 
éclaircissements du ministére, si c’est possible, bien 
entendu. Monsieur Farber. 


M. Farber: Dites-nous au juste quelle sorte de garantie 
vous voudriez obtenir pour ce qui concerne le projet de 
loi sur les régimes de retraite. Je suis persuadé que nous 
pourrons l’obtenir sans trop de difficulté. Je pourrais 
peut-étre méme vous la donner dés maintenant, mais je 
tiens d’abord a consulter un de nos experts. 


Le président: Quelle sorte de garantie voulez-vous? 


M. McCrossan: Je veux que les régimes non conformes 
du secteur public soient assujettis aux régles sur les 
conventions de retraite, qu’ils soient capitalisés ou non. 


M. Farber: Nous ferons notre possible pour vous 
transmettre ces renseignements dans les plus brefs délais. 
M. McCrossan est bien placé pour savoir que ce ne sera 
pas facile. Mais nous devrions etre en mesure de vous 
expliquer ce qu'il en est pour les régimes capitalisés, les 
régimes non capitalisés ainsi que les regimes non 
conformes et les procédures de révocation. 
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Mr. McCrossan: May I just raise one more issue on this 
while we are answering it, because I do not want to have 
it come back tomorrow and then raise the question so it 
comes out of the blue? 


This has to do with multinational employers, because it 
is my understanding that multinational employers are also 
able to set up off-side plans where they register the 
maximum funds. Let us say they are a Canadian-U.S. 
employer and possibly an international union, a non- 
taxable employer in the States, where they pay the 
maximum pension in Canada, the $60,000, and then they 
will set up a pension plan for an amount above our 
$60,000 limit in the States so the employee in Canada is 
entitled to a $100,000 pension. It is just another variation 
on the theme of a non-taxable employer providing a 
pension benefit greater than the legal maximum. 


The Chairman: How can you stop that? What is illegal 
about that? The employer is paying it out of another 
jurisdiction and it is processed in another jurisdiction. 


Mr. McCrossan: The question has to do with 
deductibility of expenses and whether tax should indeed 
be levied on a benefit that is earned in Canada, payable in 
Canada, and in effect accruing to the Canadian operation 
but sheltered offshore. 


The Chairman: Paid offshore you mean. 


Mr. McCrossan: No. It is not necessarily even paid 
offshore. 


The Chairman: It 
though. 


is paid from offshore sources, 


Mr. Fuke: Tax is payable when the employee receives 
the money— 


Mr. McCrossan: Yes, that is right. 


Mr. Fuke: —when the Canadian resident receives it, 
but you are asking about tax being paid now as the benefit 
accrues to the— 


Mr. McCrossan: Precisely. 
Mr. Fuke: —Canadian resident. 


Mr. McCrossan: The same point as with a Canadian 
private sector employer who is not currently taxable: this 
establishes a withholding for the contribution. 


The Chairman: You are going to have the answers to 
these things. Can we get them as quickly as possible? 


Mr. Cassidy: On a point of order, perhaps I can ask for 
some co-operation from the committee, but we have a 
difficult situation where Bill C-87, which is also a finance 
bill, is coming up in the House in about six or seven 
minutes, and I happen to be responsible for that bill in 
the House. I wanted to make a few comments about 
Clause 10, but if we keep going on clause 6 then I will not 
be able to. 


Finances et affaires économiques 


KOS PAL 


[Traduction] 


M. McCrossan: Puis-je vous poser encore une question 
dans ce contexte? Il vaut mieux, 4 mon avis, la poser dés 
maintenant et éviter ainsi de vous prendre par surprise 
demain. 


Ma question concerne les employeurs multi-nationaux. 
Je crois savoir que rien ne les empéche de constituer des 
régimes non conformes dans lesquels ils versent les 
montants maximaux. Prenons le cas d’un employeur 
Canado-américain ou encore, d’un syndicat international, 
c’est-a-dire un employeur non-imposable aux Etats-Unis. 
Il pourrait verser la pension maximale de 60,000$ au 
Canada et constituer ensuite aux Etats-Unis un régime 
d’une valeur supérieur a notre limite, de sorte que 
Vemployé au Canada aurait droit 4 une pension de 
100,000$. C’est une simple variation sur le theme de 
Vemployeur non imposable qui accorde a ses employés 
une pension supérieure 4a la limite autorisée. 


Le président: Mais comment empécher cela? Ce n’est 
pas vraiment illégal. L’employeur effectue et traite les 
paiements dans un autre pays. 


M. McCrossan: Ma question porte sur la déductibilité 
des dépenses et l’opportunité de percevoir des impéts sur 
des avantages gagnés et payables au Canada mais qui 
s’accumulent, a l’abri du Fisc, a l’étranger. 


Le président: Vous voulez dire que ces avantages sont 
versés a l’étranger. 


M. McCrossan: Non. Il ne s’agit pas uniquement 
d’avantages versés a l’étranger. 


Le président: Mais ils d’une 


étrangeére. 


proviennent source 


M. Fuke: Les impots sont pergus lorsque l’employé 
touche son argent. 


M. McCrossan: C’est juste. 


M. Fuke: Lorsque le résident canadien touche son 
argent. Mais vous voulez savoir si l’on pergoit a I’heure 
actuelle des impots sur des avantages accordés a. . . 


M. McCrossan: Tout juste. 


M. Fuke:. .. un résident canadien. 
M. McCrossan: La méme chose vaut pour un 
employeur canadien du_ secteur privé qui _ nest 


actuellement pas imposable: il y a retenue d’imp6ot sur ses 
contributions. 


Le président: Vous devrez nous fournir des 
éclaircissements sur tous ces points. Allez-vous faire vite? 


M. Cassidy: J’invoque le Réglement. Je vais demander 
au comité de faire preuve d’un peu d’indulgence. Nous 
faisons face a un petit probleme ici. En effet, la Chambre 
sera saisie du bill C-87 dans six ou sept minutes. Et il 
s’adonne que je suis responsable de ce projet de loi a la 
Chambre. J’ai quelques observations a faire au sujet de 
Varticle 10, mais si nous nous acharnons sur l’article 6, je 
n’y arriverai jamais. 
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The Chairman: I am in the hands of the committee. Do 
I have the consent of the committee to go to clause 10? 


Miss Nicholson: I have a further question on this one. 


The Chairman: I do not have the consent. Miss 


Nicholson, on this issue. 


Miss Nicholson: When the officials are looking into the 
matters raised by Mr. McCrossan, I wonder if we could 
also have information on doing it the other way around. 
Supposing that all these clauses that refer to pensions 
were extracted from this bill and introduced with the 
pension bill, what would be the implications? Could we 
have a brief statement on that at the same time as the 
officials come back with the information requested by Mr. 
McCrossan? 


The Chairman: Does that sound possible, Mr. Farber? 


Mr. Farber: The provisions affecting registered 
compensation arrangements come into force now. The 
pension reform provisions have a number of different 
dates into the future, including on side by 1991. So it is a 
question of these tax deferral types of arrangements that 
virtually could go on until the pension reform package 
will be passed. 


¢ 1100 


Miss Nicholson: What I would like, Mr. Chairman, is a 
statement a little later on that if we proceed in that 
direction what the implications would be in terms of 
revenue to the Crown, and so on and so forth. 


An hon. member: It could be dramatic, right? 


Mr. Farber: It could. I do not know what the dollar 
implications are, but it would virtually be sanctioning 
these offside plans until the pension reform package was 
brought into force. So all these arrangements we have 
highlighted in the Ways and Means Motion, as well as the 
bill that is under consideration before you now, could 
presumably go ahead and get the tax deferral benefits. 


The Chairman: In any event, can you come back and 
give us a statement on this issue? 


Mr. Farber: That is a statement, Mr. Chairman. There 
is not much more to say. Those plans can go ahead; they 
can be funded. Anything can happen to them and the tax 
deferral arrangements would just continue on. This was 
designed to stop those arrangements which have 
effectively been stopped. This would re-open it and allow 
people to engage in these kinds of arrangements up to 
now and into the future. 
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Le président: Je m’en remets entiérement au comité. 
Le comité est-il d’accord pour que nous traitions 
maintenant de l’article 10? 


Mme Nicholson: J’ai encore une question a poser au 
sujet de cet article. 


Le président: Je n’ai donc pas le consentement du 
comité. Madame Nicholson, vous avez la parole pour 
traiter de cette question. 


Mme Nicholson: J’aimerais savoir si les fonctionnaires 
pourraient se renseigner, dans le cadre de _ leurs 
recherches pour répondre aux questions de M. 
McCrossan, sur une fagon de procéder. Qu/arriverait-il si 
nous retranchions de ce projet de loi toutes les 
dispositions concernant les pensions et si nous les 
intégrions 4 l’éventuel projet de loi sur la réforme des 
pensions? Les fonctionnaires pourraient-ils répondre a 
cette question en méme temps qu’a celle de M. 
McCrossan? 


Le président: Cela vous semble t-il faisable, monsieur 
Farber? 


M. Farber: Les dispositions concernant les conventions 
de retraite entrent en vigueur dés maintenant. Les 
dispositions sur la réforme des pensions sont assujetties a 
un autre échéancier dont la date limite de 1991 pour 
render tous les régimes conformes. Il faut donc envisager 
la possibilité que ces conventions permettant le report des 
impots continuent d’exister jusqu’a ce que le programme 
de réforme des pensions prennent force de loi. 


Mme Nicholson: Monsieur le président, je pense qu’il 
serait utile que nous sachions a combien s’éléveront les 
pertes fiscales, si nous retenons la solution que j’ai 
proposée. 


Une voix: Elles pourraient étre considérables n’est-ce 
9 
pas? 


M. Farber: C’est vrai. Je n’ai aucune idée de ces 
montants. Mais il me semble que cela €quivaudrait a 
autoriser les régimes non conformes jusqu’a ce que le 
programme de réforme des pensions prennent force de 
loi. Tous ces stratagémes dont il est question dans la 
Motion des voies et moyens ainsi que dans le projet de loi 
dont vous étes actuellement saisi, pourraient encore étre 
utilisés et certains continueraient de bénéfier des reports 
d’impots. 

Le président: Quoiqu’il en soit, allez-vous pouvoir 
nous fournir des éclaircissements sur la question? 


M. Farber: Vous savez, monsieur le président, on ne 
peut pas en dire tellement plus. Ces régimes continueront 
d’exister. Ils peuvent étre capitalisés. Quoi qu’il en soit, 
les conventions entrainant des reports d’imp6ts pourront 
continuer d’exister. Ces dispositions ont été congues pour 
mettre fin a ces conventions et le but est atteint. La 
proposition ne servirait qu’a les ressusciter et 4 permettre 
aux contribuables de s’en prévaloir encore un certain 
temps. 
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Miss Nicholson: It has generally been regarded in this 
country as rather desirable social policy to encourage 
people to be prudent and plan for their retirement. How 
did the decision get taken, which is implicit in what we 
have before us, that $60,000 is the optimum retirement 
amount that people should be aiming at, and that the state 
should not encourage people in any way to plan a 
retirement income larger than that? I am not criticizing 
the decision, I am merely asking how it was arrived at, 
what kind of forecasts it is based on, what kind of 
assumptions there are about future inflation. Somebody 
who is perhaps 30 today and who lives until 90, how is 
the decision made that he or she should not be 
encouraged to plan for a retirement income higher than 
$60,000 a year? 


Mr. Farber: Mr. Chairman, when we get the answer to 
the other questions, I will give the hon. member the 
precise formula that was used in arriving at that. It is 
based on items like the average industrial wage— 


The Chairman: Two and a half times the average 
industrial wage, is it not? 


Mr. Farber: I believe that was it, but I do not have the 
exact formula. 


Clauses 6 and 7 allowed to stand. 
Clause 3 as amended agreed to. 
On clause 10. 


The Chairman: I have amendments on clause 10, but I 
think Mr. Cassidy asked permission of the committee to 
make a statement on clause 10. With the permission of 
the committee, I am going to ask Mr. Cassidy to make a 
Statement before I ask Miss Nicholson to make her 
amendment. 


Some hon. members: Agreed. 


Mr. Cassidy: Thank you, Mr. Chairman. It might be 
appropriate for us to consider the three amendments 
together and then even to plan that the votes be taken all 
together at a particular time. But that of course depends 
on the committee. 


As I understand it now there are two amendments. 
Miss Nicholson’s amendment would effectively allow an 
IBC to be established anywhere in the country, and Mr. 


-McCrossan’s amendment would allow IBCs to the extent 
of only $100,000 of shelter from profits that would 


Otherwise be payable and that any additional profits 
earned by a bank on international banking business above 
$100,000 would be taxable in the normal way. 


I appreciate the committee’s assistance, and maybe Mr. 


Farber will be available to answer some questions in a few 
_ Minutes as well. 


I have thought a great deal about this issue, as I think 


the whole committee has. I recall, to those members of 


the committee who have not recently joined us from 


Montreal and from Vancouver, that the committee has 
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Mme Nicholson: Le gouvernement a toujours 
encourage les Canadiens a faire preuve de prudence et a 
preparer leur retraite. Comment avez-vous décidé de ce 
plafond de 60,000$2? Pourquoi le gouvernement 
n’encouragerait-il pas les contribuables a se constituer un 
régime de retraite plus important? Je ne critique pas ici 
votre décision. J’aimerais simplement comprendre 
comment vous €tes arrivé a ce chiffre, sur quelles 
preévisions vous vous étes fondés et quelles hypothéses 
vous avez formulées au sujet de l’éventuel taux d’inflation. 
Comment avez-vous pu _ décider qu’un contribuable 
aujourd’hui agé de 30 ans mais dont l’espérance de vie 
peut aller jusqu’a 90 ans ne pourra pas viser plus de 
60,000$ de revenu par année 4 la retraite? 


M. Farber: Monsieur le président, je m’engage a 
fournir a M™® la députée toutes les précisions qu’elle 
souhaite au sujet de la formule que nous avons utilisée en 
méme temps que nos réponses A vos autres questions. 
Nous nous sommes fondés sur le salaire industriel moyen 
el... 


Le président: Ne s’agit-il pas de deux fois et demie le 
salaire industriel moyen? 


M. Farber: Il me semble, mais je ne connais pas 
parfaitement la formule. 


Les articles 6 et 7 sont réservés. 
L’article 3 tel que modifié est adopté. 
L’article 10 


Le président: J’ai ici en main des amendements a 
article 10. Mais M. Cassidy nous a demandé 
l’autorisation de faire une déclaration au sujet de cet 
article. Si le comité est d’accord, je vais accorder la parole 
a M. Cassidy avant de demander 4 M™ Nicholson de 
déposer son amendement. 


Des voix: D’accord. 


M. Cassidy: Je vous remercie, monsieur le président. Il 
serait peut-étre utile que nous reprenions ces trois 
amendements ensemble et que nous les mettions aux voix 
ensemble a un moment donné. La décision appartient, 
bien entendu, au comité. 


Si j’ai bien compris, nous avons ici deux amendements. 
L’amendement de M™® Nicholson permettrait la création 
d’un centre bancaire international a n’importe quel 
endroit du Canada. L’amendement de M. McCrossan 
autoriserait les centres bancaires internationaux 4 réaliser 
des bénéfices exonérés d’impot a hauteur de 100,000$, 
tout montant supplémentaire étant imposable aux termes 
de la loi. 


Je remercie le comité de son aide. Je poserai quelques 
questions a M. Farber tout a l’heure. 


Jai bien réfléchi a cette question, comme mes 
collégues aussi, sans doute. Je tiens a signaler, pour la 
gouverne des membres du comité qui ne viennent pas 
tout juste de se joindre a nous de Montréal ou de 
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given a good deal of thought to this too and, in the end, 
wound up making a recommendation in the report of 
April 26 or April 28—I think it was our sixth report—that 
was in fact negative to the IBC proposal Mr. Wilson had 
been considering. I do not believe that anything in the 
legislation in Bill C-64 has changed that, nor has there 
been new information to change that either. 
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The argument made from Vancouver and Montreal has 
been job creation and attraction of financial business. I 
think it is fair to say that the overwhelming weight of the 
testimony we had, including the testimony from the 
Department of Finance itself, was that this is not an 
economic development measure in terms of job creation. 


The best estimate the bankers gave us was about 25 jobs 
and that of the Department of Finance was perhaps 11 
jobs. I recall the committee’s own finding on jobs said: 


The job impact of the IBC proposal appears modest. 
Most probably, the banks will only transfer existing 
positions and will certainly not create many jobs. 


This is what the committee established. Our chairman in 
rather more colourful language said on May 1 or May 2 
that Mr. Wilson can proceed if he wants, but: 


It would seem to some that he would spend a lot of his 
reputation. 


The chairman then went on to say: 


What we will get out of it is squat and it will cost us an 
arm and a leg, a bucket of blood. 


Mr. Blenkarn went on to say the proposal should be 
labelled the “Bankers’ Relief Act” because it would allow 
the banks to rip off the tax system. Mr. Chairman, I am 
sorry that some unfortunate lapses of ideology on your 
side prevents you from joining yourself to the NDP. 


What I fear is that the members who have joined the 
committee. .. and quite clearly there has been a deliberate 
decision to put enough votes on the committee so that 
these clauses Mr. Wilson is proposing will pass, despite 
the contrary recommendation of the Standing Committee 
on Finance and Economic Affairs. I think this action 
jeopardizes this committee in its ability to work together. 
The committee has shown on such things as tax reform 
that, despite party differences, we can work effectively 
together. I am sorry to see that the government has not 
accepted this, has ignored the spirit of parliamentary 
reform and has decided to pack the committee in order to 
have it go otherwise. 


Mr. Layton: Mr. Chairman, members of both the other 
parties support this. 
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Vancouver, que nous avons beaucoup réfléchi a la 
question. Et au bout du compte, nous avons décidé de 
formuler, dans notre sixiéme rapport, je crois, du 26 ou 
du 28 avril, une recommandation, qui s’inscrivait en faux 
contre le projet de M. Wilson. Aucune des dispositions du 
projet de loi C-64 ni aucun des renseignements dont nous 
avons été saisis depuis nous ont fait changer d’avis. 


Vancouver et Montréal ont fait valoir la création 
d’emplois et la possibilité de mousser l’activité financiere. 
Et si nous tenons compte de tous les temoignages que 
nous avons recus jusqu’a maintenant, y compris ceux des 
représentants du ministére des Finances, cette mesure ne 
favorisera en rien l’expansion économique en termes de 
création d’emplois. 


Selon les  banquiers, les centres  bancaires 
internationaux entraineraient la création d’a peine 25 
emplois, et selon le ministére des Finances, onze 
peut-étre. D’ailleurs le comité a lui-méme conclu: 


Les Centres bancaires internationaux ne sont pas 
susceptibles de créer beaucoup d’emplois. Les banques 
se contenteront fort probablement de transférer des 
postes déja existants. 


C’est 1a l’opinion du comité. Et notre président a déclaré 
dans des termes beaucoup plus colorés vers le 1 ou 2 mai 
que M. Wilson fera bien ce qu’il veut, mais: 


Il risque de ternir sa réputation. 


Notre président a ajoute: 


Nous n/’allons rien en tirer et ¢a nous cottera les yeux 
de la téte et la peau des fesses. 


M. Blenkarn a méme ajouté qu’il faudrait peut-étre 
parler de la «Loi sur l’aide aux banquiers» puisqu’elle 
autoriserait les banques a voler le Fisc. Monsieur le 
président, je trouve regrettable que quelques petits 
problémes d’idéologie vous empéchent de vous joindre au 
parti néo-démocrate. 


Je crains que les membres qui viennent se joindre au 
comité... et j’ai bien l’impression qu’on essaie de faire 
pencher les voix en faveur des dispositions de M. Wilson, 
en dépit des recommandations concretes du Comité - 
permanent des finances et des questions économiques. 
Cette stratégie risque de nuire beaucoup a notre esprit de 
collaboration. Il me semble que nous avons déja prouvé, 
dans le contexte de la réforme fiscale, entre autre, que 
nous étions en mesure de collabrer étroitement, en dépit 
de nos allégeances politiques differente. Je regrette que le 
gouvernement ait décidé de passer outre a Vesprit de la 
réforme parlementaire et d’utiliser sa forte majorité pour 
faire pencher les votes en sa faveur. 


M. Layton: Monsieur le président, il y a des députes de 
chacun des deux autres partis qui appuient ces 
dispositions. 
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Mr. Cassidy: The members who are voting for this and 
Mr. Wilson, as the chairman said, are taking a measure on 
behalf of Vancouver and Montreal bankers and not on 
behalf of people in Vancouver and Montreal. 


I would be prepared to support a tax measure that 
helped people who are unemployed in those two cities. 
The unemployment rate in Vancouver is around 9% or 
9.5%. In Montreal, it is about 11% or 11.5%. They have 
serious economic development problems, but a handful of 
jobs is not going to make a difference. 


Since the money that could be attracted to IBCs will be 
money that has to be invested offshore and since the 
nature of the proposal is such that the money can only be 
put into very high quality paper and certainly not into 
entrepreneurial types of investments, it means there will 
be no benefit from capital made available to Canadian 
enterprises that would not have been available otherwise. 


In terms of the costs, Mr. Chairman, the Montreal 
spokespeople estimated a cost of about $1 million. The 
Department of Finance officials told me and the 
committee that, because only offshore business is 
involved, there is by definition no cost. However, they 
offered no evidence to back this claim. This was made by 
the same department that underestimated the cost of the 
scientific research tax credits by about twenty-fold. 


I put against it the evidence the committee put 
forward. Firstly, we were told’in New York that as much 
as $200 million in tax was being lost because of the IBC 
arrangements in the State and city of New York. 
Secondly, we developed very detailed information with 
respect to the Bahamian branches of the Canadian 
chartered banks, which showed that, using the tax haven, 
the banks would have had a surplus or an excess of 
Canadian tax payable over foreign taxes paid or foreign 
tax credit of $32 million in 1985 and of $20 million in 
1984. 


It does not take a lot of imagination to see that if the 
banks have $32 million of tax liability in a tax shelter, 
presumably this is tax liability they were paying, because 
those are branches and those branch profits have to be 
consolidated into the parent company. Then if they can 
put the appropriate amount of loans and deposits into an 
IBC in Canada, as opposed to having it in the Bahamas 
for mere bookkeeping change, then in 1985 it appears 


_ they could have saved about $32 million worth of tax and 
in 1984 about $20 million worth of tax. In other words, 
» there are substantial tax costs connected with this, and the 
» €conomic development benefits appear to be of the order 


of perhaps a dozen or a couple of dozen jobs. 
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M. Cassidy: M. Wilson et ceux qui votent en faveur de 
cette mesure agissent dans l’intérét des banquiers de 
Vancouver et de Montréal, comme I’a dit notre président, 
et pas dans celui de la population de ces deux centres 
urbains. 


Je suis tout a fait en faveur des mesures fiscales 
susceptibles d’aider les chOmeurs dans ces deux centres 
urbains. Le taux de chomage s’éléve 4.9 ou 9,5 p. 100 a 
Vancouver et a 11 ou 11,5 p. 100 A Montréal. Ces deux 
centres €prouvent de graves difficultés sur le plan de 
expansion économique et une poignée d’emplois ne fera 
pas une grande différence. 


Comme les fonds attirés dans ces centres bancaires 
internationaux devront étre investis a l’étranger et servir a 
l’achat de valeurs sures plutét que de placements a risque, 
cela veut donc dire qu’il y a bien peu de chance que ces 
nouveaux fonds soient investis dans des entreprises 
canadiennes. 


Monsieur le président, les représentants de Montréal 
ont parlé de couts de l’ordre de un million de dollars. Les 
représentants du ministére des Finances ont dit, A moi 
ainsi qu’aux autres membres du comité, qu’il ne devrait 
pas y avoir de cout, par définition, puisqu’il s’agit de 
transactions €trangéres. Mais ils n’avaient aucune preuve. 
N’oublions pas qu’il s’agit des fonctionnaires de ce méme 
ministere qui a évalué le cout des crédits d’impét a la 
recherche scientifique a vingt fois moins qu’ils ne se sont 
élevés dans la réalité. 


Vous pouvez toujours comparé ces calculs avec ceux 
du comite. On a commencé par nous dire 4 New York 
que les centres bancaires internationaux de cet Etat et de 
la municipalité de New York avaient entrainé des pertes 
de l’ordre de 200 millions de dollars. Nous avons 
également compilé énormément de données concernant 
les succursales aux Bahamas des banques a chartre 
canadiennes. Selon ces données, les abris fiscaux auraient 
permis aux banques de bénéficier de crédit pour impdéts 
étrangers de l’ordre de 32 millions de dollars en 1985 et 
de 20 millions de dollars en 1984 en raison de l’écart 
entre les imp0ts payables au Canada et les impdéts payés a 
Vétranger. 


Il n’est pas nécessaire d’étre trés intelligent pour 
comprendre que si les banques ont pu mettre 32 millions 
de dollars a l’abri de l’impét, cela veut dire que c’est un 
montant qu’elles auraient été obligées de payer car ce sont 
la des succursales et les profits des succursales doivent en 
principe s’ajouter a ceux de la société-mére. Si les banques 
a charte peuvent inscrire suffisamment de préts et de 
dépots dans un centre bancaire international au Canada 
plutot que de les comptabiliser aux Bahamas, elles 
auraient alors pu €conomiser environ 32 millions de 
dollars d’impots en 1985 et 20 millions de dollars en 
1984. En d’autres termes, cette mesure comporte des colts 
fiscaux énormes alors que le seul avantage sur le plan de 
Vexpansion économique semble étre la création d’une 
dizaine ou d’une vingtaine d’emplois tout au plus. 
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I think we have a real problem with this particular 
measure, and that is why I have decided, on behalf of my 
party, to vote against it. Although I I would certainly 
seriously consider tax measures if they were targeted to 
help develop the financial services industry in major 
centres such as Vancouver and Montreal, and if they had 
a demonstrable and _ positive effect in terms of 
employment and economic development at a cost that 
could be justifiable. That is not the case in this particular 
case. 


I do note that when Mr. MacIntosh of the Canadian 
Bankers’ Association came before the committee, he 
indicated the chartered banks had not asked for this 
legislation, and he questioned whether much employment 
would be generated in Canada if the IBCs were 
established. I note that no one who came before the 
committee was able to provide us with reasonable 
estimates of the probable effects on employment or on 
economic development. 


I also note, Mr. Chairman, that a great deal of the shift 
has been because of financial deregulation. There has 
been an increasing concentration of banking and financial 
activity in Toronto at the expense of Vancouver and 
Montreal. Now the government, which is proposing IBCs, 
has been actively moving in the field of deregulation. I am 
sure that has cost far more hundreds, if not thousands, of 
banking jobs in Vancouver and Montreal, and now they 
say we will turn around and give you an IBC that will be 
worth a handful of jobs. 


I believe the Bank of Canada, on the direction of the 
government, has the power to sit down with the chartered 
banks and tell them it is just not on, that they increasingly 
take economic activity away from major areas like 
Vancouver and Montreal, from major regions like the far 
west of our country and Quebec. They take all those 
dollars and suck them down into Toronto, and then 
engage in the: international banking business primarily 
from Toronto. 


I believe we would do far better, in fact, if the banks 
were forced to confront the fact that they are not playing 
fair with their customers, their clients and everybody else 
in those important regions of the country, and they 
should be doing far more in terms of having a better 
spread of business. 


That is why, when this matter came up earlier, I 
suggested there should be a task force set up by the federal 
government in conjunction with the banks, the chambers 
of commerce, the Labour Councils or representatives of 
the community, municipal authorities, etc., in Montreal 
and Vancouver, either separately or in unison, to develop 
strategies to develop and enhance the finance and banking 


Finance and Economic Affairs 


3-12-1987 


[ Translation| 


Cette mesure nous pose donc un grave probleme et 
c’est pourquoi j’ai décidé de voter contre, au nom de mon 
parti. Je serais tout a fait disposé a voter en faveur de 
mesures fiscales qui seraient destinées a améliorer 
Vindustrie des services financiers dans les grands centres 
urbains comme Vancouver et Montréal et surtout si elles 
favorisaient manifestement la création d’emplois et le 
développement économique a un cout justifiable. Mais ce 
n’est pas du tout le cas ici. 


Je tiens a signaler que M. MacIntosh de |’Association 
Canadienne des banquiers a déclaré devant le comité que 
les banques a charte n’avaient jamais réclamé cette loi. II 
nous a également dit qu’il se demandait si la création de 
centres bancaires internationaux contribuerait vraiment a 
la création d’emplois au Canada. Je tiens également a 
signaler qu’aucun des temoins venus comparaitre devant 
le comité n’a été en mesure de nous fournir une 
estimation raisonnable de l’incidence éventuelle de cette 
mesure sur l’emploi ou sur l’expansion économique. 


Je tiens également a mentionner, monsieur le 
président, que cette mesure est en grande partie 
attribuable a la déréglementation du secteur des finances. 
On a remarqué une concentration sans cesse croissante 
des activités banquiéres et financiéres a Toronto au 
détriment de Vancouver et de Montréal. Le gouvernement 
qui promouvoit la création de centres bancaires 
internationaux met en oeuvre la déréglementation. Je suis 
persuadé que ces mesures ont entrainé la perte de 
centaines, sinon de milliers d’emplois dans les banques de 
Vancouver et de Montréal. Et il nous propose en retour la 
mise sur pied de centres bancaires internationaux 
susceptibles de ne créer qu’une poignée d’emplois. 


Si je ne m’abuse, la Banque du Canada est habilitée a 
rencontrer, a la demande du _ gouvernement, les 
représentants des banques a charte et de leur dire de 
cesser de transférer leurs activités de grands centres 
comme Vancouver et Montréal, des grands centres de 
Vouest et du Québec. Elles concentrent tous leurs fonds a 
Toronto et  exercent leurs activités bancaires 
internationales a partir de cette méme ville. 


Il est grand temps selon moi de faire comprendre aux 
banques que leur fagon de procéder est trés injuste tant 
pour leurs clients que pour l’ensemble du pays et qu'il 
serait bon qu’elles commencent a répartir un peu mieux 
leurs activités. 


C’est pourquoi j’ai demandé, lorsqu’on a traité de cette 
question plus tot, que le gouvernement fédéral constitue 
un groupe de travail de concert avec les banques, les 
chambres de commerce, les syndicats ou les représentants 
de la collectivité, les autorités municipales et d’autres 
encore a Montréal et a Vancouver, soit séparément ou 
ensemble, pour mettre au point des stratégies pour 
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activities with a view to creating more employment and 
more international business. 


I do not think we should rule out federal assistance or 
incentives, but at the same time I do not believe that the 
IBC proposal here will deliver what it promises. I find it 
particularly ironic that not only does the Finance 
Minister apparently reject this committee’s proposal for a 
tax that would get a reasonable revenue from the banks, 
but he is turning around and once again giving an 
undefined but large tax subsidy to the banks in return for 
questionable benefits, if any benefits will be received from 
this at all. 


The overwhelming sense the people across the country 
have given me is that it is wrong that banks only pay 2% 
of their income in tax, they should be paying far more. It 
is just not fair that ordinary workers pay a lot more on 
their income than the average bank in Canada. 


Those are the comments I wanted to make, Mr. 
Chairman. As a consequence, we would vote against Miss 
Nicholson’s amendment which would extend IBCs to the 
whole country. If IBCs do not make sense and are 
basically just a gift to the banks in two communities, then 
that is the case even if they are extended elsewhere. I 
think people in Montreal and Vancouver are justified in 
Saying wait a minute, this would just simply confirm what 
is already happening in terms of the concentration of 
business in Toronto. 


sis 


We would vote for Mr. McCrossan’s amendment not 
because we really endorse the idea of IBCs but because an 
IBC that costs only $100,000 per bank as a maximum is 
preferable to an IBC that could cost tens of millions of 
dollars per bank. But even if Mr. McCrossan’s 
amendment were to be adopted, we would still vote 
against the main motion in clause 10 for the concept of 
IBCs. 


In conclusion, I want to say to my friends in 
Vancouver and Montreal, with whom I have had a 
number of discussions on this, I do understand their 


concerns and I agree with them, and I believe our 
proposal that a task force, with the federal government, 


with the bankers, with the chambers of commerce, with 


- municipalities and so on, which can look at other ways of 


seeking to ensure economic development and 


-€mployment in those communities on a much greater 
Scale than would have come from the IBCs would be a 
Solid and constructive proposal, which I hope they would 


accept positively. 


Miss Nicholson: Mr. Chairman, on a point of order, 


the committee agreed unanimously to allow Mr. Cassidy 


to speak so he could go to the House, even though we 
have amendments before us to be dealt with. But I think 
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donner de l’expansion au secteur des finances et des 
activités bancaires dans le but de créer plus d’emplois et 
de stimuler les activités internationales. 


Il ne faut pas exclure la possibilité pour le fédéral 
d’apporter son aide ou d’offrir des mesures incitatives. 
Mais je doute que les centres bancaires internationaux 
produisent les résultats escomptés. Je trouve assez 
paradoxal que le ministre des Finances rejette notre 
recommandation d’un imp6t raisonnable sur les profits 
des banques et qu'il leur accorde, au contraire, d’autres 
Subventions fiscales importantes en échange d’avantages 
douteux, s’il en est. 


Les contribuables Canadiens semblent trouver 
déplorable que les banques ne paient que 2 p. 100 
d’impéts sur leur revenu et estiment qu’elles devraient en 
verser beaucoup plus. C’est trés injuste quand on pense 
qu’un simple travailleur paie plus d’impots qu’une 
banque au Canada. 


Voila ce que j’avais a dire, monsieur le président. Cela 
€tant dit, je voterai, au nom de mon parti, contre 
l’'amendement de M™ Nicholson qui autorise la création 
de centres bancaires internationaux dans tout le pays. Si 
cette mesure est incensée et représente un beau cadeau 
aux banques de deux grands centres urbains, cela ne sert 
pas a grand-chose d’en autoriser la création ailleurs au 
Canada. Je trouve que les gens de Montréal et de 
Vancouver ont raison de s’opposer a cette mesure qui ne 
fait que confirmer une grande tendance actuelle qui est la 
concentration des transactions a Toronto. 


Nous voterions en faveur de l’amendement de M. 
McCrossan, pas parce que nous appuyons sans réserve 
Vidée de centres bancaires internationaux mais plutét 
parce qu’un centre bancaire international qui ne coiterait 
que 100,000 par banque serait préférable 4 un CBI qui 
couterait des dizaines de millions de dollars par banque. 
Or, méme si l’amendement de M. McCrossan devait étre 
adopté, nous voterions néanmoins contre l’article 10 
portant création de centres bancaires internationaux. 


Enfin, je tiens a dire 4 mes amis de Vancouver et de 
Montréal, avec qui j’ai discuté a maintes reprises de la 
question, que je comprends leurs préoccupations et que 
jaccepte leurs arguments. Je crois toutefois que notre 
suggestion de créer un groupe de travail qui se 
composerait de représentants du gouvernement fédéral, 
des banques, des chambres de commerce, des 
municipalités, etc. et qui chercherait d’autres moyens, 
plus efficaces que les CBI, de favoriser l’expansion 
économique et la création d’emplois dans ces collectivités 
est bien trouvée et constructive et j’espére qu’ils 
accueilleront favorablement. 


Mme Nicholson: Monsieur le président, j’invoque le 
Réglement. Le Comité a accepté a l’unanimité de 
permettre a M. Cassidy de prendre la parole pour qu’il 
puisse ensuite se rendre a la Chambre, malgré le fait que 
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Mr. Cassidy rather took advantage of that situation when 
he then went on to criticize my amendment, which I have 
not yet even moved or spoken to, and to assume he knew 
the reasons for it. So I would suggest he withhold his 
criticisms of my amendment until he hears my reasons for 
moving it. 


The Chairman: | think that is fair enough. 


Mr. Cassidy: Mr. Chairman, I stand corrected. I cannot 
withdraw what I said. But I am sure my colleague, Mr. 
Parry, will respond in more detail to the specifics on this 
made by Miss Nicholson. 


Mr. Layton: Mr. Chairman, I am prepared to wait until 
the amendments are put and then to respond to what Mr. 
Cassidy has had to say, just to correct the record. 


Mr. Farber: Mr. Chairman, we would like to say for 
the record—I am going to ask my colleague to speak to 
it—on some of the tax figures that were quoted by Mr. 
Cassidy as being in the nature of a loophole or a tax 
advantage the banks would get in the order of $32 million 
annually, I think he was saying. . . 


Mr. Brian J. Ernewein (Senior Official, Legislation 
Division, Tax Policy and Legislation Branch, Department 
of Finance): I believe that. reference was to the figures 
tendered by Revenue Canada in their letter showing that 
from the Nassau branch there were x dollars of taxable 
income, x dollars of foreign tax credit, and the difference 
between the Canadian tax payable overall and the amount 
available as a foreign tax credit was in the order of $32 
million. That, I guess, does not take you very far. First of 
all, that figure does not break down the income of the 
Nassau or Bahama branches into that derived from 
activities that qualify under this proposal and income 
from those that do not. It does not state which foreign 
taxes are associated or attributable to either type of 
income. In that respect, it is our understanding that there 
is a much greater proportion of foreign taxes attributable 
to income that qualifies under the IBC proposal and that 
therefore would offset in whole or in very large part any 
Canadian tax payable on that income. 


Finally, it does not identify which expenses, such as 
loan loss reserves or other, if I may refer to them as such, 
head office expenses should be allocated to that income, 
which would reduce it and the consequent Canadian tax 
payable. 


The Chairman: Have you managed to have a chat with 
A.B. MacKay, who wrote in the International Banker of 
two months ago of the tax losses anticipated as a result of 
the international banking centres? 


Mr. Ernewein: Mr. Farber and I have spoken with Mr. 
MacKay before. In fact, I spoke with him less than a week 


[ Translation| 


nous ne nous étions pas encore prononcés sur les 
amendements dont nous étions saisis. Or, j’estime que M. 
Cassidy a abusé de notre bonne volonté lorsqu’il s’est 
permis de critiquer mon amendement, alors que je ne 
V’avais pas encore déposé ni commenté, et lorsqu’il a 
présumeé connaitre les raisons de cet amendement. Je 
Vinviterais donc a taire ses critiques jusqu’a ce que j’ai eu 
Voccasion d’exposer les raisons qui m’aménent a proposer 
cet amendement. 


Le président: Ca me semble tout a fait raisonnable. 


M. Cassidy: Monsieur le président, je me le tiens pour 
dit. Je ne peux toutefois pas défaire ce qui est fait. Je suis 
certain que mon collégue, M. Parry, répondra point par 
point aux arguments invoqués par M™® Nicholson. 


M. Layton: Monsieur le président, je suis disposé a 
attendre que l’amendement soit déposé avant de répondre 
a M. Cassidy et avant de rétablir les faits. 


M. Farber: Monsieur le président, nous aimerions 
commenter publiquement—et je vais demander a mon 
collegue de le faire—certains des chiffres cités par M. 
Cassidy lorsqu’il a dit que les banques pourraient profiter 
d’une échappatoire ou du moins d’un avantage fiscal a 
hauteur de 32 millions de dollars par année; il disait, je 
CrOISs ak 


M. Brian J. Ernewein (haut fonctionnaire, Division de 
la législation, Direction de la politique et de législation de 
Vimpot, ministere des Finances): Je crois qu’il faisait 
allusion aux chiffres cités dans la lettre de Revenu Canada 
selon laquelle une succursale de Nassau avait x dollars de 
revenu imposable et x dollars de crédit pour impéots 
€trangers et toujours selon laquelle la différence entre le 
total de Vimpot payable au Canada et le montant du 
crédit pour impots €trangers s’établissait 4 32 millions de 
dollars environ. Cela ne veut pas dire grand chose. 
D’abord, il nous est impossible de savoir quelle part du 
revenu des succursales de Nassau ou des Bahamas 
provient d’activités admissibles aux termes de cette 
proposition et d’activités qui ne sont pas admissibles. I] ne 
nous permet pas de déterminer quelle part des impdots 
étrangers sont attribuables a l’une ou l’autre catégorie de 
revenus. D’ailleurs, nous croyons comprendre que le gros 
des impots étrangers sont attribuables a des revenus 
admissibles pour un centre bancaire international et qu’il 
y aurait donc trés peu d’impot canadien a payer sur ces 
revenus. 


Enfin, ce total ne permet pas de savoir quelles 
dépenses—réserves pour pertes sur préts ou dépenses de la 
soci€été-meére, si je puis m’exprimer ainsi—doivent étre 
imputées a ces revenus, réduisant d’autant l’impot 
canadien a payer. 


Le président: Avez-vous eu l’occasion de vous 
entretenir avec A.B. MacKay, qui décrivait, il y a deux 
mois, dans le International Banker les pertes fiscales 
prévues en raison de la création de centres bancaires 
internationaux? 


M. Ernewein: M. Farber et moi-méme avons déja eu 
Voccasion de parler 4 M. MacKay. De fait, je lui ai parlé il 
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ago. I should say that when Mr. Farber and I spoke about 
it some time ago, we did not come to the conclusion. . . I 
thought we were in agreement with Mr. MacKay that 
Canada does not gather very much tax from this source, 
and therefore there would not be any great tax losses. 


I was speaking ‘to him a week ago. The point did not 
arise, though. 


“1120 


Miss Nicholson: I am not at all convinced an IBC will 
bring economic benefits to Vancouver or Montreal, but I 
think the loss to the Treasury, or the potential for loss, is 
considerable, and I will be speaking more about that later. 


However, since the government is determined to go 
ahead with this legislation, although there is no evidence 
that it is going to do anything except cost money, at least I 
think they should remove the discrimination. Somehow, 
in the face of all the facts, the Boards of Trade of 
Vancouver and Montreal have been convinced that there 
is a potential benefit for them here, and therefore the 
government has stacked this committee with members 
who will vote for it. The government is quite determined, 
clearly, to pass the bill, but since they are determined to 
pass it I think there should at least be equity. No other 
country in the world which has established an IBC has 

limited it regionally. The legislation is always there to 
allow for an IBC, and then any bank in any area which 
qualifies and meets the basic criteria can become one. 


The way the government has handled this, by setting 
‘region against region, by creating a situation where the 
Province of Ontario is threatening to put in its own tax 
incentives, the Governments of B.C. and of Quebec are 
also considering further tax incentives... At a time when 
the government has a White Paper before us which is 
supposed to mean reform, they are also taking steps which 
will encourage provinces to start tax wars. 


So as a measure to reduce the divisiveness, accepting 
‘the fact that I think clause 10 is undesirable and should 
‘be defeated, but I recognize it will not be... in an effort 
tO minimize at least the divisiveness of it, I would propose 
that clause 10 be amended by striking out line 13 on page 
12 and substituting the following: 


the Province of British Columbia or anywhere else in 
| Canada as a branch 


_ fam moving this amendment, Mr. Chairman, in a 
‘spirit of damage-limitation—that while clause 10, I think, 
1S going to create unbelievable headaches, at least by 
removing some of the regional discrimination one may 
‘limit the damage a trifle. 
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y a moins d’une semaine. Je me dois de vous dire que, 
quand M. Farber et moi-méme en avons discuté il ya 
quelque temps déja, nous n’avons pas conclu. . . Je croyais 
que nous nous étions entendu pour dire que le Canada ne 
Subirait pas d’importantes pertes d@impét du fait qu’il 
percoit trés peu d’impét sur ces revenus. 


Je lui ai parlé il y a une semaine. Toutefois, nous 
n’avons pas abordé cette question. 


Mme Nicholson: Je ne suis pas convaincue qu’un CBI 
apportera des avantages €conomiques 4 Vancouver ou A 
Montréal. Par contre, je pense que cela pourrait couter 
trés cher au Trésor et j’y reviendrai un peu plus tard. 


Puisque le gouvernement est décidé a aller de l’avant 
avec cette proposition, méme si rien ne permet de croire 
qu’elle entrainera autre chose que des couts, j’estime qu’il 
devrait tout au moins éviter qu’elle ne soit 
descriminatoire. Pour une raison qui m/’échappe, les 
chambres de commerce de Vancouver et de Montréal sont 
convaincues, contre toute raison que la création de 
centres bancaires internationaux pourra leur apporter des 
avantages, et le gouvernement a nommé avec partialité des 
membres du comité qui voteront en faveur de la 
proposition. Le gouvernement est manifestement décidé 4 
adopter ce projet de loi et, cela étant le cas, jestime qu’il 
devrait au moins le rendre équitable. Aucun autre pays au 
monde n’a établi des centres bancaires internationaux 
selon des critéres purement régionaux. Ils ont tous adopté 
des lois permettant la création de centres bancaires 
internationaux en vertu desquelles toute banque 
admissible, de quelque région que ce soit, peut obtenir le 
statut a condition de satisfaire a certaines exigences 
minimales. 


Le gouvernement, en créant de la rivalité entre les 
régions, en créant une situation ou la province de 
l'Ontario menace d’accorder ses propres encouragements 
fiscaux, oU les gouvernements de la Colombie-Britannique 
et du Québec envisagent eux aussi d’accorder des 
allégements fiscaux additionels... Le gouvernement a 
déposé un Livre blanc qui promet la réforme mais il 
prend en méme temps des décisions qui inciteront les 
provinces a se livrer la guerre avec comme arme Vimpot. 


Ainsi, convaincue du fait que l’article 10 est indésirable 
et devrait étre rejetté, mais consciente du fait que nous ne 
saurions y compter, je propose, afin de minimiser tout au 
moins la rivalité qu’il suscite, que l’article 10 soit modifié 
par substitution a la ligne 9, page 12, de ce qui suit: 


«Vancouver (Colombie-Britannique) ou dans 


n’importe quelle région au Canada com-» 


Monsieur le président, je propose cet amendemement 
dans l’espoir de limiter les dégats. L’article 10 créera des 
difficultés inimaginables mais j’espére limiter un tant soit 
peu les dommages en supprimant en _ partie la 
discrimination de nature régionale. 
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If I could also speak to the point Mr. Minaker raised 
yesterday, somebody suggested that by expanding the 
number of IBCs there might be an increased cost to the 
Crown, and therefore this could be on the Royal 
prerogative. I cannot see that, Mr. Chairman. There is 
only a finite amount. Since clause 10 relates to deposits 
from or loans to non-residents, there is only a finite 
amount of that kind of business which will be done in 
Canada at IBCs. The number of IBCs, whether you have 
two or three, whether we have one on Mr. Warner’s 
reserve as well as the one in Vancouver and Montreal, 
does not effect the total volume of business. Therefore 
there can be no change to the Royal prerogative. So I 
would suggest to you, Mr. Chairman, that the motion is in 
order. 


The Chairman: I am accepting it as in order. Is there 
any further discussion on the motion? 


Mr. Layton: Excuse me. Can I understand it a little 
better, Mr. Chairman? I guess it is not something that is 
clear. . 


The Chairman: Well, the motion is that presumably 
IBCs could be established anywhere in Canada. 


iJ bi Wa) 


Mr. Layton: In response to the remarks made prior to 
the amendment by our colleague from the New 
Democratic Party and also to the proposal that has now 
been presented to us, to broaden the base so that IBCs 
could be created throughout the country— 


Miss Nicholson: No, I did not say that. 
Mr. Layton: Well, anywhere in Canada? 


Miss Nicholson: That qualifies, of course. I am not 
suggesting a rash of them. Another problem is that we do 
not have the regulations yet under this clause, but my aim 
is that whatever criteria are set out would be criteria other 
than geographic. 


Mr. Layton: My remarks then will address themselves 
to the fact that there was a geographic background to this, 
as I stated in our review yesterday. There was a proposal 
of some seven or eight years ago from the community that 
I am a part of, Montreal, and it has since been endorsed 
and adjoined in its interest by the community of 
Vancouver. These two cities represent a kind of 
international link to the world for Canada, and we are 
ready to invest in and create this facility subject to its 
being competitive with similar centres around the world. 


The activities that are anticipated, which will be 
generated in these two centres, are not presently being 
undertaken in Canada. They are activities which are 
currently going on in centres around the world, as we 
learned in our study. In fact, this committee made a 
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Jaimerais revenir 4 un point soulevé hier par M. 
Minaker ou du moins par quelqu’un qui disait que 
augmentation du nombre de CBI pourrait entrainer une 
augmentation des cots pour le Trésor et toucherait donc 
la prérogative royale. Je n’y crois pas, monsieur le 
président. La fourchette est assez €troite. Puisque l'article 
10 mentionnne expressément les dépdts de non-résidents 
et les préts qui leur sont consentis, le nombre de 
transactions de ce genre qui seront effectuées dans des 
CBI au Canada est limité. Le volume total de ces 
transactions restera le méme qu’il y ait deux ou trois CBI, 
qu’il y en ait un dans la réserve de M. Warner en plus de 
ceux de Vancouver et de Montréal. Par conséquent, cela 
n’empieéte en rien sur la prérogative royale. J’estime donc, 
monsieur le président, que la motion est recevable. 


Le président: Elle est recevable. Y-a-t-il d’autres 
commentaires sur la motion? 
M. Layton: Excusez-moi. J’aimerais obtenir des 


éclaircissements, monsieur le président. Ce n’est pas une 
question facile a comprendre. 


Le président: La motion prévoit que des CBI 


pourraient étre créées n’importe ou au Canada. 


M. Layton: Pour répondre aux remarques formulées 
par notre collégue du Nouveau parti démocratique avant 
que ne soit présenté l’amendement, ainsi qu’a la 
proposition qui nous est maintenant soumise, et qui vise a 
élargir la portée de larticle de fagon a ce qu’il soit 
possible de créer des centres bancaires internationaux 
dabs tout le Canada. . . 


Mme Nicholson: Ce n’est pas ce que j’ai dit. 


M. Layton: Disons a n’importe quel endroit du ~ 
Canada? 


Mme Nicholson: C’est une nuance. Je ne veux pas dire 
qu’il faudrait les faire proliférer. Il y a un autre probleme, 
c’est que nous n’avons pas encore de réglement dans le 
cadre de cet article, mais je voudrais que les critéres qui y 
seront définis soient autre chose que des critéres 
géographiques. 


M. Layton: Je vais donc développer une argumentation 
montrant que tout ceci se place sur une toile de fond 
géographique, comme je l’ai dit lors de notre examen 
d’hier. La collectivité dont je suis originaire, Montréal, a 
présenté une proposition il y a sept ou huit ans, et la 
communauté de Vancouver est venu y ajouter son propre 
intérét. Ces deux villes sont une sorte de lien international 
du Canada avec le reste du monde, et nous sommes préts 
A investir dans un tel centre et a le créer, a condition qu'il 
soit concurrentiel avec des centres analogues du reste du 
monde. 


Les activités qui résulteraient de la création de ces deux 
centres n’existent pas actuellement au Canada. Ce sont des 
activités que l’on trouve déja dans d’autres centres 
internationaux, comme notre étude nous l’a montré. En 
fait, notre Comité a examiné la situation en profondeur et 
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major review of this and reported, but not as stated by my 
colleague from the New Democratic Party. In actuality, if 
One cares to read the report, while there were some 
reservations, the committee supported the idea of IBCs. 
However, it was recognized that to be effective, in the 
Opinion of the committee, they should be broadened. That 
| was at the discretion of the Minister, and to this moment, 
_he has not proposed to broaden the Operations of IBCs. 


| But the key message is that they are not presently 
handled in Canada, that this would open Canadian banks 
to becoming repositories for deposits and sources for 
loans by non-residents. The effect in New York City— 
which many of us will remember perhaps with different 
-memories, because it was a busy two days we spent 
there—showed that there was considerable activity in 
international banking in New York City, and that while 
there was no finite number of jobs created there were an 
uncertain number of jobs created, depending on how 
many activities each bank undertook. 


The support for the measures which are in front of the 
committee today, for this particular legislation and the 
creation of international banking centres, is not a 
government-only support; it is not a Montreal-and- 
Vancouver-only support. It comes from—to the surprise, I 
am sure, of the members of the opposition—from all 
parties. There has been specific Support expressed at this 
committee by members of each party, and there have 
been some reservations expressed by each party. 


__ So let us not get the idea that Vancouver and Montreal 
alone have some special status or some special role. This 
is a function of government that involves all parties and 
all regions. I think there is a recognition that in Canada 
we have to respond to the needs of regions, because we 
are different from one corner of this country to the other. 
Everything cannot be in one place, and in particular the 
economic activity cannot be restricted to one corner of 
Canada. 


I would be expressing my views against any 
amendments. The government does have legislation here 
hat responds to the initiatives from the regions, and I 
hink it should be endorsed and passed quickly. Thank 
you, Mr. Chairman. 


Miss Nicholson: Mr. Chairman, would Mr. Layton 
iccept a brief question? 


Mr. Layton: Certainly. 


Miss Nicholson: Mr. Layton probably knows that in the 
‘ast Edmonton has been interested in an IBC, and 
-urrently Calgary and Windsor are interested. 


| Is he saying that should not be considered? 
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a rédigé un rapport, mais qui ne dit pas ce qu’a déclaré 
notre collégue du Nouveau parti démocratique. En 
réalité, si l’on prend la peine de lire ce rapport, on verra 
qu’en dépit de certaines réserves, le Comité était favorable 
a l’idée de créer des centres bancaires internationaux. I] 
estimait cependant que pour les rendre efficaces, il 
faudrait prévoir pour ces centres une gamme d’activités 
élargie. Cela reléve de la discrétion du ministre, et jusqu’a 
présent, il n’a pas proposé d’élargir les activités de ces 
centres bancaires internationaux, 


Mais l’idée essentielle, c’est que ces activités n’existant 
pas au Canada a l’heure actuelle, on permettrait aux 
banques canadiennes de recevoir les dépéts de non- 
résidents et de leur accorder des préts. New York—et nous 
n’avons peut-étre pas tous les mémes souvenirs A ce sujet, 
car les deux jours que nous y avons passé ont été 
abondamment remplis—a enregistré une croissance 
considérable en matiere d’activités bancaires 
internationales, et la création d’un certain nombre 
d’emplois, bien qu’on ne sache pas exactement combien, 
suivant les activités entreprises par les banques. 


Le gouvernement n’est pas le seul a appuyer les 
mesures soumises aujourd’hui au Comité dans le cadre de 
ce projet de loi et portant création de centres bancaires 
internationaux; elles ne recueillent pas non _ plus 
simplement de l’appui de Montréal et de Vancouver. En 
fait, a la surprise, j’en suis sur, des députés de 
Vopposition, je dirais que ce sont tous les partis qui 
appuient ces mesures. Des députés de tous les partis ont 
expressément fait part a notre Comité de leur appui a 
cette initiative, de méme que chaque parti a aussi émis 
certaines réserves. 


N’allons donc pas croire qu’on accorde a Vancouver et 
a Montréal uniquement un statut ou un role particulier. 
Il s’agit d’une décision du gouvernement 4 laquelle se 
rallient tous les partis et toutes les régions. Je crois que 
nous admettons tous qu’il faut répondre aux besoins des 
régions au Canada, car notre pays porte la marque de la 
diversité d’un océan 4 l’autre. On ne peut pas tout 
concentrer en un seul endroit, et en particulier on ne 
peut pas concentrer toute l’activité économique dans une 
seule région du Canada. 


Je suis donc opposé aux amendements. Le 
gouvernement nous présente ici un projet de loi qui 
prolonge les initiatives des régions, et qui devrait A mon 
avis étre approuvé et adopté rapidement. Merci, monsieur 
le président. 


Mme Nicholson: Monsieur le président, M. Layton 
accepterait-il un bréve question? 


M. Layton: Certainement. 


Mme Nicholson: M. Layton doit savoir qu’Edmonton a 
autrefois manifesté un certain intérét pour la création 
d’un centre __ bancaire international, de méme 
qu’actuellement Calgary et Windsor. 


Veut-il dire qu’il ne faudrait pas étudier ces 
propositions? 
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Mr. Layton: I am advancing the idea that the special 
characteristics and initiatives of Montreal, from 1978 or 
1979 to today, and of Vancouver, from 1982 until today, 
justifies a response by the government in supporting the 
regional development of those two communities. 
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Mr. McCrossan: Mr. Chairman, I have two questions 
for the expert witnesses. In Miss Nicholson’s statement she 
stated that to the best of her knowledge no other country 
had restricted IBCs geographically to one or two cities in 
setting them up. To the knowledge of the officials, is that 
statement correct? 


My second question has to do with taxation in Canada. 
My question is: is there any other example of a federal 
income tax measure which affects only one or two cities, 
as opposed to regions? I understand we have regional 
industrial development programs. We have a Cape Breton 
initiative and so on. Is there anything else that is restricted 
to one city or two cities? Is there any precedent for this in 
Canadian income tax law? 


Mr. Ernewein: With respect to the first point, I am not 
aware of other countries which at the federal level have at 
this time established an incentive in this area for one or 
two areas. Of course, you have examples such as New 
York and other states that do it at the state level, and it is 
of course limited to that state. 


I am given to understand though that in France they 
have a similar measure under consideration which would 
establish an economic zone or an international financial 
area. I am not sure if it is limited to a city or to a 
particular region, but in any event, an area, a small part 
of the country. 


Mr. McCrossan: In France this is establishing Lyon, as 
well as Paris, as being a recipient city for an international 
banking centre. 


Mr. Ernewein: I am not sure whether Paris is included 
in that. ; 


Mr. McCrossan: Yes. 


Mr. Ernewein: On the second point, as far as whether 
or not there are other examples in the bill where other 
regions are selected, none comes to mind that refers to a 
particular city. I guess I would like to point out that this 
refers to the metropolitan areas of Montreal and 
Vancouver. 


Mr. McCrossan: Since you have just raised that, there 
was no definition of the metropolitan area of Montreal or 
Vancouver in clause 10. Can I ask whether these are 
defined in legislation anywhere else? 


but there are terms used... For 
example, I think in section 6 of the act, the term 
“metropolitan area” is used for the purpose of 
determining whether employees are entitled to claim 
expenses, Out of town expenses, if you will. 


Mr. Ernewein: No, 
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M. Layton: Je dis simplement que les caractéristiques 
spéciales et les initiatives manifestées par Montréal de 
1978 ou 1979 a maintenant, ainsi que par Vancouver, de 
1982 a maintenant, justifient un appui du gouvernement 
au développement régional de ces deux communautes. 


M. McCrossan: Monsieur le président, j’ai deux 
questions 4 poser a nos brillants temoin. M™° Nicholson 
a déclaré qu’au mieux de sa connaissance, aucun autre 
pays ne limitait géographiquement les centres bancaires 
internationaux a une ou deux villes seulement. Les 
spécialistes sont-ils d’accord avec cette affirmation? 


J’ai une deuxiéme question qui porte sur la fiscalité au 
Canada: existe-t-il d’autres exemples de mesure fédérale 
concernant V’imp6ét sur le revenu qui ne s’applique qu’a 
une ou deux villes par opposition a des régions? Je sais 
bien que nous avons des programmes de développement 
industriel régional. Nous avons un programme d’initiative 
au Cap Breton etc. Existe-t-il d’autres mesures qui soient 
limitées 4 une seule ou a deux villes? Existe-t-il des 
précédents dans la législation fiscale du Canada? 


M. Ernewein: Pour ce qui est de la premiére question, 
je ne connais pas d’autre pays qui ait jusqu’a présent 
limité au niveau fédéral ce genre de stimulant a une ou 
deux régions seulement. Evidemment, il y a des exemples, 
comme l|’Etat de New York ou d’autres encore, ou cela ne 
dépasse pas naturellement les limites de l’Etat. 


Je crois cependant savoir qu’une disposition analogue 
est actuellement 4 l’étude en France pour créer une zone 
économique ou un secteur financier international. Je ne 
sais pas si c’est limité a une ville ou a une région 
particuliére, mais en tout cas il s’agit d’une petite partie 
du pays. 


M. McCrossan: La France a choisi d’établir un centre 
bancaire international a Lyon et a Paris. 


M. Ernewein: Je ne suis pas str que Paris soit inclus. 


M. McCrossan: Si. 


M. Ernewein: Pour ce qui est de la deuxiéme question, 
a savoir s’il y a d’autres exemples de choix de régions dans 
la loi, je ne me souviens pas qu’il soit question d’une ville 
particuliére. J’aimerais préciser qu’il s’agit ici des zones 
métropolitaines de Montréal et de Vancouver. 


M. McCrossan: A ce propos, il n’y a pas de définition 
de la zone métropolitaine de Montréal ou de Vancouver 4 
article 10. Cette définition figure-t-elle ailleurs dans le 
projet de loi? 


M. Ernewein: Non, mais ce sont des termes qu’on 
utilise... Par exemple, je crois qu’a l’article 6 de la loi, 
on parle de la «zone métropolitaine» pour déterminer Si 
des employés ont le droit de demander le remboursement 
de leurs frais s’ils sont en déplacement a l’exterieur. 
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Mr. McCrossan: So there is some definition. For 
example, how far does the metropolitan area of Montreal 
extend? Certainly for overnight expenses off the island. Is 
the south shore a metropolitan area? 


Mr. Ernewein: I am not that familiar with the city of 
Montreal. , 


Mr. McCrossan: Well, what is the metropolitan area of 
Montreal? Saint Jean and Richelieu, is that Metropolitan 
Montreal? It is 20 miles outside. What does this clause 
mean? 


Mr. Ernewein: I think the definition of 
“metropolitan”— 
Mr. McCrossan: Mrs. Collins’ riding, is that 


Metropolitan Vancouver? 


Mr. Ernewein: I believe the definition of metropolitan 
is... there is a definition of the term, and it refers to the 
business area or the urban area. I do not know the 
geography, or I am not familiar with the geography of 
Montreal or Vancouver, to comment as to which falls 
within and which does not. 


Mr. McCrossan: So who defines it? Is it the city itself, 
or the federal government? Who defines what is the 
metropolitan area? 


Mr. Ernewein: One would rely upon the rules of 
interpretation in the same way that with many other 
words that are in the act, you would have to rely upon 
dictionary definitions or the like to determine the precise 
ambit of the term. 


Amendment negatived: nays, 6; yeas, 2. 


oti 135 


The Chairman: The next amendment I have is from 
Mr. McCrossan. 


Mr. McCrossan: I would like to explain the purpose 
and rationale behind my amendment. 


__ I did not bring copies of the committee Minutes of 
Proceedings and Evidence for everyone but perhaps I can 
read out the relevant portions to the members of the 
_ committee and also to the officials to refresh their minds, 
_ because Mr. Cassidy dealt with some of the points earlier. 


We have had conflicting evidence as to what the 
| potential tax cost of this measure could be. That evidence 
Came from our visit to New York City and also from the 
_ independent expert we retained, Mr. MacKay. 


The Department of Finance disputes the potential tax 
Cost of this measure and, in particular, questions were 
_asked of the Department of Finance about the potential 
tax cost. I will read the transcript. 


'__ This was the meeting on February 4. The witness was 
Mr. Dodge, the Assistant Deputy Minister for the Tax 


[Traduction] 


M. McCrossan: Donc, il y a une définition. Par 
exemple, jusqu’ou s’étend la zone métropolitaine de 
Montréal? En tout cas, pour les frais de logement, en 
dehors de I’ile. Est-ce que la zone au sud du fleuve fait 
partie de la zone métropolitaine? 


M. Ernewein: Je ne connais pas assez bien Montréal. 


M. McCrossan: Bon. Qu’entend-on par zone 
métropolitaine de Montréal? Est-ce que Saint-Jean et 
Richelieu en font partie? C’est 4 20 milles a l’extérieur. 
Que signifie cet article? 


M. Ernewein: Je 
«métropolitain». . . 


pense que la _ définition de 


M. McCrossan: Est-ce que la circonscription de M™« 
Collins fait partie du Vancouver métropolitain? 


M. Ernewein: Je pense que la définition. . . I] y a une 
définition de ce terme, et elle s’applique a la zone 
d’activités commerciales ou a la zone urbaine. Je ne 
connais pas trés bien la géographie de Montréal ou de 
Vancouver, et je ne suis donc pas en mesure de vous dire 
ce qui fait ou ce qui ne fait pas partie de cette zone 
métropolitaine. 


M. McCrossan: Alors qui la définit? La ville ou le 
gouvernement fédéral? Qui définit ce qu’on entend par 
zone métropolitaine? 


M. Ernewein: Je pense qu’on s’en remet aux régles 
d’interprétation exactement comme pour de multiples 
autres expressions utilisées dans la loi, et qu’il faut se 
reporter aux définitions des dictionnaires ou a ce genre de 
définitions pour déterminer exactement ce qu’on entend 
par ce genre de terme. 


L’amendement est rejeté par 6 voix contre 2. 


Le président: Le prochain amendement est de M. 
McCrossan. 


M. McCrossan: J’aimerais expliquer l’objet et la raison 
d’étre de mon amendement. 


Je n’ai pas apporté d’exemplaire des Procés-verbaux et 
témoignages du Comité pour tout le monde, mais je peux 
peut-étre lire les parties pertinentes pour rafraichir la 
mémoire des membres du Comité et des fonctionnaires, 
car M. Cassidy a traité de certains de ces points tout a 
Vheure. 


Nous avons regu des témoignages contradictoires quant 
au cout fiscal potentiel de cette mesure. Ces témoignages 
provenaient de notre visite 4 New York, et également de 
l’expert-conseils que nous avons engagé, M. MacKay. 


Le ministere des Finances contestent le coat fiscal 
potentiel de cette mesure et, en particulier, on a interrogé 
le ministére des Finances quant au coit fiscal potentiel. Je 
lis la transcription. 


I] s’agit de la réunion du 4 février. Le témoin était M. 
Dodge, sous-ministre adjoint, Direction de la politique et 
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Policy and Legilation Branch. The question from Mr. 
Warner is: 


You stated that the actual cost is going to be negligible 
and close to zero. Could we assume that we could put a 
cap of $1 million? Would that be close to zero? 


Mr. Dodge: That would be considerably higher than I 
would have thought of as negligible. 


Mr. Warner: So it could be a cap of maybe $100,000? 


Mr. Dodge: That would be getting down more into the 
range of what we think would be the outside. We are 
talking about a very small number. 


Mr. Warner: That is the absolute maximum, total cost 
of administrative expenses by National Revenue, 
Inspector General of Banks, and also the leakage or 
potential leakage of tax revenue. 


Mr. Dodge: That is absolutely correct. 


The Department of Finance is clearly on record as 
stating that the maximum tax cost of these international 
banking centres could not conceivably exceed $100,000. 
What my amendment proposes is to allow $100,000, not 
for the country, but for each and every bank that sets up 
an international banking centre. 


In effect, my amendment allows for profits or tax loss 
some 70 times larger than what the tax department has 
testified as being the maximum possible cost of this 
measure. I assume that the Department of Finance 
officials do indeed stand behind their estimates of their 
tax costs and therefore would be prepared, as would all 
members of the committee, to endorse my amendment 
since it is clearly in line with their own testimony. 


I would like to hear from the officials. Do they stand 
behind their testimony? If they do, do they think that an 
amendment which provides 70 times the leaway that they 
have suggested they need, would be acceptable to them. 


Mr. Ernewein: Mr. Chairman, it has been stated by Mr. 
Dodge that the tax loss from this is not expected to be 
significant. However, I guess they are having some 
difficulty drawing a connection between tax cost and the 
amendment that is proposed here which refers to 
$100,000 of net income. 


Net income may not have any real connection with tax 
if one has been subject to foreign tax on a great deal of 
income. It is fair to say that a large number of the banks, 
or at least the major players in the international banking 
area or field, will have income in excess of $100,000 in 
their offshore operations. 


However, that does not lead to the conclusion; in fact, I 
have given some reasons earlier today suggesting why 
there will be no tax payable. 
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de la législation de l’impot. La question de M. Warner est 
la suivante: 


Vous avez dit que le cout véritable sera négligeable, 
presque nul. Peut-on tabler sur une limite de 1 million 
de dollars? Cela serait-il presque nul? 


M. Dodge: Non, c’est beaucoup élevé que ce que 
j/appellerais négligeable. 


M. Warner: Vous songiez davantage a 100,000$, je 
suppose? 


M. Dodge: Ce serait davantage de cet ordre et ce serait 
un maximum. Ce sera minime. 


M. Warner: Les dépenses administratives totales du 
ministére du Revenu, de l’inspecteur général des 
banques, de méme que le manque-a-gagner potentiel du 
point de vue des recettes ne dépasseraient donc pas ce 
maximum, n’est-ce pas? 


M. Dodge: Absolument. 


Le ministére des Finances a déclaré publiquement que 
le cout fiscal maximum de ces centres bancaires 
internationaux ne pourrait pas dépasser 100,000$. Ce que 
mon amendement propose, c’est de permettre 100,000$, 
non pour le pays, mais pour chacune des banques qui 
établit un centre bancaire international. 


En fait, mon amendement permet des bénéfices ou une 
perte fiscale qui s’établit 4 environ 70 fois le cout 
maximum possible de cette mesure selon le témoignage 
du ministére. Je suppose que les fonctionnaires du 
ministére des Finances maintiennent son estimation des 
couts fiscaux et seraient dont préts, comme tous les 
membres du Comité, a appuyer mon amendement 
puisqu’il va manifestement dans le sens de leurs propres 
temoignages. 


J’aimerais savoir ce qu’en pensent les fonctionnaires. 
Maintiennent-ils leurs témoignages? Si oui, pensent-ils 
qu’un amendement qui prévoit 70 fois la marge dont ils 
ont indiqué qu’elle leur est nécessaire, leur serait 
acceptable? 


M. Ernewein: Monsieur le président, M. Dodge a 
déclaré que la perte fiscale ne devrait pas étre importante. 
Toutefois, je crois qu’ils ont une certaine difficulté a 
établir un lien entre le cout fiscal et l’amendement 
proposé ici, qui mentionne 100,000$ de revenu net. 


Il se peut qu’il n’y ait aucun lien réel entre le revenu 
net et l’impét dans le cas ot I’on est assujetti 4 un impot 
étranger sur un revenu considérable. Il est juste de dire 
qu’un grand nombre de banques, ou au moins les 
principaux acteurs de la scéne bancaire internationale, 
auront un revenu dépassant 100,000$ dans _ leurs 
entreprises de |’étranger. 


Toutefois, cela ne méne pas a cette conclusion; en fait, 
j’ai expliqué tout a l’heure pourquoi aucun impdét ne sera 
payable. 
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Mr. McCrossan: This is not offshore operations. This is 
specifically international banking centres in Canada. 


Mr. Ernewein: Offshore operations which we are 
hoping to attract to Canada. 


Mr. McCrossan:.I might point out that there was a typo 
in the amendment. The amendment Should read, as it 
does in the first two lines, and then in the third line, this 
net income should have the words after it: “from such 
international banking centre business in excess of 
$100,000 shall be included in computing”. So the words 
“from such international banking centre business” were 
intended to be there. So it is not the purpose of this 
amendment to bring in income from outside Canada. We 
are only looking at taxable income inside the 
international banking centre, exactly as you have outlined 
we wanted to do. 


° 1140 


Mr. Ernewein: We understand that point. Our point is 
that the banks, or at least the banks that are participating 
in this type of activity, may have income well in excess of 
$100,000 currently offshore. That is the type of business 
‘we are hoping to attract to Canada. 


_ However, the fact that they have income in excess of 
this amount or well in excess of this amount does not lead 
to the conclusion that any tax is going to be payable or 
that we are collecting any tax from the income. It is a 
supposition, but this amendment could very well cause 
the banks not to use the incentive, because, to the extent 
they bring their loans to Canada, place these loans in an 
IBC, and have income in excess of $100,000, they would 
be subject to Canadian tax, but if they had done the 
business offshore, as they are doing now, then they would 
not have had that tax payable. 


The Chairman: The branch business pays taxes today. 


Mr. Ernewein: With respect, I am not sure that it pays 
Canadian tax. 


Mr. McCrossan: Yes, it does. It is subject to Canadian 
ax. 


Mr. Ernewein: It is subject to Canadian tax. 


The Chairman: Of course, we found that out when we 
vere doing the tax reform hearings. It is subject to, not 
laid. We made certain recommendations concerning 
ninimum tax because of that. 


Mr. McCrossan: This is exactly the point of my 
‘mendment. The Department of Finance has stated that 
is will not cost tax dollars. Taxes are paid on net 
icome. 


_ Mr. Ernewein: They can be paid on net income. You 
ain also obtain deductions from tax payable by foreign tax 
\fedit and the like, which is extremely relevant here. 


[Traduction] 


M. McCrossan: I] ne s’agit pas des activités de 
l’étranger. Il s’agit expressément des centres bancaires 
internationaux du Canada. 


M. Ernewein: Des entreprises de Vétranger que nous 
esp€rons attirer au Canada. 


M. McCrossan: J’aimerais souligner qu’il y a une faute 
dans l’amendement. II faut ajouter dans la version 
anglaise, a la troisiéme ligne, aprés les mots «net income»: 
«from such international banking center business in 
excess of $100,000 shall be included in computing». Les 
mots «from such international banking centre business» 
devaient donc étre 1a. L’amendement ne vise pas les 
revenus de l’extérieur du Canada. II s’agit uniquement du 
revenu imposable dans le cadre du centre bancaire 
international, exactement comme vous avez dit que vous 
vouliez le faire. 


M. Ernewein: Nous comprenons cela. Ce que nous 
disons, c’est que les banques, ou du moins les banques qui 
se livrent a ce genre d’activité, pourraient bien avoir un 
revenu dépassant nettement 100,000$ a l’étranger. C’est le 
genre d’entreprise que nous espérons attirer au Canada. 


Toutefois, le fait que leurs revenus dépassent cette 
somme ou dépassent nettement cette somme ne signifie 
pas que des impots seront exigibles ni que nous percevons 
de l’impét sur ce revenu. C’est la une hypothése, mais cet 
amendement pourrait bien porter les banques a ne pas 
utiliser la mesure d’encouragement, car si elles amenent 
leurs préts au Canada, les placent dans un centre bancaire 
international et ont un revenu dépassant 100,000$, elles 
sont assujetties a l’impét canadien, par contre les 
transactions ont lieu a l’étranger, comme maintenant, 
elles n’ont pas a payer cet impét. 


Le président: Les succursales des 


actuellement. 


paient impots 
M. Ernewein: Sauf le respect que je vous dois, je ne 
suis pas certain qu’elles versent des imp6ots canadiens. 


M. McCrossan: Si, elles le font. Elles sont assujetties a 
Vimpot canadien. 


M. Ernewein: Elles sont assujetties a V’impot canadien. 


Le président: Evidemment, nous avons découvert cela 
au cours des audiences sur la réforme fiscale. Elles sont 
assujetties 4 l’impét, ce qui ne signifie pas que Vimp6ot est 
payé. Nous avons fait certaines recommandations 
concernant l’impot minimum en raison de cela. 


M. McCrossan: C’est exactement le but de mon 
amendement. Le ministére des Finances a déclaré qu’il 
n’y aurait pas de pertes de recettes fiscales. Les impots 
sont payés sur le revenu net. 


M. Ernewein: Ils peuvent étre payés sur le revenu net. 
On peut également obtenir des déductions de Vimpot a 
payer au moyen du crédit d’impét étranger et de mesures 
semblables, ce qui est tout a fait pertinent ici. 
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Mr. McCrossan: But this clause clearly states that the 
taxes will be neither increased nor reduced by gains or 
losses. So the only assumption you can make is that if 
there is net income inside the IBC then it leads to a 
reduction in Canadian tax. It does; it has to. 


Mr. Ernewein: With respect, I would suggest it does 
not. 


Mr. McCrossan: Just bear with me one more time, 
because, once again, the department has assured the 
committee that the tax reform measures it is bringing in 
for banks will indeed lead to taxes being paid in Canada. 


Mr. Ernewein: That does not necessarily mean that 
those taxes will be paid by the banks in respect of 
international banking activity that is currently done 
offshore. 


Mr. McCrossan: I understand that exactly. Is this going 
to cost taxes or not? You have stated... Either you are 
fudging the figures— 


Mr. Ernewein: No, we are not fudging the figures. I 
have to go back to it: there is a distinction between net 
income and tax payable. You can have significant 
amounts of net income and calculate gross Canadian tax 
payable in respect of that net income. That does not lead 
to the conclusion that there will be tax payable, because 
you may have foreign taxes that are deductible against that 
source or, before one even gets to the tax payable, there 
may be other deductions that are allowed in computing 
taxable income, such as losses from other years, among 
other things. 


Mr. McCrossan: Oh, I understand losses from other 
years, and I am quite willing to examine any reasonable 
amendment to my amendment that would make it clear. 
For example, I would be quite willing to say “in respect of 
the first $100,000 of otherwise taxable net income”. But it 
seems to me clear that there should be a cap, because we 
have heard estimates of up to $40 million of tax leakage 
per year. The department is saying that there will be no 
cost, and there is obviously a big difference between what 
our experts have told us and what the department is 
telling us. Either the department believes in its own 
figures or it does not. If the department believes in its 
own figures, then it has to be willing to accept some 
amendment, some cap. The assistant deputy minister 
himself said that a cap of $100,000 on tax expenditures 
would be generous. 


° 1145 
Mr. Ernewein: Expenditure is not net income. 


Mr. McCrossan: No, I understand the difference 
between tax expenditures and excess. I understand it very 
well. If you have a tax system that collects nothing, 
obviously it costs you nothing. But you have given a 
commitment to this committee and to the House that you 
are going to design an effective system of taxation for 
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M. McCrossan: Mais cet article €nonce clairement que 
les imp6ts ne seront ni augmentés ni diminués en 
fonction des gains ou des pertes. Le seul postulat que l’on 
peut faire est donc que s’il y a un revenu net a Vintérieur 
du centre bancaire international, cela aboutit a une 
réduction de l’imp6t canadien, nécessairement. 


M. Ernewein: Avec tout le respect que je vous dois, je 
crois qu’il n’en est pas ainsi. 


M. McCrossan: Je vous demande encore un peu de 
patience. Le ministére a assuré le Comité que les mesures 
de réforme fiscale touchant les banques  auront 
effectivement pour effet que des impdéts seront payés au 
Canada. 


M. Ernewein: Cela ne signifie pas nécessairement que 
ces imp6ts seront versés par les banques a l’égard de 
Vactivité bancaire internationale qui se fait présentement 
a létranger. 


M. McCrossan: Je comprends bien cela. Y aura-t-il ou 
non un cott fiscal? Vous avez déclaré... Ou bien vous 
tripotez les chiffres. . . 


M. Ernewein: Non, nous ne tripotons pas les chiffres. 
Je dois revenir a la distinction entre le revenu net et 
Vimpot exigible. I] est possible d’avoir un revenu net 
important et de calculer l’imp6t canadien brut payable a 
Végard de ce revenu net. Cela ne signifie pas que des 
imp6ts seront versés, car il peut y avoir des impots 
étrangers déductibles ou encore d’autres déductions qui 
sont permises dans le calcul du revenu imposable, 
notamment les pertes reportées d’années antérieures. 


M. McCrossan: Oh, je comprends les pertes des années 
antérieures, et je suis tout a fait prét a étudier un 
amendement qui préciserait mon amendement. par 
exemple, je serais tout a fait prét a dire «a l’égard des 
premiers 100,000$ de revenu net autrement imposables». 
Mais il me semble évident qu’il devrait y avoir une limite, 
car nous avons entendu des estimations pouvant atteindre 
40 millions de manque 4 gagner par année. Le ministere 
dit qu’il n’y aura aucun cout, et il y a évidemment une 
grande différence entre ce que nos experts nous ont dit et 
ce que le ministére nous dit. Ou bien le ministére croit 
ses propres chiffres, ou bien il ne les croit pas. Si le 
ministére croit ses propres chiffres, alors il doit étre prét 4 
accepter un amendement, une limite quelconque. Le sous- 
ministre adjoint a dit lui-méme qu’un plafond de 
100,000$ pour les dépenses fiscales serait généreux. 


M. Ernewein: Les dépenses ne sont pas le revenu net. 


M. McCrossan: Non, je comprends la différence entre 
les dépenses fiscales et l’excédent. Je la comprends trés 
bien. Si vous avez un régime fiscal qui ne pergoit rien, 
évidemment cela ne vous cotte rien. Mais vous vous étes 
engagé envers ce Comité et envers la Chambre a 
concevoir un régime efficace d’impot pour les institutions 
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financial institutions—either the one we have proposed, 
or the one you are going to design yourself. 


As soon as you bring that in, there are tax 
expenditures. That was fully well known by the 
committee, and either this thing is one great big gaping 
loophole or it is not. If the figure is reasonable, then you 
should have no problem with my amendment. 


After all this is $100,000 to each of the 70 banks 
registered in Canada. That is $7 million. That exceeds the 
$100,000 you accepted for the whole country by just a 
wild margin. 


Mr. Layton: Mr. Chairman, I would point out to my 
colleague, Mr. McCrossan, that what he is asking the 
government to do, by putting a limit on the net income 
which one of the centres could achieve, is to contradict a 
basic philosophy we all share—that is, to encourage 
people to be successful. 


Mr. McCrossan: No, no. 


Mr. Layton: Excuse me, Mr. McCrossan, let me finish. 


Mr. McCrossan: Absolutely. I will let you finish. 


Mr. Layton: The point is that if one of our banks or a 
new bank were to become a success, then this amendment 
of yours would be a restriction on that success. I find it 
almost wonderful, surprising certainly, that on the one 
hand those who oppose this concept of international 
banking for Vancouver and Montreal make their case on 
the basis that it is nothing. There are no jobs. I have heard 
it so often. 


Yet I hear these strong arguments saying, whatever you 
do, let us limit it. There is such a contradiction it becomes 
ludicrous. I hope— 


Mr. Warner: The limitation on tax leakage in cost to 
the government— 


Mr. Layton: There is no suggestion here of tax leakage. 
If business comes to Canada, which is presently not going 
on in Canada, and produces taxes in Canada, then how 
the hell can there be leakage? Excuse me. Is that 
unparliamentary? 


Mr. McCrossan: Foreign tax offsets there. 
The Chairman: That is a perfectly proper expression. 


Mr. McCrossan: Mr. Chairman, my concern is that 
during our review on tax reform, we hear testimony that 
the banks were successful in reclassifying their reserves by 
country so as to move profits between countries and 


' jurisdictions and to validate their foreign withholding tax. 


On this particular type of business it is quite clear the 
Income related to international banking centres will 
indeed be reported to international banking centres. But 


[Traduction] 


financiéres—soit celui que nous avons propose, soit celui 
que vous allez concevoir vous-méme. 


Dés que cela entre en vigueur, il y a des dépenses 
fiscales. Le Comité le savait bien, et ou bien il s’agit d’une 
échappatoire énorme, ou bien il n’en est rien. Si le chiffre 
est raisonnable, vous ne devriez avoir aucun probleme a 
accepter mon amendement. 


Aprés tout, il s’agit de 100,000$ pour chacune des 70 
banques enregistrées au Canada. Cela fait 7 millions de 
dollars. Cela dépasse trés considérablement les 100,000$ 
que vous avez acceptés pour l’ensemble du pays. 


M. Layton: Monsieur le président, jaimerais faire 
remarquer a mon collégue M. McCrossan que ce qu’il 
demande au gouvernement de faire, en imposant un 
plafond au revenu net que pourrait réaliser l’un des 
centres, c’est de contredire une philosophie fondamentale 
a laquelle nous souscrivons tous—c’est-a-dire qu’il faut 
encourager la réussite. 


M. McCrossan: Non, non. 


M. Layton: Je vous demande pardon, 
McCrossan, permettez-moi de finir. 


monsieur 


M. McCrossan: Parfaitement. Je vous laisserai terminer. 


M. Layton: Si l’une de nos banques ou une nouvelle 
banque devait connaitre la réussite, cet amendement 
imposerait une restriction a cette réussite. Je trouve 
presque merveilleux et en tout cas étonnant que, d’une 
part, ceux qui s’opposent a l’idée des centres bancaires 
internationaux pour Vancouver et Montréal fondent leur 
argument sur le fait que cela n’est rien. Il n’y a pas 
d’emplois. J’ai si souvent entendu dire cela. 


Pourtant, on soutient fortement qu’il faut imposer une 
limite. Cette contradiction frise le ridicule. Uses peteans 


M. Warner: La restriction du manque 4 gagner fiscal 
pour le gouvernement. . . 


M. Layton: I] n’est pas question ici d’un manque a 
gagner fiscal. Si ces entreprises viennent au Canada de 
l’étranger, et si elles produisent des impdéts au Canada, 
comment diable peut-il y avoir un manque a gagner? Je 
m’excuse. Est-ce que cette expression est conforme aux 
usages parlementaires? 


M. McCrossan: Il y a compensation de l’impét 
étranger. 

Le président: C’est une expression parfaitement 
acceptable. 


M. McCrossan: Monsieur le président, ce qui me 
préoccupe ici c’est que pendant notre examen de la 
réforme fiscale, les temoins nous ont dit que les banques 
réussissent a reclassifier leurs réserves par pays de fagon a 
déplacer les bénéfices entre les pays et les Etats et a 
valider leurs retenues fiscales étrangéres. 


Dans le cas de cette entreprise, il est manifeste que le 
revenu li€é aux centres bancaires internationaux sera 
effectivement déclaré pour les centres bancaires 
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we have no assurance whatsoever that the expenses 
relating to international banking centres and the loan loss 
reserves will be reported to international banking centres. 
So it makes complete sense for a bank to set up an 
international banking centre and to over-report its profit 
inside the centre leading to a concomitant reduction in 
profits in the Canadian operation. 


To put this in scale, we have heard testimony as well 
from the international banks that the margins on these 
large sovereign loans run in the order of five basis points. 
If you look at the testimony we heard, 5 to 10 basis points, 
10 at the outside, more likely 5, very thinly priced... If 
we look at the possible transfers in terms of billions of 
dollars into this country, you arrive at the same sort of 
thing—the net profit on this business is going to be within 
the $100,000 limit according to the banks’ own testimony 
unless they fudge the figures. 


What I am concerned about is exactly what we heard in 
New York City—that the tax cost was estimated to be 
negligible by the government officials. As soon as they put 
it in, they found out the tax cost became enormous 
because the banks were very adept at reclassifying 
expenses and income to move them into tax shelters. 


If you believe your own figures and the banks’ 
testimony as to how thin these margins are, then you 
should accept this amendment. It is completely consistent 
with the suggested level of profits the banks can obtain on 
this business. 


Mr. Ernewein: Mr. Chairman, as far as the thin spread 
on the loans is concerned, we accept this, but you should 
recognize $22 billion of these loans were outstanding as of 
1984. It does not take much of a spread to make up a 
significant amount of income. I would add in passing that 
this does not necessarily lead to Canadian tax. 


8) 


The second point in terms of New York is that we 
spoke to the official. I had some dealings with the person 
you met down there who gave you this $100 million 
figure. I spoke with her after reports of it came back. As I 
understand it, the $100 million figure was arrived at by 
plugging a state tax rate into the amount of income the 
banks had reported in terms of their IBF activity. It took 
no account of the fact that had the state tax rate actually 
applied, the business may have moved offshore more 
quickly than it ever came. 


Mr. Minaker: Our advisers keep talking about this 
foreign tax which has to be paid. If there is foreign tax 
charge where they are carrying out this business 
somewhere else in the world and if they carried it out 
here in Canada, what if we apply a tax to it? There are 
different levels of foreign tax in this kind of operation. 
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internationaux. Mais nous n’avons aucune assurance que 
les dépenses relatives aux centres bancaires internationaux 
et les réserves pour mauvaises créances seront déclarées 
par des centres bancaires internationaux. Une banque 
aurait intérét 4 créer un centre bancaire international et a 
gonfler le bénéfice du centre pour en arriver a une 
réduction des bénéfices de l’entreprise canadienne. 


Pour donner une idée de léchelle, nous avons 
également regu des témoignages des banques 
internationales selon lesquelles la marge a l’égard de ces 
grands préts s’établit aux environs de S points de base. Si 
vous examinez les temoignages que nous avons entendus, 
de 5 4 10 points de base, 10 au maximum, plus 
probablement 5, c’est un prix trés faible... Si Von 
examine le transfert possible de milliards de dollars dans 
ce pays, on arrive au méme genre de chose—le bénéfice 
net de ce commerce se situera dans la limite de 100,000$ 
selon le temoignage méme des banques, a moins qu’ils ne 
tripotent les chiffres. 


Ce qui me préoccupe c’est exactement ce que nous 
avons entendu dire 4 New York—que les fonctionnaires 
gouvernementaux estimaient que le cout fiscal était 
négligeable. Mais dés la mise en oeuvre, ils se sont apercu 
que le cott fiscal était €norme parce que les banques 
étaient trés habiles pour reclassifier les dépenses et les 
revenus et bénéficier d’abris fiscaux. 


Si vous croyez en vos propres chiffres et au temoignage 
des banques sur les marges restreintes, vous devriez 
accepter cet amendement. II est tout a fait conforme aux 
bénéfices que les banques peuvent réaliser sur ce 
commerce. 


M. Ernewein: Monsieur le président, en ce qui touche 
Vétroitesse de la marge sur les préts, nous acceptons cela, 
mais il faut reconnaitre que la valeur de ces préts en 
vigueur en 1984 atteignait 22 milliards de dollars. II suffit 
d’une marge restreinte pour créer un revenu important. 
Jajouterais entre parentheses que ceci n’aboutit pas 
nécessairement a un impot canadien. 


A New York, nous avons également parlé aux 
fonctionnaires. J’ai communiqué avec la personne que 
vous avez rencontrée la-bas et qui vous a donné ce chiffre 
de 100 millions de dollars. J’ai parlé avec elle aprés avoir 
entendu parler de cela. Si je ne m’abuse, le chiffre de 100 
millions de dollars a été calculé en appliquant le taux 
d’impét de l’Etat a la somme de revenu que les banques 
avaient déclarée 4 l’égard du centre bancaire. Cela ne 
tenait pas compte du fait que si l’impdét de l’Etat avait été 
effectivement appliqué, l’entreprise s’en serait retourne 
aussi rapidement a |’€tranger. 


M. Minaker: Nos conseillers parlent souvent de cet 
impot étranger a verser. S’il y a impdot étranger lorsqu’ils 
font affaires ailleurs dans le monde et s’ils viennent faire 
affaires ici au Canada, pourrons-nous imposer un impdot? 
Il y a divers paliers d’impots étrangers dans des operations 
de ce genre. 
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Mr. Ernewein: The foreign tax applies irrespective of 
where the business of the bank is located. It is a tax 
imposed upon the bank or the lender, but it is levied 
when the interest payment is made by the borrower. 
Generally it will be subject to variation among tax treaties 
and the residence of the lender will be the same 
irrespective of where the actual business of the bank is 
established. 


Mr. McCrossan: I have a question for the officials. Are 
you saying the reason this does not work and the reason 
your statements that the tax costs will be less than 
$100,000 are true is because we do not have an effective 
system of taxation in Canada for banks? That is the sole 
reason. 


Mr. Ernewein: No, not at all. We are saying the 
existence of foreign taxes on such income which the 
foreign jurisdictions. . . It is the same way Canada does it 
in terms of loans paid or borrowings from offshore. The 
foreign jurisdiction gets a first kick at the income paid by 
its Own residence. There is enough tax of this sort to offset 
the net part one tax liability by the banks in total or in 
very large part. 


In terms of our understanding of this income, the fact 
that there is not a great deal of tax payable does not mean 
their income will be less than $100,000 by any means. 


Mr. McCrossan: If $100,000 net income is transferred 
from Canadian operations to international banking centre 
Operations, does it not reduce the Canadian taxable 
income by $100,000? 


Mr. Ernewein: When you say Canadian operations, do 
you mean activities eligible under the international 
banking transaction which currently forms part of the 
Canadian tax base? 


Mr. McCrossan: Yes. 


Mr. Ernewein: It would decrease taxable income, but it 
would not necessarily decrease tax payable. 


Mr. McCrossan: Would you care to elaborate on that? 


Mr. Ernewein: Taxable income is the aggregate of all 
income subject to taxable income deductions. 


Mr. McCrossan: Let us assume the bank is taxable at 
the moment. If the bank pays any tax, will the transfer of 
that $100,000 reduce the Canadian tax? 


Mr. Ernewein: If foreign taxes are paid on that income, 
it would not affect the tax payable. 


Mr. McCrossan: If the business is done in Canada, no 
foreign taxes would be paid on the income. 


Mr. Ernewein: Foreign taxes can be paid whether the 
business is done in Canada or elsewhere if it represents 
interest perceived from a foreign resident. 


Mr. McCrossan: The testimony we heard was that the 
business done offshore in the islands was taxable as 
Canadian profits, but was offset by withholding tax credits. 
The banks went to some elaborate lengths to balance the 


[Traduction] 

M. Ernewein: L’impét étranger s’applique ou que soit 
située physiquement la banque. C’est un impét imposé a 
la banque ou au préteur, mais il est pergu au moment ou 
Vemprunteur verse les intéréts. En général, il y a des 
variations selon les traités fiscaux et la résidence du 
préteur est la méme quel que soit l’endroit ow les affaires 
de la banque sont effectivement traitées. 


M. McCrossan: J’aurais une question a poser aux 
fonctionnaires. Est-ce que vous dites que si cela ne 
fonctionne pas et que si les colts fiscaux seront inférieurs 
a 100,000$ c’est parce que nous n’avons pas un régime 
efficace d’impét pour les banques au Canada? C’est la 
seule raison? 


M. Ernewein: Non, pas du tout. Nous disons que 
existence d’impéts étrangers sur de tels revenus que les 
pays €trangers. . . C’est exactement ce que fait le Canada a 
Végard des préts remboursés ou des emprunts a l’étranger. 
Le pays étranger a priorité sur le revenu de ses propres 
résidents. Ces imp6ts suffisent a compenser en totalité ou 
en tres grande partie l’obligation fiscale nette des banques 
pour la partie I. 


Si nous comprenons bien ce revenu, le fait qu’il n’y ait 
pas beaucoup d’impét a payer ne signifie nullement que 
le revenu sera inférieur a 100,000. 


M. McCrossan: Si 100,000$ de revenu net sont 
transférés des entreprises canadiennes au centre bancaire 
international, est-ce que cela ne réduit pas de 100,000$ le 
revenu imposable au Canada? 


M. Ernewein: Quand vous parlez_ d’entreprises 
canadiennes, entendez-vous les activités admissibles 4 
l’égard des transactions bancaires internationales qui font 
actuellement partie de l’assiette fiscale canadienne? 


M. McCrossan: Oui. 


M. Ernewein: Cela diminuerait le revenu imposable, 


mais cela ne diminuerait pas nécessairement Vimpot a 
payer. 
M. McCrossan: Pourriez-vous développer ce point? 


M. Ernewein: Le revenu imposable est l’ensemble du 
revenu soumis a des déductions du revenu imposable. 


M. McCrossan: Supposons que la banque est 
actuellement imposable. Si elle verse des impots, est-ce 
que le transfert de ces 100,000$ réduira l’impét canadien? 


M. Ernewein: Si des impéts étrangers sont exigibles sur 
ce revenu, cela n’influence pas l’impét a payer. 


M. McCrossan: Si les transactions sont faites au 
Canada, aucun impot étranger n’est versé sur ce revenu. 


M. Ernewein: L’impot étranger peut étre payé que les 
transactions soient faites au Canada ou ailleurs, s’il s’agit 
des intéréts percus d’un résident étranger. 


M. McCrossan: Selon les témoignages que nous avons 
entendus, les transactions faites 4 V’étranger dans les tiles 
sont imposables a titre de bénéfices canadiens, mais sont 
compensés par les crédits de retenue fiscale. Les banques 
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account so that by the time it got to Canada there would 
be no tax payable. 


We had testimony—I would be happy to drag it out— 
that some $20 billion or $25 billion of business was done 
in Canada and was not subject to foreign taxes or 
Canadian taxes because the Canadian banks were not 
paying taxes. 


If a tax system is brought in which applies to Canadian 
banks and you transfer this business into the IBC, will 
there be a loss in taxes? It is the same question I asked 
Mr. Dodge. He said that this will not result in a loss of 
Canadian taxes. 


Mr. Ernewein: I am not sure where that $25 million 
figure is coming from. My understanding of the figures is 
that $22 billion of loans are booked offshore and a small 
proportion is booked in Canada. If you are referring to 
the deposits booked in Canada, they obviously do not 
raise any income for the bank. In fact, the ones that are in 
Canada are, to my understanding, devoted to funding 
domestic loans, not foreign loans. 


Ala esi) 


Mr. McCrossan: What then does your statement that 
there will be no taxes lost mean? If this business is done 
in Canada now and the banks become taxable, what does 
your statement mean that there will be no taxes lost? 


Mr. Ernewein: I did not make a suggestion that there 
was going to be any business in Canada now that would 
be shifted to the IBC. 


Mr. McCrossan: I think that is fairly clearly on the 
record as well, and I would be happy to dig that up. 


Mr. Ernewein: Certainly our intention is that the 
legislation is directed at offshore business, not a business 
already within Canada. 


Mr. McCrossan: Is there a grace period for transferring 
some business over? 


Mr. Ernewein: There is a grace period with respect to 
loans recorded in offshore branches to bring them home. 


Mr. McCrossan: That is right. And there is also, as we 
discussed with the department, the possibility of letting 
the current loans expire and then _ renegotiating 
subsequent loans and replacing the business currently 
done in Canada in the international banking centre. 


Mr. Ernewein: And that begs the question of the extent 
of business that is already done in Canada— 


Mr. McCrossan: Absolutely. That is what it does. That 
is why we hired Mr. MacKay to indicate what the tax loss 
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ont eu recours a des moyens compliqués pour équilibrer 
le compte de sorte que rendu au Canada, il n’y ait pas 
d’impot a payer. 

Nous avons entendu des témoignages—et il me ferait 
plaisir de les ressortir—selon lesquels des transactions 
d’une valeur de 20 a 25 milliards de dollars se font au 
Canada et ne sont pas assujetties a des impots étrangers ni 
a des impdéts canadiens, parce que les banques 
canadiennes ne payaient pas d’impot. 


Si l’on établit un régime fiscal applicable aux banques 
canadiennes et si ces transactions sont transférées au 
centre bancaire international, y aura-t-il manque a 
gagner? C’est la méme question que j’ai pose a M. Dodge. 
Il a déclaré qu’il n’en résulterait pas un manque a gagner 
au titre de l’imp6t canadien. 


M. Ernewein: Je ne sais trop d’ou provient ce chiffre 
de 25 millions de dollars. Si je ne m/’abuse, des préts 
d’une valeur de 22 milliards de dollars sont transigés a 
Vétranger et une petite proportion est transigée au 
Canada. Si vous parlez des dépdts comptabilisés au 
Canada, il n’y a évidemment aucun revenu pour la 
banque. En fait, ceux qui sont au Canada sont, a ce que je 
crois comprendre, consacrés a4 financer des préts au pays 
et non a l’étranger. 


M. McCrossan: Qu’est-ce que vous voulez dire, alors, 
lorsque vous dites qu’il n’y aura pas de perte d’impots? Si 
les transactions sont faites au Canada actuellement et si les 
banques deviennent imposables, qu’est-ce que vous voulez 
dire en disant qu’il n’y aura pas d’impots perdus? 


M. Ernewein: Je n’ai pas dit qu'il y aurait des 
transactions qui sont actuellement faites au Canada et qui 
seraient transférées au centre bancaire international. 


M. McCrossan: Je crois que cela se trouve assez 
clairement au dossier, et il me ferait plaisir de le 
retrouver également. 


M. Ernewein: Notre intention est que la mesure 
législative vise les transactions a l’étranger, et non celles 
qui se font déja au Canada. 


M. McCrossan: Y a-t-il une période de grace pour le 
transfert? 


M. Ernewein: Il y a une période de grace pour 
ramener au pays les préts inscrits dans les succursales de 
’étranger. 

M. McCrossan: C’est exact. Et il est également possible, 
comme nous l’avons vu d’aprés nos entretiens avec le 
ministére, de laisser les préts en vigueur expirer puis de 
renégocier d’autres préts par la suite déplacant au centre 
bancaire international les transactions qui se _ font 
actuellement au Canada. 


M. Ernewein: Et c’est la une pétition de principe dans 
la mesure ow les affaires se font déja au Canada. . . 


M. McCrossan: Parfaitement. C’est ce qui arrive. C’est 
pourquoi nous avons engagé M. MacKay pour nous 
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could be from the transfer of that business already in 
Canada, which was referred to in the Rasminsky-Lawson 
report, into the international banking centre. That is what 
led to our question of what the tax cost would be if that 
business were transferred in; and that is how we got the 
answer that the tax costs would be less than $100,000. If 
the tax cost is less than $100,000, then it seems to me that 
applying a $100,000 limit per company is not 
unreasonable to limit the tax expenditures. 


Mr. Ernewein: There is still no direct connection 
between the tax cost and this amendment which refers to 
a limitation in respect of net income. 


Mr. McCrossan: How then would an amendment 
which referred directly to tax costs be drafted? 


Mr. Ernewein: I think one would have great difficulty 
in doing it, because it would have to be, in effect, a 
pretend rule; that if this business had been done offshore, 
and had you been able to use your foreign taxes, and had 
you been able to use instead a foreign subsidiary, what 
would your Canadian tax have been? 


Mr. McCrossan: I think a more interesting question is 
if it were done in Canada, because we know that business 
is being done in Canada now, and is transferred to the 
IBC, what would your taxes have been? 


Mr. Ernewein: It is not our understanding that any 
Significant amount of business which leads to Canadian 
taxes is currently done in Canada in respect of activity 
that is qualifying this. 


The Chairman: There is no ‘business done in Canada by 
these banks that leads to any Canadian taxes. They do not 
pay any. 

Mr. McCrossan: There is lots of business of this type 
done in Canada by those banks. It is quite true that none 
of it leads to taxes— 


The Chairman: Because they do not pay taxes. 


| Mr. McCrossan: The committee developed extensive 
' figures that no bank, for all intents and purposes, had 
paid taxes since 1980. 

Mr. Ernewein: Let me put it this way. To the extent 
_ this business would have paid tax in Canada but for the 
' existence of prior year losses or the like, there is a very 
' real chance it would have been or will be placed offshore 
Once the banks return to taxable status, Or improve or 
increase their tax payable. There are no safeguards or 
, Certainty that this income or activity, to the extent it is 
| Carried on in Canada—and we are not saying it is very 
_ Significant—would not be moved offshore in the future. 


Mr. McCrossan: What I am Suggesting is an 
, amendment which limits the banks’ ability to diddle with 
the taxpayer. I think it is quite clear that every cent of 
Income is going to be reported in the IBCs; and I think it 
“Is also quite clear that the banks have been very astute at 
| allocating expenses and loan losses and that in the past; 


) 
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indiquer les pertes fiscales découlant du transfert de 
transactions qui se font déja au Canada, transfert 
mentionné dans le rapport Rasminsky-Lawson, au centre 
bancaire international. C’est pour cela que nous avons 
demandé quel serait le cout fiscal de ce transfert et c’est 
ainsi que nous avons obtenu la réponse que les cotts 
fiscaux seraient inférieurs a 100,000$. Si le cout fiscal est 
inférieur 4 100,000$, alors il me semble que d’imposer 
une limite de 100,000$ par entreprise n’est pas 
déraisonnable pour restreindre les dépenses fiscales. 


M. Ernewein: Il n’y a toujours aucun lien direct entre 
le cout fiscal et cet amendement qui impose une 
restriction a l’égard du revenu net. 


M. McCrossan: Comment faudrait-il alors rédiger un 
amendement portant directement sur les cout fiscaux? 


M. Ernewein: J’estime que cela serait trés difficile a 
faire, car il faudrait effectivement une régle hypothétique: 
Si ces transactions avaient été faites a Pétranger, et si l’on 
avait pu utiliser les impéts €étrangers, et si l’on avait pu 
utiliser plutot une filiale étrangére, quel aurait été l’impot 
canadien? 


M. McCrossan: Je crois que la question suivante serait 
plus intéressante: si cela se faisait au Canada, car nous 
savons que des transactions sont actuellement faites au 
Canada, et si c’était transféré au centre bancaire 
international, quels auraient été les impots? 


M. Ernewein: A ce que nous savons, il ne se fait pas 
actuellement beaucoup de transactions aboutissant A des 
impots canadiens a cet égard. 


Le président: Ces banques ne font au Canada aucune 
transaction aboutissant a des imp6ts canadiens. Elles n’en 
paient aucun. 


M. McCrossan: Ces banques font beaucoup. de 
transactions de ce genre au Canada. II est tout a fait vrai 
que rien de tout cela n’aboutit a des impéts. . . 


Le président: Parce qu’ils ne paient pas d’impot. 


M. McCrossan: Le Comité a fait des calculs poussés 
montrant qu’aucune banque, 4 toutes fins utiles, n’avait 
versé d’impét depuis 1980. 


M. Ernewein: Dans la mesure oU cette entreprise aurait 
versé des imp6ts au Canada sans les pertes des années 
antérieures ou d’autres éléments semblables, il y aun 
risque tres réel que ces transactions auraient été ou seront 
placees a Jétranger une fois que les banques 
redeviendront imposables, ou amélioreront leur situation 
Ou augmenteront l’impot a payer. Rien ne garantit que ce 
revenu Ou cette activité, dans la mesure ou cela se passe 
au Canada—et nous ne disons pas que cela est trés 
important—ne serait pas déplacé a V’étranger a l’avenir. 


M. McCrossan: Ce que je propose, c’est un 
amendement qui rendrait plus difficile pour les banques 
de frauder le contribuable. Je crois qu’il est bien évident 
que tous les revenus seront déclarés par les centres 
bancaires; je crois qu’il est également bien évident que les 
banques ont dans le passé fait preuve de beaucoup 
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and I think it is quite clear there can be a very significant 
tax cost if they succeed in using this tax haven inside 
Canada to reclassify business. 


I think the ministry has clearly stated that this will not 
happen and that these tax costs will not arise. I am 
absolutely convinced, on the basis of our expert 
testimony, on the basis of private testimony I have had, 
that the department is wrong. Now, either the department 
will back up its figures or it will not. If it accepts its own 
figures, it should accept this type of amendment. 


Mr. Farber: Mr. Chairman, we can argue these 
numbers back and forth if the committee would like, to 
its heart’s content. 


° 1200 


I guess one should not lose sight of what the objective 
was with regard to international banking centres. It was to 
bring back activity that is done offshore. As for the 
activity with non-resident loans and deposits currently 
being done in Canada, if it were going to be taxable, they 
would be doing it offshore. I do not see the tax 
expenditure involved in there. We are trying to repatriate 
the activity. To this extent, it is a very narrowly 
constrained legislation dealing with certain aspects of 
international banking and is designed to bring activity 
into the banking centres that would otherwise not be 
happening here. 


As I say, one can argue about the hypothetical figures, 
but these are purely hypothetical figures that just would 
not happen. If it was going to be taxable, they would move 
it off shore. This is international banking. As my 
colleague has indicated, a very small proportion of the 
$22 billion of outstanding loans is really a— 


The Chairman: Mr. Farber, you and I both disagree on 
this. 


Mr. Farber: I know you and I disagree on this, Mr. 
Chairman. 


The Chairman: I think we have had enough debate. I 
think we ought to call the amendment moved by Mr. 
McCrossan. All those in favour? We will poll the 
members. 


An hon. member: You have a tie, Mr. Chairman. 


The Chairman: The Chair sustains the government and 
votes against the amendment. 


I want to explain it very carefully to you. The 
obligation of the Speaker in the House, in the case of a 
tie, is to support the government. I have no choice on the 
precedents in the House but to support the government, 
although I am totally against clause 10. 


Amendment negatived: nays, 6; yeas S. 
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d’astuce dans l’attribution des dépenses et des pertes au 
titre des préts; et je crois qu’il est bien évident qu’il 
pourrait y avoir un cout fiscal trés important si elles 
réussissent a utiliser cet abri fiscal a l’intérieur du Canada 
pour reclassifier les transactions. 


Je crois que le ministére a déclaré clairement que ceci 
ne se produira pas et que ces couts fiscaux n’existeront 
pas. Je suis absolument convaincu, d’aprés le temoignage 
des experts, d’aprés les temoignages privés que j’ai recus, 
que le ministére se trompe. Le ministére va soit maintenir 
ses chiffres, soit les récuser. S’il accepte ses propres 
chiffres, il devrait accepter un amendement de ce genre. 


M. Farber: Monsieur le président, si le Comité le 
désire, nous pouvons discuter indéfiniment de ces chiffres. 


Il ne faudrait pas perdre de vue l’objectif des centres 
bancaires internationaux. I s’agissait de ramener au pays 
des activités de l’étranger. Quant aux activités touchant les 
préts et les dépdts des non-résidents qui se font 
actuellement au Canada, si elles devaient étre imposables, 
elles seraient faites a l’étranger. Je ne vois pas quelle 
dépense fiscale est en jeu ici. Nous essayons de rapatrier 
Vactivité. Il s’agit donc d’une mesure législative trés 
restreinte portant sur certains aspects de l’activité bancaire 
internationale et visant 4 ramener aux centres bancaires 
des activités qui auraient autrement lieu ailleurs. 


Comme je le disais, on peut discuter indéfiniment des 
chiffres hypothétiques, mais il s’agit de chiffres purement 
hypothétiques qui ne se produiront tout simplement pas. 
S’il devait y avoir de l’impot a payer, les activités seraient 
déplacées a l’étranger. Telle est la nature de l’activité 
bancaire internationale. Comme mon collégue l’a dit, une 
trés petite proportion des 22 milliards de préts en vigueur 
est effectivement. .. 


Le président: Monsieur Farber, nous ne sommes pas 
d’accord sur ce point. 


M. Farber: Je sais que nous ne sommes pas d’accord 
sur ce point, monsieur le président. 


Le président: Je crois que le débat s’est poursuivi assez 
longtemps. Je crois que nous devrions passer au vote sur 
l’amendement proposé par M. McCrossan. Tous ceux qui 
sont en faveur? Nous allons passer au scrutin. 


Une voix: Le scrutin est égal, monsieur le président. 


Le président: Le président appuie le gouvernement et 
vote contre l’'amendement. 


Il faut que je vous explique cela trés soigneusement. En 
cas d’impasse, le Président de la Chambre a 1’obligation 
d’appuyer le gouvernement. Les précédents en Chambre 
m’obligent 4 appuyer le gouvernement, bien que je sois 
totalement opposé a I’article 10. 


Amendement rejeté: contre, 6; pour, 5S. 


[ 
i 
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Miss Nicholson: Mr. Chairman, on a point of order, 
obviously your vote is a matter for your decision. Just as a 
correction, my understanding is that the precedents state 
not that the Speaker support the government, but that the 
Speaker vote in a manner to keep the issue Open. You 
make up to the same thing. 


The Chairman:.The motion, of course, is still open. 


Mr. McCrossan: Mr. Chairman, I would like to raise 
this issue again because I am having some difficulty with 
the debate that took place. It seems to me the argument 
was that the $100,000 figure was— 


Mrs. Collins: Mr. Chairman, on a point of order. We 
voted on this amendment. I think it is entirely— 


The Chairman: I have recognized Mr. McCrossan. 


Mr. McCrossan: I understand exactly that you voted on 
this amendment, Mrs. Collins. I was just pursuing the 
point in preparation of possibly putting another 
amendment before the committee. 


The point seemed to be that the $100,000 was 
unreasonably small. Therefore I would move the same 
motion again, changing the $100,000 limit to $1 million 
limit, which gives the department a 7,000% error factor. I 
think no matter how you slice the profit margins on this 
business, they cannot conceivably come up with more 
than $1 million of profit per bank in IBCs in Canada 
without diddling the taxpayer. Therefore, Mr. Chairman, 
if the argument was that the $100,000 was unreasonably 
low and if the department is concerned and is absolutely 
convinced these tax expenditures will not take place, then 
I am prepared to give them 10 times the error factor. 
After all, we heard evidence earlier today, and we are 
familiar with the scientific research tax credits. The worst 
error they have ever made, I think, is an error of 20 
times, which is 2,000%. I am willing to go 7,000% on this 
thing to give them all the latitude, to give them the room 
to cover... This would cover the biggest error the 
Department of Finance has ever made, but will still 
Provide some safety to the Canadian taxpayer that these 


IBCs are not going to be used to diddle the Canadian 


taxpayer. Now, if the $100,000 is unreasonable, is $1 
million of profit unreasonable? Because we have heard 
testimony that these expenses can be extremely high, and 


_ tax expenditures can be extremely high. 


21205 


So I think the principle of having a limit on these tax 
expenditures is One which must be incorporated, and 


_ therefore I am willing up the ante by allowing for, as I 
Say, a 7,000% under-calculation by the department of the 
actual cost of this measure. 

| 


Mr. Layton: Mr. Chairman, could I ask whether the 


motion, suggestion or amendment that has been proposed 


by my colleague, Mr. McCrossan, is in order? 


[Traduction] 


Mme Nicholson: Monsieur le président, j’invoque le 
Réglement. Certes, c’est A vous qu'il appartient de décider 
de votre vote. Mais pour rectifier, 4 ce que je crois 
comprendre, les précédents obligent le président non pas 
a appuyer le gouvernement, mais A voter de fagon a 
garder le débat ouvert. Vous arrivez A la méme chose. 


Le président: La proposition est évidemment toujours 
ouverte. 


M. McCrossan: Monsieur le président, 
reprendre cette question parce que le débat 
certaines difficultés. Il me semble 
le chiffre de 100,000$ était. . . 


Mme Collins: Monsieur le président, j’invoque le 
Reglement. Nous avons voté sur cet amendement. Je crois 
qu’il est tout a fait. . . 


j'aimerais 
me pose 
qu’on a fait valoir que 


Le président: J’ai donné la parole 4 M. McCrossan. 


M. McCrossan: Je comprends bien que vous avez voté 
sur cet amendement, madame Collins. Je me préparais a 
déposer éventuellement un autre amendement. 


Il me semble qu’on a trouvé que le chiffre de 100,000$ 
était trop petit. C’est pourquoi je referais la méme 
proposition en portant la limite de 100,000$ a 1 million 
de dollars, ce qui donne au ministére un facteur d’erreur 
de 7,000 p. 100. Peu importe comment on calcule la 
marge bénéficiaire, il ne saurait y avoir plus d’un million 
de bénéfices par banque dans les centres bancaires du 
Canada sans que le contribuable ne soit fraudé. C’est 
pourquoi, monsieur le président, si l’on trouvait le chiffre 
de 100,000$ déraisonnable et si le ministére s’inquiéte et 
est absolument convaincu que ces dépenses fiscales 
n’auront pas lieu, alors je suis prét a décupler le facteur 
d’erreur. Aprés tout, nous avons entendu des témoignages 
tout a l’heure et nous connaissons bien les crédits d’impét 
pour la recherche scientifique. La pire erreur jamais faite, 
je crois, était une erreur de 20 fois, soit 2,000 p. 100. Je 
Suis prét a aller jusqu’a 7,000 p. 100 pour donner toute 
latitude—ceci couvrirait lerreur la plus importante 
jamais faite par le ministére des Finances, tout en assurant 
une certaine garantie pour le contribuable canadien que 
ces centres bancaires internationaux ne serviront pas a 
frauder. Si la somme de 100,000$ est déraisonnable, est-ce 
qu’un bénéfice de 1 million de dollars est déraisonnable? 
Selon les témoignages que nous avons entendus, ces 
dépenses peuvent étre trés élevées et les dépenses fiscales 
peuvent €tre extrémement élevées. 


C’est pourquoi je crois qu’il faut établir le principe 
d’une limite pour ces dépenses fiscales et je suis donc prét 
a augmenter la mise en permettant, comme je Vai dit, une 
erreur de calcul de 7,000 p. 100 de la part du ministére 
par rapport aux couts réels de cette mesure. 


M. Layton: Monsieur le président, j’aimerais demander 
si la proposition, la suggestion ou l’amendement proposé 
par mon collégue M. McCrossan est conforme aux 
reglements? 
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The Chairman: I do not see any reason why it would 
not be. If the first amendment was in order, there is no 
reason why the second one would not be in order. 


Mr. Layton: May I ask then, is there any limit to how 
far he can go? 


The Chairman: There is no limit to the number of 
amendments a member can make. 


Mr. Layton: It is always an amendment as long as he 
adds another dollar to it? I mean, he went from $100,000 
to $1 million. I can see $10 million is the next one. I just 
wonder what reference. . . it is a matter of principle. 


The Chairman: Well, what you are presenting is a 
matter of argument rather than a matter of principle or a 
matter of amendments. But I think there is no question 
that in the rules a member is entitled to make 
amendments to clauses before the committee. This clause 
is before the committee, and Mr. McCrossan, having been 
defeated on one motion, has made an amendment or 
moved another amendment which is in the same 
phraseology as the first amendment, only increasing the 
difference by ten times, which is a very substantial change 
in what the original amendment was. I mean, it is a ten- 
times change. 


Mr. Minaker: Yes. Just for clarification from the staff, 
is $22 billion what the figure was of offshore activity? 


Mr. Ernewein: That is the figure, I believe, that is in 
the Rasminsky-Lawson report referring to the 1984 tables. 


Mr. Minaker: At 5 basis points, which would be the 
lower level, if you apply that just to the interest gained on 
the loans, it comes out to $11 million of revenue. 


Mr. Ernewein: When you speak of 5 basis points, do 
you mean .05 of 1%? Were you speaking of .05 of 1%? I 
believe the spread is more in the nature of .5 to 1%. 


Mr. McCrossan: That is not the evidence we have— 


Mr. Minaker: Well, even if it is one it is $22 million we 
are talking about, and we are talking about seventy— 


Mr. Ernewein: That aside, Mr. Chairman, it is not that 
$100,000 or $1 million is unreasonable; it is just that we 
would suggest is irrelevant to the issue. It is a question of 
tax laws. I would assume that if this government lost 
$50,000 or $100,000 per bank of tax, that would be too 
much to sustain this proposal, and it is far more than 
what we suggested would arise. But it does not mean that 
allowing the banks to derive $100,000 of income or $1 
million from this source would be problematic, because it 
does not lead to the conclusion necessarily that we are 
losing a nickel of tax from that. 


Mrs. Collins: It seems to me that ordinarily in dealing 
with amendments, Mr. McCrossan could have amended 


Finance and Economic Affairs 


3-12-1987 


[Translation| 

Le président: Je ne vois pas pourquoi pas. Si le premier 
amendement était conforme, je ne vois pas pourquoi le 
second ne le serait pas. 


M. Layton: Est-ce que je peux alors vous demander s'il 
y a une limite quelconque? 


Le président: Il n’y a aucune limite au nombre 
d’amendements que |’on peut proposer. 


M. Layton: Est-ce que c’est toujours un amendement 
dans la mesure o0 il ajoute un autre dollar? Il est passé de 
100,000$ a 1 million de dollars. Ensuite ce sera 10 
millions de dollars. Je me demande—c’est une question de 
principe. 


Le président: Eh bien, ce que vous dites est un 
argument plut6t qu’une question de principe ou 
d’amendement. Mais je crois qu’il ne fait aucun doute que 
les régles permettent 4 un membre du Comité de 
présenter des amendements aux articles dont est saisi le 
Comité. Le Comité est saisi de cet article et M. 
McCrossan, ayant été défait sur une premiere proposition, 
a fait ou présenté un autre amendement dont le libellé est 
semblable a celui du premier, si ce n’est que la difference 
a été décuplée, ce qui constitue un changement trés 
substantiel par rapport au premier amendement. Il est 
multiplié par dix. 


M. Minaker: Oui. J’aimerais demander aux 
fonctionnaires de préciser si ce chiffre de 22 milliards de 
dollars représente l’activité a l’étranger? 


M. Ernewein: C’est 1a je crois le chiffre du rapport 
Rasminsky-Lawson par rapport au tableau de 1984. 


M. Minaker: Au moins cinq points de base, qui 
seraient le niveau le plus bas, si l’on applique cela 
uniquement a l’intérét sur les préts, cela donne 11 
millions de dollars de recettes. 


M. Ernewein: Quand vous parlez de cinq points de 
base, voulez-vous dire 0,05 de 1 p. 100? S’agit-il de 0,05 de 
1 p. 100? Je crois que l’écart est plutét de l’ordre de 0,5 
de 1 p. 100. 


M. McCrossan: Ce n’est pas le sens des temoignages. . . 


M. Minaker: Eh bien, méme si c’est 1, il s’agit de 22 
millions de dollars et il s’agit de 70... 


M. Ernewein: Cela mis a part, monsieur le président, 
ce n’est pas que le chiffre de 100,000$ ou d’un million de 
dollars est déraisonnable, c’est tout simplement que selon” 
nous il n’est pas pertinent. Il s’agit de lois fiscales. Je 
suppose que si le gouvernement perdait 50,0003 ou 
100,000$ d’impot par banque, cela serait trop pour 
justifier cette proposition, et c’est beaucoup plus que ce 
que nous avons laissé entendre. Mais cela ne signifie pas 
que le fait de permettre aux banques de retirer des 
revenus de 100,000$ ou d’un million de dollars de cette 
source causerait un probléme, parce que cela ne mene pas 
nécessairement a la conclusion que nous perdons meme 
Sc. en impot a cet égard. 


Mme Collins: Il me semble que selon la procédure 
ordinaire des amendements, M. McCrossan aurait pu 
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his original amendment in terms of the amount, but we 
voted down the amendment on the principle, and the 
amendment he is now putting forward is the same 
principle, and certainly in my mind I was voting against 
the principle of the idea of limiting in legislation this 
kind of activity. 


_Mr. Parry: It is surely out of order, Mr. Chairman, for 
the hon. member to impute the motive for her colleagues 
in voting. I suggest that is completely tendentious and 
really has no place in this debate. 


I wonder if I might make a Suggestion under the same 
rubric of a point of order, Mr. Chairman, that you might 
consider deferring the vote on Mr. McCrossan’s new 
amendment in order to allow the members from the 
government side to do a little caucusing, and also, sir, to 
allow you to review with the Speaker or his advisers the 
rationale you stated for casting your own vote. Although I 
have no claim to be a procedural expert, having recently 
spent some time in privileges and elections, the point 
driven into me at some length was that committees are 
masters of their own destiny, and I would assume that 
extended to the chairman. 


° 1210 


Mrs. Collins: A point of business, Mr. Chairman. I 
understand we are adjourning at 12.30 p.m., and it 
appears we will not be through the bill. I would like to 
move we reconvene at 3.30 p.m. and continue the 
deliberation of the bill for as long as it takes. 


The Chairman: As I will not be here this afternoon, the 
chair will have to be taken by someone else. 


Mr. McCrossan: Mr. Chairman, we have prior 
commitments. I have some problem in running this again, 
but obviously it is up to the committee to decide. It is 
customary to give more notice of committee meetings. I 
will cancel my afternoon commitments and be here. But 
this committee has worked on the precedent of working 
inside the time blocks allotted to the committee, and that 
has been our custom. 


The Chairman: Is there anyone else who wants to speak 
to the motion that the committee sit at 3.30 p.m.? 


Motion agreed to. 
The Chairman: I have a further motion by Mr. 


_ McCrossan in connection with clause 10 that suggests net 


income for an international banking centre be limited to 


ifemillion and income in excess of that be included in 


_ Computing the income of the taxpayer. 


Mr. Minaker: I am confused, Mr. Chairman. If we are 


| talking about $22 or $24 billion of offshore activity, and 


even if we double the five points to ten— 


Mr. McCrossan: We are only expected to get $5 billion 
Or $6 billion back. 


[Traduction] 


modifier la somme de son premier amendement, mais 
nous avons rejeté l’amendement en Principe et celui qu’il 
présente maintenant repose sur le méme principe; quant a 
moi, en tout cas, j’ai voté contre le Principe, contre |’idée 
de restreindre ce genre d’activité par la loi. 


M. Parry: II n’est sirement pas conforme au réglement, 
monsieur le président, que la député attribue un motif au 
vote de ses collégues. C’est 14 une affirmation tout a fait 
tendancieuse et qui n’est pas a sa place dans ce débat. 


Est-ce que je pourrais Suggerer, monsieur le président, 
toujours a titre d’appel au Réglement, que vous reportiez 
le vote sur le nouvel amendement de M. McCrossan pour 
permettre aux députés du cété gouvernemental de se 
consulter un peu et aussi, monsieur, pour vous permettre 
d’étudier avec le Président de la chambre ou_ ses 
conseillers la raison que vous avez énoncée pour votre 
propre vote. Malgré que je n’ai pas la prétention d’étre 
expert en matiére de procédure, pour avoir derniérement 
travaillé quelques temps au Comité des privileges et 
élections, on m’a finalement convaincu que les comités 
sont maitres de leur destinée, et je suppose que cela vaut 
aussi pour le président. 


Mme Collins: Au sujet du programme d’aujourd’hui, 
monsieur le président, je crois qu’il est prévu que nous 
ajournions 4 12h30, et il semble que nous n’aurons pas 
termine l’étude du projet de loi. Je propose de reprendre 
a 15h30 et de siéger aussi longtemps qu’il le faudra pour 
mettre un terme a nos travaux sur ce projet de loi. 


Le président: Je dois m/’absenter cet aprés-midi. II 
faudra donc que quelqu’un me remplace. 


M. McCrossan: Monsieur le président, nous avons 
d’autres engagements. J’hésite 4 revenir encore une fois 
la-dessus, mais c’est évidemment au Comité qu’il 
appartiendra d’en décider. Nous avons habituellement 
plus de temps que cela pour nous préparer a assister aux 
séances des Comités. Je vais annuler les engagements que 
j’ai pris, et je serai la cet aprés-midi. Mais nous avons pris 
V’habitude de nous en tenir au temps alloué au comité. 


Le président: Quelqu’un a-t-il quelque chose A dire au 
sujet de la motion qui veut que la séance reprenne a 
15h30? 


La motion est adoptée. 


Le président: J’ai ici une autre motion de M. 
McCrossan au sujet de l’article 10, qui suggere de limiter 
a 1 million de dollars le revenu net, dans le cadre d’un 
centre bancaire international et d’inclure au revenu du 
contribuable tout autre revenu dépassant cette somme. 


M. Minaker: Je comprends mal, monsieur le président. 
En supposant que les activités atteignent 22 ou 24 
milliards de dollars, méme en doublant 4 10 p. 100 le 
pourcentage. . . 


M. McCrossan: On ne prévoit que 5 ou 6 milliards. 
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Mr. Minaker: —you are looking at $22 million of M. Minaker: ... cela devrait rapporter 22 millions de 


revenue, without even dealing with whatever costs they 
may have. The motion that Mr. McCrossan has put on the 
floor really gives out a potential of $70 million if all the 
people in the activity take advantage of it. I would like to 
know why this would prejudice the idea of banking 
centres not setting up in Canada. We have three or four 
times what we would even get as income as sort of the top 
cap-off point, to make sure there is no diddling in the 
books. 


Mr. Ernewein: It is not relevant to what our tax loss is. 
The income of the bank from the source is not relevant to 
the tax loss we may or may not encounter. This business 
may not be split evenly among 70 banks. That is a smaller 
issue. 


#1215 


Mr. McCrossan: Mr. Chairman, I want to know from 
the officials how you can define taxable income in a way 
that would effectively cap the tax expenditure on this 
business? I think that their argument—this amendment 
clearly allows for $1 million of tax-free income inside the 
international banking centre per bank. I think it is clear 
that it allows for $1 million of tax-free income. And a 
clear argument that it does not allow for $1 million of tax- 
free income—I would like to know why it does not and 
how it could be amended so that it catches tax-free 
income. 


Mr. Ernewein: It certainly caps the deductible portion 
or exempt portion of income from an IBC to $1 million. 
But that does not mean cap our losses or that they are 
going to be tolerable, if they exist at all. The point is that 
it is the tax payable that is relevant and not the taxable 
income. A tax-payable rule to cap the amount of tax losses 
would have to take into account the fact that there are 
foreign taxes that could have been deductible if they had 
been done offshore. There are other jurisdictions, 
countries that is, that accord tax-free status to this 
business. If it were not done in an IBC, it may have been 
placed in that area. The only way one could do it would 
be to develop a pretend rule saying that if this business 
were not done in an IBC, what kind of tax would you 
have paid? Then one would have to look to whether or 
not the bank would have placed it offshore, and what sort 
of foreign taxes it would have attracted. In short I am 
suggesting that it may not be feasible to draft a rule that 
would cap the tax payable. 


Mr. Minaker: Mr. Chairman, is the figure available for 
the different banks for their offshore loans? 


Mr. Ernewein: The Bank of Canada review may well 
contain that. .. Well, perhaps not the Bank of— 


The Chairman: The only way we found out was by 
getting Revenue Canada to disclose it for four banks. The 


dollars, sans méme tenir compte des couts que cela 
pourrait entrainer. La motion que présente M. 
McCrossan risquerait de nous coiter 70 millions de 
dollars si tous s’en prévalaient. Je voudrais savoir en quoi 
cela remettrait en cause l’idée qu’aucun centre bancaire 
ne soit établi au Canada. La limite que nous avons fixée, 
pour éviter les petits tours de passe-passe dans les livres, 
est déja trois ou quatre fois plus élevée. 


M. Ernewein: Cela n’a rien a voir avec notre perte 
fiscale. Le revenu de la banque n’a rien a voir avec la 
perte fiscale que nous devons essuyer ou non. Elle ne sera 
peut-étre pas répartie également entre 70 banques. C’est 
une question de moindre importance. 


M. McCrossan: Monsieur le président, je voudrais 
demander aux hauts fonctionnaires comment on pourrait 
définir le revenu imposable de maniere a limiter la perte 
fiscale sur ces activités. Il est clair que cette modification 
permet a chaque banque de tirer un million de dollars de 
revenus qui ne seront pas imposables de ces activités dans 
le cadre d’un centre bancaire international. Cela me 
parait évident. Si ce n’est pas le cas, je voudrais bien 
qu’on me le démontre et je voudrais bien qu’on me dise 
aussi quelles modifications il faudrait apporter de maniére 
a récupérer les revenus exonérés d’impot. 


M. Ernewein: II ne fait aucun doute que cela limite la 
portion du revenu déductible ou exonéré d’impét réalisé 
dans un centre bancaire international 4 un million de 
dollars. Mais cela ne veut pas dire que cela limite nos 
pertes ou qu’elles seront tolérables, le cas échéant. C’est 
Vimpot a payer qui importe et non pas le revenu 
imposable. Si l’on voulait imposer une régle sur l’impot a 
payer, afin de limiter les pertes fiscales, il faudrait tenir 
compte du fait qu’il pourrait y avoir des imp6ts étrangers 
déductibles si les activités avaient été effectuées a 
Vétranger. Il y a d’autres pays ou ces activités sont 
exonérées d’impot. Si elles étaient passées par un centre 
bancaire international, ce pourrait étre le cas. La seule 
facon de le faire serait d’élaborer une régle bidon qui 
permettrait d’établir quels imp6ts auraient du étre payés Si 
cette activité n’était pas passée par un centre bancaire 
international. Il faudrait alors déterminer si la banque 
lV’aurait effectuée a l’étranger et 4 quels impdts étrangers 
elle aurait été assujettie. Ce que je dis, en fin de compte, 
c’est qu’il n’est peut-étre pas possible d’élaborer une régle 
qui permettrait de limiter l’impdét a payer. 


M. Minaker: Monsieur le président, les chiffres des 
préts a l’étranger consentis par les différentes banques 
sont-ils disponibles? 


M. Ernewein: Il est fort possible que l’étude de la 
Banque du Canada renferme. . . Peut-étre pas l’étude de la 
Banque du Canada. . . 


Le président: Nous avons dai nous en remettre 4 
Revenu Canada pour obtenir ces chiffres 4 propos de 


( 


} 
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figure could be obtained, but they will not disclose it to 
us. 


Mr. Ernewein: Mr. Chairman, I do not believe the 
question was related to income. I believe it related just to 
the loans each bank holds offshore. 


- Mr. Minaker: Yes, of the $22 billion, you know— 
Mr. McCrossan: It is in the Rasminsky-Lawson report. 


Mr. Ernewein: On a bank-by-bank basis, it may be 
contained in the Bank of Canada review, Or in schedule hs 
Or some source of the Bank Act. 


Mr. McCrossan: Since we are going this afternoon, I 
wonder whether that information could not be brought 
back. I do not want to Surprise the committee this 
afternoon with another request. With the indulgence of 
the committee, I wonder if I could indicate there is some 
information I will be asking for this afternoon, so the 
officials are prepared for it. 


{ would like to read into the record, a letter that I 
received this morning that was a copy of a letter dated this 
week sent from the Treasurer of Ontario, Robert Nixon, 
to the Minister of Finance, Michael Wilson. My letter 
directly concerns testimony given to the committee prior 
to the letter. With the indulgence of the committee, I will 
read the letter in full, because it refers to prior 
correspondance I would like to have available before the 
committee. 


Dear Mr. Wilson, 


I am writing you concerning your government’s 
Proposal to establish international banking centres in 
Montreal and Vancouver. It is my understanding that 
the Standing Committee on Finance and Economic 
Affairs will be very shortly undertaking clause-by- 
Clause review of Bill C-64, which contains the 
Provisions related to IBCs. 


As you know, the Ontario Government is concerned 
about the impact these provisions will have on the 
financial community. Our premier has written the 
Prime Minister on three occasions, stressing his 
concern that government intervention in influencing 
the location of financial markets would be inefficient 
and detrimental to the competitiveness of the financial- 
services sector. 


The Ontario Government has maintained that IBC 
Provisions may lead to potentially destructive 
competition among Canadian cities, and will send 
mixed and confusing signals to the world investment 
community. Furthermore, we believe this regional 
initiative runs counter to the objectives of tax reform. 
For these reasons, I urge you to reconsider the IBC 


[Traduction] 


quatre banques. Les chiffres sont disponibles, mais on ne 
voulait pas nous les fournir. 


M. Ernewein: Monsieur le président, je ne pense pas 
que la question avait trait au revenu. Je crois plutét qu’il 
S’agissait des sommes que chaque banque a prétées a 
l’étranger. 

M. Minaker: Oui, des 22 milliards de dollars, vous 
Savez. 


M. McCrossan: 
Rasminsky-Lawson. 


Ces chiffres sont dans le rapport 


M. Ernewein: II se peut qu’ils apparaissent dans 1’étude 
de la Banque du Canada pour chacune des banques ou a 
l’annexe J, ou dans une source quelconque stipulée dans 
la Loi sur les banques. 


M. McCrossan: Etant donné que nous devons siéger cet 
apres-midi, serait-il possible d’obtenir ces renseignements? 
Je ne veux pas surprendre encore une fois le Comité cet 
apres-midi avec une autre demande. Si le Comité me le 
permet, je voudrais signaler que je demanderai cet aprés- 
midi quelques renseignements afin que les hauts 
fonctionnaires ne soient pas pris au dépourvu. 


Je voudrais maintenant lire une lettre, pour qu’elle soit 
consignée au procés-verbal. On m’a remis ce matin la 
copie d’une lettre, datée de cette semaine, qu’adressait le 
trésorier de la province de l’Ontario, M. Robert Nixon, au 
ministre des Finances, M. Michael Wilson. Cette lettre est 
directement reliée 4 un témoignage qu’a recu le présent 
Comité avant sa réception. Si le Comité me le permet, je 
vais lire intégralement la lettre en question parce qu’elle 
fait partie d’un certain nombre de documents que je 
voudrais que le Comité puisse obtenir. 


Cher monsieur Wilson, 


Je vous é€cris au sujet de la proposition du 
gouvernement d’établir des centres _ bancaires 
internationaux a4 Montréal et A Vancouver. Je crois 
savoir que le Comité permanent des finances et des 
affaires économiques entreprendra d’ici peu l’étude 
article par article du projet de loi C-64, qui renferme 
les dispositions relatives aux centres bancaires 
internationaux. 


Comme vous le savez, le gouvernement de |’Ontario 
entretient un certain nombre d’inquiétudes au sujet des 
répercussions qu’auront ces dispositions dans les 
milieux de la finance. Notre premier ministre a écrit a 
trois reprises au premier ministre du Canada pour lui 
faire part de son inquiétude a ce que l’intervention du 
gouvernement, qui influe sur la désignation des 
marchés financiers, soit inefficace et nuise a la 
compétitivité du secteur des services financiers. 


Le gouvernement de l’Ontario a fait valoir que les 
dispositions relatives aux services _ bancaires 
internationaux risquent de mener a une concurrence 
destructrice entre des villes canadiennes et d’étre mal 
pergues par les investisseurs du monde entier. Nous 
croyons en outre que cette initiative régionale va a 
l’encontre des objectifs de la réforme fiscale. C’est pour 
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proposal by withdrawing the appropriate provisions 
from Bill C-64, or by amending Bill C-64 to make the 
IBC designation national in application. 


Now the reason for my question, the reason for 
indicating that I wanted documents, has to do with the 
testimony given by the department of Finance in issue 26, 
of January 28, in which I asked specifically the Assistant 
Deputy Minister, Mr. Dodge, whether communication 
had been received by the federal government from 
Ontario indicating any disquiet with the proposals, or 
indicating that they would indeed take steps on their own 
initiative were such proposals to take place. 
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Mr. Dodge replied at that time that there were general 
concerns but no specific concerns or correspondence 
received. 


Since Mr. Nixon’s letter refers specifically to three 
letters from the Premier of Ontario to the Prime Minister, 
which I assume the department is aware of, I wondered if 
he would be prepared to bring those letters before the 
committee to ascertain whether the committee was misled 
in its consideration of the IBC proposals by the officials of 
the Department of Finance. 


Mr. Layton: Does that mean all the correspondence 
that has come in? 


The Chairman: There was a suggestion that there was 
no influence being brought to bear by Ontario on this 
matter. I think that if, in fact, there has been then we are 
entitled to see that. 


Mr. Layton: May I ask, Mr. Chairman, what is the 
relevance to the amendment? 


Mr. McCrossan: It is not relevant to this amendment, it 
is relative to the main motion, and I was simply serving 
notice— 


The Chairman: I want to put this amendment now if I 
can. 


Mr. McCrossan: I think that is acceptable. I just wanted 
to indicate to the officials that when we get to the main 
motion I would be asking for these documents, and 
therefore they have three hours notice to produce the 
documents. 


The Chairman: What I am going to suggest I do for the 
members of the committee is that I put Mr. McCrossan’s 
second amendment and we adjourn for lunch. The 
committee has already agreed to come back at 3.30 p.m., 
and there may be some time during the break to come to 
some rationalization of the problems. 
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ces raisons que je vous prie instamment de reconsidérer 
la proposition relative aux centres bancaires 
internationaux en éliminant du projet de loi C-64 les 
propositions pertinentes Ou en modifiant le projet de 
loi C-64 de maniére 4 donner a la désignation des 
centres bancaires internationaux un caractére national. 


Ma question... et ce pourquoi je dis vouloir obtenir 
certains documents. . . se rattache au temoignage que nous 
donnait le 28 janvier. .. fascicule 26... M. Dodge, sous- 
ministre adjoint au ministére des Finances. Je lui avais 
alors demandé si le gouvernement de 1l’Ontario avait 
manifesté d’une fagon quelconque au gouvernement 
fédéral quelque inquiétude au sujet des propositions ou 
sil avait indiqué son intention de prendre des mesures de 
son propre chef si ces propositions étaient acceptées. 


M. Dodge a répondu que certaines inquiétudes d’ordre 
général avait été exprimées, mais rien de précis, et que 
l'on n’avait regu aucune correspondance 4 ce sujet. 


Compte tenu aue dans sa lettre, M. Nixon mentionne 
que le Premier ministre de l'Ontario a écrit a trois 
reprises au Premier Ministre du Canada, ce que doit 
savoir le ministére, je suppose, je me demande s’il serait 
disposé a déposer ces lettres au comité afin de vérifier si le 
haut fonctionnaire du ministére des Finances n’aurait pas 
mal informé le comité dans le cadre de son étude des 
propositions relatives aux centres bancaires 
internationaux. 


M. Layton: Voulez-vous dire toutes les lettres qui ont 
été regues? 


Le président: On m/’a_ laissé entendre que le 
gouvernement de l’Ontaria n’avait pas cherché a 
intervenir en la matiére. Si ce n’est pas le cas, et si le 
gouvernement de |’Ontario a effectivement excercé des 
pressions, nous devrions pouvoir voir ces lettres. 


M. Layton: Monsieur le président, pourrais-je savoir Ce 
que cela a 4 voir avec l’amendement? 


M. McCrossan: Cela n’a en effet rien a voir avec 
V’amendement, mais avec la motion principale, et ce 
n’était que pour avertir. . . 


Le président: Je voudrais maintenant passer au vote sur 
cet amendement, si c’est possible. 


M. McCrossan: Cela me convient. Je voulais tout 
simplement faire savoir aux fonctionnaires que lorsque 
nous vous entrepredrons de discuter de la motion 
principale, je demanderai de voir ces documents, ce qui 
leur laisse donc trois heures pour me les remettre. 


Le président: Je proposerais donc au comité de voter 
sur le deuxiéme amendement proposée par M. McCrossan 
et d’ajourner ensuite pour le déjetner. Nous avons 
convenu de reprendre 4 15h30, et nous arriverons 
peut-étre a résoudre en partie les difficultés d’ici la. 
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Mr. Farber: Mr. Chairman, I wonder if it would be 
possible to deal with the questions on RCAs before we 
adjourn. I have somebody here who can possibly address 
those questions. As you very well know, we are under 
some very tight time constraints with regard to the work 
of the department, and we cannot keep them here all day. 


The Chairman: Mr. Farber has asked us if we would go 
back to clause 6 and 7 temporarily. Would the committee 
give me permission to do that? 


Miss Nicholson: aI would like 
amendment, Mr. Chairman. 


to speak on _ the 


The Chairman: May I Suggest to you that it would be in 
the interest of efficiency to leave the question of the vote 
on the amendment until after lunch. If we let Mr. 
Farber’s official, who is here, give this information to 
us... I have to tell you I have already been apprised of 
another amendment with respect to clause 10. I suspect 
you might wind up with amendments all afternoon with 
respect to clause 10. So I would suggest—my wisdom here 
might not be wrong—that we hear and clean up this issue 
and come back after, and we might just have an answer to 
it all. 


Mr. Minaker: Mr. Chairman, could | just add we will 
have that information on the amounts of foreign loans by 
the different banks from that report. 


Mr. Ernewein: If it is available in the Bank of Canada 
Review or in public information— 


Mr. McCrossan: Yes, the Bank of Canada Review is 
_ where they got— 


The Chairman: May I then have the consent of the 
committee to revert back to clauses 6 and 7? 


Some hon members: Agreed. 


The Chairman: We were on the question of clauses 6 
and 7 and retirement compensation plans. 


Mr. Fuke: Mr. Chairman, the question was asked us 
_whether we could give assurance that the public sector 
Offside plans would be caught under the RCA provisions, 
whether funded or unfunded, as a result of the proposed 
pension package. The answer cannot be clear cut. The 
only unfunded plans we are aware of are the federal and 
Provincial civil servants plans, the MPs plans, the MLAs 
plans and the judges plans. So far as we know at this time, 
the other public sector plans are all funded plans, and of 
Course all of these are registered plans. 


With respect to the funded plans, we expect to 
‘introduce legislation to deal with those that do not 
comply with the new pension registration requirements. 
‘With respect to the unfunded plans which, in effect, are 
simply Promises to pay, we do not deal with unfunded 
Promises in the private sector, we do not penalize those. 


[Traduction] 


M. Farber: Monsieur le président, serait-il possible de 
discuter tout de suite des questions ayant trait aux 
conventions de retraite avant la levée de la séance? J’ai 
ici, avec moi, quelqu’un qui peut-étre répondre aux 
questions que l’on se pose a ce sujet. Comme vous le savez 
tres bien déja, nos échéances sont trés serrées au 
ministére, et nous ne pouvons pas permettre a nos 
fonctionnaires de passer la journée ici. 


Le président: M. Farber nous demande de revenir 
temporairement aux articles 6 et 7. Y a-t-il des objections? 


Mme_ Nicholson: Je voudrais 


poursuivre 
l’'amendement, monsieur le président. 


sur 


Le président: Si je peux me permettre, je crois qu’il 
serait plus efficace de remettre le vote sur l’amendement 
aprés le déjedner. En permettant aux fonctionnaires de M. 
Farber de nous donner immédiatement ces 
renseignements. . . Je dois vous dire que j’ai déja recu un 
autre amendement au sujet de l’article 10. Et je suppose 
qu’il est fort possible quil y en ait bien d’autres, tout 
l’aprés-midi au sujet de l’article 10. Je Pproposerais donc— 
et ce serait peut-étre la meilleure solution—de liquider 
cette question et de revenir au vote plus tard. Nous 
trouverons peut-étre la solution que nous recherchons. 


M. Minaker: Monsieur le président, puis-je ajouter que 
nous allons obtenir les renseignements que nous voulions 
au sujet des montants des préts a l’étranger consentis par 
les différentes banques. 


M. Ernewein: S’il se trouve dans l’étude de la Banque 
du Canada ou... 


M. McCrossan: Oui, c’est de l’étude de la Banque du 
Canada qu’on les a tirés. . . 


Le président: Puis-je avoir le consentement du comité 
pour revenir aux articles 6 et 7? 


Des voix: D’accord. 


Le président: Nous revenons donc aux articles 6 et 7 et 
a la question des régimes de retraite. 


M. Fuke: Monsieur le président, on nous a demandé si 
nous pourrions donner |’assurance que les régimes de 
retraite du secteur public, qu’il s’agisse de régimes a 
contribution ou non, seront assujettis aux dispositions de 
la convention de retraite 4 la suite de la proposition 
relative au régime de retraite. La réponse doit étre 
circonstanciée. Les seuls régimes sans contribution 
patronale que nous connaissions sont ceux des 
fonctionnaires fédéraux et provinciaux, les régimes des 
députés fédéraux, ceux des députés provinciaux, et les 
régimes des juges. A l’heure actuelle, les autres régimes du 
secteur public sont tous des régimes a contribution, et, 
bien entendu, tous sont enregistrés. 


En ce qui a trait aux régimes a contributions, nous 
prévoyons déposer une loi pour ceux qui ne satisfont pas 
aux nouvelles exigences relatives 4 l’enregistrement des 
régimes de retraite. Pour ce qui est des régimes sans 
contribution, qui ne sont qu’en réalité que des promesses, 


nous ne nous occupons pas des promesses du secteur 
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For example, if an executive of a corporation is promised 
a $100,000 per annum pension, and the last $40,000 is just 
simply an unfunded promise. [xxx bad join| We are not 
dealing with it in the private sector now because there is 
no tax deferral. At this time we do not see any legal power 
or mechanism to deal with these unfunded promises. 


ari 225 


The Chairman: You were to give us promises about 
further legislation you have also. What is the situation? 


Mr. Fuke: Legislation is being drafted in terms of the 
funded plans which would not conform with the new 
rules about registration. 


Mr. McCrossan: What I heard—I just want to make it 
clear—is that these amendments and the prospective 
amendments in the pension legislation do not deal with 
these unfunded plans. 


Mr. Keith Horner (Chief, Tax Analysis (Social 
Security) Tax Policy and Legislation Branch, Department 
of Finance): The prospective legislation will provide a 2% 
limit on pensions provided through registered pension 
plans. 


Mr. McCrossan: With a $60,000 cap— 


Mr. K. Horner: It is a cap of $17.22 per year of service 
which is equivalent to the $60,000 cap existing now. All 
plans, except the federal judges’ plan, are registered plans. 
To maintain their registration status, these plans will have 
to amend their terms to meet the registration rules to be 
codified in the Income Tax Act. 


It leaves open the possibility of continuing to provide 
supplemental benefits through an unregistered portion of 
a plan or a separate unregistered plan. In that case what 
Mr. Fuke said applies, that where the promise is 
unfunded, the RCA rules do not provide a basis for 
applying any tax because there is no contribution to 
purchase assets against which to apply the tax. There is 
only a promise. 


The Chairman: In other words, there is no 
contribution by the employee and no contribution by the 
employer. There is just a promise and nothing to tax. 


Mr. K. Horner: That is correct. 


Mr. McCrossan: Mr. Horner, by a simple shift in 
mechanism, the non-taxable section can continue to pay 
offside benefits by virtue of promising their future taxing 
power, whereas an employee in the private sector would 
be very unwilling to accept such a nebulous promise 
without some indication that it was being funded. 


[Translation] 


privé qui ne sont pas appuyées par des contributions, 
nous ne les pénalisons pas. Par exemple, si une société 
promet a l’un de ses administrateurs qu’elle lui versera 
100,000 dollars annuellement a sa retraite et que la 
derniere tranche de 40,000 dollars n’est garantie par 
aucune contribution. .. Nous ne nous occuperons pas de 
cela a Vheure actuelle, pour le secteur privé, parce qu'il 
n’y a pas de report d’impots. Aucun mécanisme juridique 
ne nous le permet. 


Le président: Vous deviez aussi nous parler de certaines 
promesses 4 propos de nouvelles lois. Ou en étes-vous? 


M. Fuke: Nous avons entrepris la rédaction d’une loi 
pour les régimes a contribution qui ne satisfont pas aux 
nouvelles régies relatives a l’enregistrement. 


M. McCrossan: J’ai entendu dire—et je ne mentionne 
cela que pour que ce soit clair—que ces modifications et 
les modifications subséquentes que l’on apportera a la loi 
sur les pensions ne portent pas sur les régimes sans 
contribution. 


M. Keith Horner (chef, Analyses fiscales (Sécurité 
Sociale) Direction de la politique et de la législation de 
Vimpot, ministére des Finances): La nouvelle loi prévoira 
une limite de 2 p. 100 pour les pensions offertes en vertu 
des régimes enregistrés de retraire. 


M. McCrossan: Jusqu’a concurrence de 60,0008. . . 


M. K. Horner: II s’agit d’une limite de 17,22$ pour 
chaque année de services, ce qui €quivaut a la limite 
actuelle de 60,000$. Tous les régimes sont des régimes 
enregistrés, 4 l’exception de ceux des juges de compétence 
fédérale. Pour que ces régimes demeurent enregistrés, il 
va falloir en modifier les conditions de maniére a 
satisfaire aux nouvelles régles que renfermera la loi de 
V’impot sur le revenu au sujet des régimes enregistrés. 


On pourra toujours offrir des avantages additionnels 
par le biais de dispositions spéciales dans un régime ou de 
régimes distincts non-enregistrés. Ce que disait M. Fuke 
tout a Vheure s’applique dans ce cas, a savoir que 
lorsqu’un engagement n’est pas appuyé de contributions, 
les régles de la convention de retraite ne permettent pas 
de prélever d’imp6ts puisqu’il n’y a pas de contribution 
qui permette l’achat d’actifs sur laquelle en prélever. Il 
n’y a qu’un engagement. 


Le président: Autrement dit, les employés ne versent 
pas de cotisations et l’employeur ne verse pas de 
contribution. Il n’y a donc qu’une promesse, et rien sur 
quoi prélever de l’impot. 


M. K. Horner: C’est juste. 


M. McCrossan: Monsieur Horner, par une simple 
modification, on peut toujours continuer a verser des 
prestations moyennant la promesse qu’on pourra un jour 
les imposer, mais un employé du secteur privé accepterait 
trés difficilement une promesse aussi nébuleuse sans une 
indication quelconque qu’elle serait appuyée par des 
contributions. 


| 


_ spinning our wheels? 
_ is? At least 
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Mr. K. Horner: That is true. Since | do not think there 
is a means for us to apply taxes to consolidated revenue 
funds, I think the resolution of that has to be political. It 
has to be a question of example with the plans, the 
treatment of civil servants and members of the legislature 
and Parliament. 


Mr. Minaker: Mr. Chairman, could there be a clause 
stating that any minutes of meetings indicating a promise, 
a commitment of revenue or source of revenue in the 
future. . .? Could something like that be applied so they 
would be considered as being funded? I think there are 
new laws regulating the board members. Perhaps it would 
put pressure on them not to do it. Iam asking if you can 
do it through the back door in some manner. 


Normally if Manitoba Hydro or the University of 
Manitoba have such an agreement, it would be recorded 
in their minutes that it is a promise and a commitment. 
We would eliminate this. I am just wondering if it might 
put pressure On members of boards not to have such a 
plan. 


The Chairman: It seems to me we Ought to pass this 
matter. I do not think you can ever get at promises made 
in the air. I do not think there is any way to do it. 
Obviously you can get at funded matters and matters 
where there is a contribution or a fund, but if there is no 
fund and no contributions, how the hell can you ever get 
at it? And I think that applies to the private sector as well 
as the public sector. I think we are spinning our wheels 
here. Does anybody have any suggestion that we are not 
Why would we not just go for it, as 
we have stopped what abuses can be stopped 
here. 
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Mr. Minaker: I did not get an answer to my question 


| on this, Mr. Chairman. 


Mr. McCrossan: The concern I had was that this is very 


| fective in closing down the abuses in the private sector— 


The Chairman: No question about that. 


| Mr. McCrossan: —and in the funded public sector. The 
sole area of abuse which does not appear to be touched is 
the area essentially covering those who design legislation. 


| The Chairman: Yes, but having said that, the fact is 

‘that as a government member you are supporting the 
government, and I guess what we ought to be doing is 
demanding the government do something about imposing 
On itself the same limitations that it expects to impose on 

‘taxpayers. 

f 


| But how do you do that in the Income Tax Act, since 
‘the government does not pay taxes? How do you have an 
{income Tax Act that taxes the Government of Canada? 


| 
| 
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M. K. Horner: C’est vrai. Puisque nous ne pouvons pas 
imputer d’impéts au fonds du revenu consolidé, je pense 
que la solution est d’ordre politique. Il faut donner 
exemple avec les régimes des fonctionnaires et des 
députés des assemblées législatives et du Parlement. 


M. Minaker: Monsieur le président, pourrait-il y avoir 
un article qui prévoirait que tout proces verbal ow serait 
stipulé une promesse, un engagement a l’égard de revenus 
Ou de sources de revenus futurs. . .? Cela serait-il possible 
pour que ces engagements  soient appuyés de 
contributions? Je crois qu’il y a des nouvelles lois qui 
régissent ce genre de choses pour les administrateurs. Cela 
pourrait peut-étre les inciter 4 ne pas le faire. Serait-ce 
possible d’une maniére détournée? 


Normalement, si Hydro-Manitoba ou Puniversité du 
Manitoba avaient fait une telle promesse ou pris un tel 
engagement, ce serait dit dans leurs procés verbaux. Nous 
éliminerions cette pratique. Je me demande tout 
simplement si cela ne pourrait pas inciter les 
administrateurs a ne plus offrir de tels régimes. 


Le président: J’ai l’impression que nous ferions mieux 
d’oublier cela. Je ne pense pas qu’on puisse s’attaquer a 
des promesses qui ne reposent sur rien. Je ne vois pas 
comment Ce serait possible. On peut évidemment prélever 
des imp6ts sur des contributions ou des fonds, mais quand 
il n’y a ni fonds ni contributions, voulez-vous bien me 
dire ce qu’on peut faire? Et je pense que cela vaut autant 
pour le secteur privé que pour le secteur public. J’ai 
V'impression que nous discutons dans le vide. Sommes- 
nous tous de cet avis? Pourquoi ne pas laisser cela tel 
quel? Nous sommes 4 tout le moins parvenus a mettre un 
terme aux abus les plus flagrants. 


M. Minaker: Je n’ai pas obtenu de réponse a ma 
question, monsieur le président. 


M. McCrossan: L’inquiétude que j’avais est que c’est en 
effet trés efficace pour mettre un terme aux abus dans le 
secteur privé. . . 


Le président: Cela ne fait aucun doute. 


M. McCrossan: ... et dans le secteur public. Le seul 
endroit ou il y a abus, et qui ne semble pas touché, est 
celui des gens qui font les lois. 


Le président: Oui, mais ceci dit, il n’en demeure pas 
moins qu’en tant que député, vous appuyez le 
gouvernement, et je suppose que ce que nous devrions 
faire, c’est exiger du gouvernement qu’il s’impose les 
mémes limites qu’il entend imposer aux contribuables. 


Mais comment cela pourrait-il s’articuler dans la loi de 
Vimpot sur le revenu puisque que le gouvernement ne 
paie pas d’impéts? Comment faire en sorte que la loi de 
'impot sur le revenu oblige le gouvernement du Canada a 
verser des impots? 
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Mr. McCrossan: Well, there are the provinces as well. 


The Chairman: They do not pay taxes, and now— 


Mr. McCrossan: And the municipalities. 


The Chairman: I suppose, but the question is, how do 
you go about having an income tax that taxes 
municipalities, as a practical matter? 


Mr. McCrossan: Well, there is a withholding tax; it was 
not an income tax. This establishes— 


The Chairman: But you have to withhold against 
something. In other words, if they do not put up any 
money into a fund, you cannot get them. If they put the 
money into a fund, you grab it here. This stops the fund. 
But if they do not have a fund, what do you do? 


Mr. McCrossan: Well, if that is the best the officials can 
come up with, I guess the clauses go through. 


The Chairman: on that basis can I suggest we vote on 
these clauses and then adjourn? 


Clauses 6 and 7 agreed to. 


The Chairman: The meeting is adjourned until 3.30 
p.m. 


[Translation] 


M. McCrossan: Oui, et cela vaut aussi pour les 
provinces. 


Le président: Elles 


maintenant... 


ne paient pas d’impots, et 


M. McCrossan: Pas plus que les municipalités. 


Le président: Oui, je suppose. Mais d’un point de vue 
pratique, comment faire en sorte qu’une loi oblige des 
municipalités 4 payer des impots? 


M. McCrossan: Il y a bien un impét de retenu, mais ce 
n’est pas un impot sur le revenu. 


Le président: Mais pour retenir de Vimpot, il faut 
quelque chose sur quoi le retenir. Autrement dit, si elle 
ne contribue pas a une caisse, c’est impossible. Si ellé 
contribue a une caisse, tout est possible. Mais s’il n’y a pas 
de contributions, que peut-on faire? 


M. McCrossan: Si c’est tout ce que les hauts 
fonctionnaires ont 4 offrir, je suppose qu’il ne nous reste 
plus qu’a adopter les deux articles. 


Le président: Ceci dit, je propose de procéder au vote 
sur ces deux articles et de lever ensuite la séance. 


Les articles 6 et 7 sont adoptés. 
Le président: La séance est levée jusqu’a 15h30. 
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REPORT TO THE HOUSE 
Friday, December 4, 1987 


The Standing Committee on Finance and Economic 
Affairs has the honour to present its 


THIRTEENTH REPORT 


In accordance with its Order of Reference of Tuesday, 
June 30, 1987, your Committee has considered Bill C-64, 
An Act to amend the Income Tax Act, a related Act, the 
Canada Pension Plan and the Unemployment Insurance 
Act, 1971, and has agreed to report it with the following 
amendments: 


Clause 3 


Strike out line 48, on page 3, and substitute the 
following: 


“where before 1989 a taxpayer has not” 
Strike out line 4, on page 4, and substitute the 
following: 
L983 
Strike out line 10, on page 4, and substitute the 
following: 
“1990 and subsequent taxation years.” 
Clause 15 


Strike out line 9, on page 22, and substitute the 
following: 


“Act or of a prescribed provincial pension plan) 
Shall be included in computing the” 


Strike out line 26, on page 22, and substitute the 
following: ' 
“defined in section 3 of that Act or of a prescribed 
provincial pension plan) that” 


Strike out line 23, on page 23 and substitute the 
following: 


“property of the trust for no consideration or for 
consideration” 


Strike out line 27, on page 23, and substitute the 
following: 


“market value differs from the consideration or, if 
there is no consideration, the amount of the fair 
market value” 


Clause 17 
Add, immediately after line 45, on page 26, the 
‘Ollowing: 


“17. (1) All that portion of paragraph 60(j.1) of the 
Said Act preceding subparagraph (iii) thereof is 
repealed and the following substituted therefor: 

‘transfer of retiring allowances 


“(j.1) such part of the aggregate of all amounts 
each of which is an amount paid to the taxpayer 
by an employer, or under a_ retirement 


RAPPORT A LA CHAMBRE 
Le vendredi 4 décembre 1987 
Le Comité permanent des finances et des affaires 
économiques a l’honneur de présenter son 
TREIZIEME RAPPORT 


Conformément a son ordre de renvoi du mardi 30 juin 
1987, votre Comité a étudié le projet de loi C-64, Loi 
modifiant la Loi de l’impét sur le revenu et la législation 
connexe ainsi que le Régime de pensions du Canada et la 
Loi de 1971 sur l’assurance-chémage, et a convenu d’en 
faire rapport avec les modifications suivantes: 

Article 3 


Retrancher la ligne 43, a la page 3, et la remplacer par 
ce qui suit: 


«dans le cas ou, avant 1989, une contri-» 


Retrancher la ligne 4, a la page 4, et la remplacer par 
ce qui suit: 
«le 31 décembre 1988» 
Retrancher la ligne 11, a la page 4, et la remplacer par 
ce qui suit: 
«années d’imposition 1990 et suivantes» 
Article 15 
Retrancher la ligne 9, a la page 22, et la remplacer par 
ce qui suit: 
«de l’article 3 de cette loi ou d’un régime provincial 
de pensions visé par réglement—doit étre inclus» 
Retrancher la ligne 27, a la page 22, et la remplacer par 
ce qui suit: 
«cette loi ou d’un régime provincial de pensions visé 
par réglement—qui serait, si ce droit n’avait» 


Retrancher les lignes 16 et 17, a la page 23, et les 
remplacer par ce qui suit: 


«la difference éventuelle entre la juste valeur 
marchande et la contrepartie ci-aprés ou, a défaut 
de contrepartie, la juste valeur marchande:» 


Retrancher la ligne 31, a la page 23, et la remplacer par 
ce qui suit: 


«d’en jouir sans contrepartie ou en contrepartie d’un 
montant» 


Article 17 
Ajouter, immédiatement aprés la ligne 46, a la page 26, 
ce qui Suit: 
«17. (1) Le passage de l’alinéa 60 j .1) de la méme loi 
qui précede le sous-alinéa (iii) est abrogé et remplacé 
par ce qui suit: 


Transfert d’allocations de retraite 


«j.1) la partie du total des montants dont chacun 
représente un montant versé au contribuable a 
titre d’allocation de retraite par un employeur ou 


gy occ 


compensation arrangement to which the 
employer has contributed, as a retiring allowance 
and included in computing his income for the 
year by virtue of subparagraph 56(1)(a)(ii) or 
paragraph 56(1)(x) as 


(i) is designated by the taxpayer in his return 
of income under this Part for the year, 


(ii) does not exceed the amount, if any, by 
which the aggregate of 


(A) $2,000 times the number of years 
during which the employee or former 
employee in respect of whom the payment 
was made (in this paragraph referred to as 
the "retiree") was employed by the employer 
or a person related to the employer, and 


(B) $1,500 times the number by which the 
number of years described in clause (A) 
exceeds the number that can reasonably be 
regarded as the equivalent number of years 
in respect of which employer contributions 
under either a pension fund or plan or a 
deferred profit sharing plan of the employer 
or a person related to the employer had 
vested in the retiree at the time of the 
payment exceeds the aggregate of 


(C) all amounts deducted under this 
paragraph in respect of amounts paid before 
the year in respect of the retiree by the 
employer or a person related to the 
employer, or under = a retirement 
compensation arrangement to which the 
employer or the person has contributed, and 


(D) all amounts deducted under paragraph 
(t) in computing the retiree’s income for the 
year, and”” 


Strike out line 1, on page 27, and substitute the 
following: 


“(2) Section 60 of the said Act is further” 


Strike out lines 44 and 45, on page 28, and substitute 
the following: 


“(3) Subsection (1), and paragraphs 60(t) and (u) of 
the said Act as enacted by subsection (2), are appli-” 


Strike out lines 47 and 48, on page 28, and substitute 
the following: 


“(4) Paragraph 60(v) of the said Act, as enacted by 
subsection (2), is applicable to” 


Clause 18 


Strike out line 18, on page 31, and substitute the 
following: 
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dans le cadre d’une convention de retraite a 
laquelle l'employeur a cotisé et inclus dans le 
calcul du revenu du contribuable pour l’année, 
en vertu du sous-alinéa 56(1) a)(ii) ou de lalinéa 
56(1) x), qui: 


(i) est indiquée par le contribuable dans sa 
déclaration de revenu pour l’année en vertu de 
la présente partie, 


(ii) ne dépasse pas l’excédent éventuel du total 


(A) du produit de 2 000 $ par le nombre 
d’années pendant lesquelles l’employé ou 
ancien employé a Ilégard duquel le 
versement a été fait—appelé «retraité»au 
présent alinéa—était au service de 
l’employeur ou d’une personne liée a celui- 
cL 


(B) du produit de 1 500 $ par l’excédent du 
nombre d’années visé a la division (A) sur le 
nombre qu’il est raisonnable de considérer 
comme le nombre équivalent d’années pour 
lesquelles les cotisations de l’employeur en 
vertu de quelque caisse ou régime de 
pensions ou d’un régime de participation 
différée aux bénéfices de l’employeur ou 
d’une personne liée a celui-ci étaient 
acquises au retraite au moment du 
versement, sur le total 


(C) des montants déduits en vertu du 
présent alinéa au titre des sommes versées 
avant l’année pour le retraite par 
Vemployeur ou une personne li€e a celui-ci 
ou dans le cadre d’une convention de 
retraite a laquelle l’employeur ou la 
personne a Cotisé, 


(D) des montants déduits selon V’alinéa t) 
dans le calcul du revenu du retraité pour 
Vannée, et»» 


Retrancher la ligne 1, a la page 27, et la remplacer pat 
ce qui suit: 


«(2) L’article 60 de la méme loi est» 


Retrancher les lignes 33 et 34, a la page 28, et le: 
remplacer par ce qui suit: 


__ «(3) Le paragraphe (1) et les alinéas 60 t) et u) de ki 
méme loi, édictés par le paragraphe (2), s’appliquent» 


Retrancher les lignes 36 et 37, a la page 28, et le 
remplacer par ce qui suit: 


«(4) L’alinéa 60 v) de la méme loi, édicte par l 
paragraphe (2), s’'applique aux années» 


Article 18 


Retrancher les lignes 13 a 17, a la page 31, et le 
remplacer par ce qui suit: 
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(3), (4) or (S) applies, or would apply if the 
corporation had continued to own the 
property, to the corpo-” 


Strike out line 22, 
following: 


On page 31, and substitute the 


“66.7(12), (13) or (17), as the case may” 


Strike out line 5, on page 32, and substitute the 
following: 
“(1), (2), (3), (4) or (5) applies, or would 
apply if the corporation had continued to 
Own the property, to” 


Strike out line 14, on page 32, and substitute the 
following: 


the other 
the 


“applies, or would apply _ if 
corporation had continued to own 
property, to the other corporation in” 


Strike out line 17, on page 32, and substitute the 
following: 


“66.7(14), (15) or (17), as the case may” 


__ Add, immediately after line 26, on page 32, the 
following: 


“(8.1) Paragraph 66(15)(h) of the said Act is 
amended by striking out the word “and" at the end 
thereof and by adding thereto after subparagraph (vii) 
thereof the following: 


“or a corporation all or substantially all of the assets 
of which are shares of the capital stock of one or 
more other corporation that are related to the 
corporation (otherwise than by reason of a right 
referred to in paragraph 251(5)(b) and whose 
principal business is described in any of 
subparagraphs (i) to (vii);”” 
Clause 22 
Add, immediately after line 43, on page 37, the 
following: 
“22.1 (1) Section 66.6 of the said Act is repealed and 
the following substituted therefor: 


Application of subsections 66.7(1), (2), etc. 


“66.6 (1) Where a particular corporation has at 
any time after July 19, 1985 acquired by purchase, 
amalgamation, merger, winding-up or otherwise, 


«acquis dans une circonstance ot le 
paragraphe 29(25) des Régles de 197] 
concernant Uapplication de l’impot sur le 
revenu ou le paragraphe 66.7(1), (2), (3), (4) 
ou (5) s’applique a la corporation ou se 
serait appliqué a la corporation si celle-ci 
avait continué d’étre propriétaire de Vavoir,» 


Retrancher la ligne 19, a la page 31, et la remplacer par 
ce qui suit: 


«paragraphe 66.7(12), (13) ou (17), dans» 


Retrancher les lignes 1 4 5, a la page 32, et les 
remplacer par ce qui suit: 


«dans une circonstance ow le paragraphe 
29(25) des Régles de 1971 concernant 
l’application de Vimpoét sur le revenu ou le 
paragraphe 66.7(1), (2), (3), (4) ou (S) 
s’applique a la corporation ou se serait 
appliqué a la corporation si celle-ci avait 
continué d’étre propriétaire de l’avoir,» 
Retrancher les lignes 9 4 13, a la page 32, et les 
remplacer par ce qui suit: 


«ou le paragraphe 29(25) des Régles de 197] 
concernant lapplication de limpét sur le 
revenu ou le paragraphe 66.7(1), (2), (3), (4) 
ou (5) s’applique 4 l’autre corporation ou se 
serait appliqué a l’autre corporation si celle- 
ci avait continué d’étre propriétaire de 
Vavoir,» 

Retrancher la ligne 15, a la page 32, et la remplacer par 

ce qui suit: 


«paragraphe 66.7(14), (15) ou (17), dans» 


Ajouter, immédiatement aprés la ligne 25, a la page 32, 
ce qui suit: 
«(8.1) L’alinéa 66(15) h) de la méme loi est modifié 
par suppression du mot «et» a la fin du sous-alinéa (vii) 
et par adjonction de ce qui suit: 


«Ou une corporation dont la totalité, ou presque, de 
l’actif consiste en actions du capital-actions d’une ou 
de plusieurs autres corporations liées 4 la 
corporation autrement qu’a cause d’un droit visé a 
Valinéa 251(S) b), et dont l’entreprise principale est 
visée a l’un des sous-alinéas (i) a (vii);»» 


Article 22 
Ajouter, immédiatement aprés la ligne 42, a la page 37, 
ce qui suit: 
«22.1 (1) L’article 66.6 de la méme loi est abrogé et 
remplacé par ce qui suit: 
Exception aux régles concernant les corporations 
remplacantes 


«66.6 (1) Le paragraphe 29(25) des Régles de 1971 
concernant l’application de l’impét sur le revenu et 
les paragraphes 66.7(1), (2), (3) et (4) ne s’appliquent 
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from another person who is exempt from tax under 
this Part on his taxable income (other than a 
corporation that is referred to in paragraph 
149(1)(d) and that is a __ principal-business 
corporation within the meaning assigned by 
paragraph 66(15)(h) all or substantially all of the 
person’s Canadian resource properties, subsection 
29(25) of the Income Tax Application Rules, 1971 
and subsections 66.7(1), (2), (3) and (4) do not apply 
to the particular corporation in respect of the 
acquisition of the properties except to the extent that 
the properties were acquired by it before 1987 
pursuant to an agreement in writing made by it 
before July 20, 1985. 


Application of subsection 66.7(5) 


(2) Where a particular corporation has at any 
time after July 19, 1985 acquired by purchase, 
amalgamation, merger, winding-up or otherwise, 
from another person who is exempt from tax under 
this Part on his taxable income all or substantially 
all of the person’s Canadian resource properties, 
subsection 66.7(5) does not apply to the particular 
corporation in respect of the acquisition of the 
properties except to the extent that the properties 
were acquired by it before 1987 pursuant to an 
agreement in writing made by it before July 20, 
1985.” 


(2) Subsection (1) is applicable to taxation years 
ending after February 17, 1987.” 


Clause 23 


Strike out lines 38 and 39, on page 43, and substitute 
the following: 


“(ii) the aggregate of all other amounts 
deducted under subsection” 


Strike out lines 7 and 8, on page 45, and substitute the 
following: 


“(ii) the aggregate of all other amounts 
deducted under subsection” 


Strike out lines 19 to 37, on page 45, and substitute the 
following: 


“tions (1) to (5) do not apply 


(a) in respect of a Canadian resource property or 
a foreign resource property acquired by way of an 
amalgamation to which subsection 87(1.2) applies 
Or a winding-up to which subsection 88(1.5) 
applies; or 


(b) to permit, in respect of the acquisition by a 
corporation before February 18, 1987 of a 
Canadian resource property or a foreign resource 
property, a deduction by the corporation of an 
amount that the corporation would not have been 
entitled to deduct under section 29 of the Income 
Tax Application Rules, 1971 or section 66, 66.1, 
66.2 or 66.4 if those sections, as they read in their 


pas a la corporation qui acquiert, a une date 
postérieure au 19 juillet 1985, par achat, fusion, 
unification, liquidation ou autrement, la totalité ou 
presque des avoirs miniers canadiens d’une autre 
personne qui est exonérée de l’impét prévu par la 
présente partie sur son revenu imposable mais qui 
n’est pas une corporation visée a l’alinéa 149(1) d) 
exploitant une entreprise principale au sens de 
Valinéa 66(15) h); ces paragraphes s’appliquent 
toutefois si la corporation acquiert les avoirs avant 
1987 conformément a une convention écrite conclue 
par celle-ci avant le 20 juillet 1985. 


Exception aux régles concernant les corporations 
remplagantes y compris celles de |’Etat 


(2) Le paragraphe 66.7(5) ne s’applique pas a la 
corporation qui acquiert, 4 une date postérieure au 
19 juillet 1985, par achat, fusion, unification, 
liquidation ou autrement, la totalité ou presque des 
avoirs miniers canadiens d’une autre personne qui 
est exonérée de l’impét prévu par la présente partie 
sur son revenu imposable; ce paragraphe s’applique 
toutefois si la corporation acquiert les avoirs avant 
1987 conformément a une convention é€crite conclue 
par celle-ci avant le 20 juillet 1985.» 


(2) Le paragraphe (1) s’applique aux années 
d’imposition se terminant aprés le 17 février 1987.» 


Article 23 


Retrancher les lignes 40 et 41, a la page 43, et les 
remplacer par ce qui suit: 


«(ii) le total des autres montants déduits—en 
vertu du paragraphe» 


Retrancher les lignes 12 et 13, a la page 45, et les 
remplacer par ce qui suit: 


«(ii) le total des autres montants déduits—en 
vertu du paragraphe» 


Retrancher les lignes 26 a 42, 4 la page 45, et les 
remplacer par ce qui suit: 


«a) soit acquis par suite d’un fusion 4 laquelle le 
paragraphe 87(1.2) s’applique ou d'une 
liquidation a laquelle le paragraphe 88(1.5 
s’applique; . | 


b) soit acquis avant le 18 février 1987 par uné 
corporation afin de lui permettre de déduire ut 
montant qu’elle n’aurait pas eu le droit di 
déduire en vertu de l’article 29 des Régles de 197. 
concernant l’application de l’impét sur le reveni 
ou des articles 66, 66.1, 66.2 ou 66.4 si ces articles 
dans leur version applicable aux année 
d’imposition se terminant avant le 18 févrie 
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application to taxation years ending before 
February 18, 1987, applied to taxation years 
ending after February 17, 1987.” 


Strike out line 3, on page 46, and substitute the 
following: 


“property used by” 


Strike out line’ 7, on page 46, and substitute the 


| following: 
| “in subparagraphs 66(15)(h)(i) to (vii) as” 


Strike out line 13, on page 47, and substitute 
following: 


the 


“property used by the” 


Strike out line 17, on page 47, and substitute the 
following: 


“in subparagraphs 66(15)(h)(i) to (vii) as” 


| 

| Strike out line 26, on page 49, and substitute the 
| 

| 


following: 


“this Act, other than subsections 66(12.6), (12.62), 
(12.64) and (12.71),” 


__ Strike out line 15, on page 55, and substitute the 
following: 


Reduction of Canadian resource expenses 


“(12) Where in a taxation year and after June 5S, 
1987 an origi-” 


Strike out line 29, on page 55, and substitute the 
following: 


“him except for the purposes of making a 
deduction under subsection 66(1) or (2) for the 
year and of determin-” 


Strike out lines 40 and 41, on page 55, and substitute 
the following: 


“amount, if any, by which the amount thereof 
determined immediately after the disposition 
exceeds the amount claimed by him under 
Subsection 66.1(2) or (3) for the year;” 


Strike out line 19, on page 56, and substitute the 
Oollowing: 


“the purposes of making a deduction under that 
section for the year and of determining the 
amount” 


Strike out line 40, on page 56, and substitute the 
ollowing: 
“(14) Where, in a taxation year and after June 5S, 
1987 a prede-” 
Strike out line 7, on page 57, and substitute the 
llowing: 


“properties except for the purposes of making a 
deduction under subsection (1) or (3) for the year.” 


1987, s’étaient appliqués aux années d’imposition 
se terminant aprés le 17 février 1987.» 


Retrancher la ligne 2, a la page 46, et la remplacer par 
ce qui Suit: 
«presque, des biens» 
Retrancher la ligne 7, a la page 46, et la remplacer par 
ce qui Suit: 
«néas 66(15)h)(i) a (vii);» 
Retrancher la ligne 7, a la page 47, et la remplacer par 
ce qui suit: 
«presque, des biens» 
Retrancher la ligne 12, a la page 47, et la remplacer par 
ce qui Suit: 
«néas 66(15) h)(i) a (vii);» 
Retrancher la ligne 18, a la page 49, et la remplacer par 
ce qui suit: 
«présente loi—sauf les paragraphes 66(12.6), (12.62), 
(12.64) et» 
Retrancher la ligne 15, a la page 55, et la remplacer par 
ce qui suit: 
Réduction des frais relatifs 4 des ressources au Canada 
«(12) Dans le cas ou, au cours d’une année 
d’imposition et aprés le 5 juin» 
Retrancher la ligne 30, a la page 55, et la remplacer par 
ce qui suit: 
«celui-ci, sauf pour effectuer la déduction prévue 
au paragraphe 66(1) ou (2) pour l’année et 
calculer le mon-» 


Retrancher les lignes 39 4 42, a la page 5S, et les 
remplacer par ce qui suit: 


«visée au sous-alinéa (3)a)(i), l’excédent éventuel 
des frais cumulatifs d’exploration au Canada 
calculés immédiatement aprés la disposition sur le 
montant qu’il a déduit pour l’année en 
application du paragraphe 66.1(2) ou (3) doit étre 
déduit;» 

Retrancher la ligne 25, a la page 56, et la remplacer par 

ce qui Suit: 

«obligé, sauf pour effectuer la déduction prévue a 
cet article pour l’année et calculer le mon-» 


Retrancher la ligne 46, a la page 56, et la remplacer par 
ce qui Suit: 
«miniers Canadiens qui dispose au cours d’une année 
d’imposition et aprés le» 
Retrancher la ligne 7, a la page 57, et la remplacer par 
ce qui Suit: 
«de ces avoirs, sauf pour effectuer une déduction 
pour l’année en application du paragraphe (1) ou 


(3).» 


MES 


Add, immediately after line 35, on page 57, the 
following: 


Restriction on deductions 


“(17) Where in a particular taxation year and 
before June 6, 1987 a person disposed of a Canadian 
resource property or a foreign resource property in 
circumstances in which any of subsection 29(25) of 
the Income Tax Application Rules, 1971 and 
subsections (1) to (5) applies, no deduction in 
respect of an expense incurred before the property 
was disposed of may be made under this section or 
section 66, 66.1, 66.2 or 66.4 by the person in 
computing his income for a taxation year subsequent 
to the particular taxation year.” 


Clause 24 


Strike out line 30, on page 58, and substitute the 
following: 


“Act, the vendor shall, where the subsequent 
disposition occurs within three years after that time, 
be deemed to have” 


Strike out line 40, on page 58, and substitute the 
following: 


“transactions commenced,” 


Strike out line 2, on page 59, and substitute the 
following: 


“the series commenced; or 


(c) where the vendor is a partnership, a person 
who was neither 


(i) a majority interest partner (within the 
meaning assigned by subsection 97(3.1)) of the 
partnership immediately before the series 
commenced, nor 


(ii) a person who was (otherwise than by virtue 
of a right referred to in paragraph 251(5)(b)) 
related to a person described in subparagraph 
(i) immediately before the series commenced.” 


Clause 25 


Strike out line 6, on page 60, and substitute the 
following: 


“Act or of a prescribed provincial pension), either 
directly or indirectly, by” 


Clause 26 


Add, immediately after line 20, on page 61, the 
following: 


“26.1 (1) Subsection 74.5(12) of the said Act is 
amended by striking out the word “or” at the end of 
paragraph (a) thereof and by adding thereto, 
immediately after paragraph (a) thereof, the following 
paragraph: 


amount contributed under a 
pension plan prescribed for the 


“(a.l) as an 
provincial 


Finance and Economic Affairs 


3-12-1987 


Ajouter, immédiatement aprés la ligne 32, a la page 57, 
ce qui suit: 


Restriction aux déductions 


«(17) Dans le cas ou, au cours d’une année 
d’imposition donnée et avant le 4 juin 1987, une 
personne dispose d’un avoir minier canadien ou 
d’un avoir minier étranger dans une circonstance ou 
le paragraphe 29(25) des Régles de 1971 concernant 
application de Vimpot sur le revenu ou Vun des 
paragraphes (1) a (5) s’applique, aucune déduction 
au titre des frais engagés avant la disposition ne peut 
étre faite par cette personne en application du 
présent article ou de l’article 66, 66.1, 66.2 ou 66.4 
dans le calcul de son revenu pour une année 
d’imposition postérieure a l’année donnée.» 


Article 24 


Retrancher la ligne 24, a la page 58, et la remplacer par 
ce qui suit: 


«disposition ultérieure, qui a lieu dans les trois ans 
suivant cette date, du bien ou d’un bien» 


Ajouter, immédiatement aprés la ligne 47, a la page 58, 
ce qui suit: 


«c) soit, si le vendeur est une société, une 


personne qui n était: 


(i) ni un associé détenant une participation 
majoritaire—au sens du paragraphe 97(3.1)—de 
la société immédiatement avant le début de la 
série, 

(ii) ni une personne qui était liée 4 un associé | 
visé au sous-alinéa (i) immédiatement avant le 
début de la série—sauf 4 cause d’un droit visé a 
Valinéa 251(5) b)—.» 


Article 25 


Retrancher la ligne 6, a la page 60, et la remplacer par 
ce qui suit: 


«cette loi ou d’un régime provincial de pensions visé 
par réglement—directement ou indirectement,» 
Article 26 
Ajouter, immédiatement aprés la ligne 22, a la page 61, 
ce qui suit: 


«26.1 (1) Le paragraphe 74.5(12) de la méme loi est 
modifié par insertion, aprés l’alinéa a), de ce qui suit: 


«a.l) soit en paiement d’une cotisation dans le 
cadre d’un régime provincial de pensions visé par. 


| 
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purposes of paragraph 60(v) under which the 
individual’s spouse is, immediately after the 
transfer, the annuitant (within the meaning 
assigned by subsection 146(1)) or the owner of the 
account under the plan to the extent that the 
amount does not exceed the amount by which the 
amount prescribed for the purposes of 
subparagraph 60(v)(ii) for the year in respect of 
the plan exceeds the aggregate of all other 
contributions to the plan for the year to the 
account of the spouse under the plan; or” 


(2) Subsection (1) is applicable to the 1987 and 
subsequent taxation years.” 


Clause 29 


Strike out line 17, on page 66, and substitute the 
following: 


“years ending after February 17, 1987 with respect to 
amalgamations occurring after 1982, and with respect 
to amalgamations occurring after December 14, 1975 
and before 1983 where an election has been made 
under subsection 87(1.2) as that subsection read at that 
time.” 


~ Clause 30 


Strike out line 10, on page 73, and substitute the 
- following: 


“tion years ending after February 17, 1987 with respect 
to windings-up commencing after 1982.” 


7 Clause 40 


Strike out line 10, on page 80, and substitute the 
_ following: 
“the property,” 


__ Strike out line 19, on page 80, and substitute the 
| following: 


“income under this Part for the taxation year that 
ended immediately before that time or in” 


__ Strike out line 41, on page 80, and substitute the 
following: 


I 


“to the proceeds of disposition thereof; and 


(f) each amount that by virtue of paragraph (d) or 
(e) is a capital loss or gain of the corporation 
from a disposition of a property for the taxation 
year that ended immediately before that time 
shall, for the purposes of paragraph 89(1)(b), be 
deemed to be a capital loss or gain, as the case 
may be, of the corporation from the disposition of 
the property immediately before the time that a 
Capital property of the corporation in respect of 
which paragraph (e) would be applicable would 
be deemed by that paragraph to have been 
disposed of by the corporation.” 


reglement pour l’application de l’alinéa 60v), 
dont lew) Sconjointay adu particulier est, 
immédiatement aprés le transfert, le rentier—au 
sens du paragraphe 146(1)—ou le propriétaire 
d’un compte dans le régime, dans la mesure ou 
cette cotisation ne dépasse pas l’excédent du 
montant visé par réglement pour Vapplication du 
sous-alinéa 60v)(ii) pour l'année en ce qui 
concerne le régime sur le total des autres 
cotisations versées pour l’année au compte du 
conjoint dans le régime;» 


(2) Le paragraphe (1) S’applique aux années 
d’imposition 1987 et suivantes.» 


Article 29 


Retrancher la ligne 19, a la page 66, et la remplacer par 
ce qui suit: 


«février 1987 pour ce qui est des fusions qui ont lieu 
apres 1982 et de celles qui ont eu lieu aprés le 14 
décembre 1975 et avant 1983 dans le cas ou le choix 
prévu au paragraphe 87(1.2), dans sa version alors 
applicable, a été fait.» 


Article 30 


Retrancher la ligne 10, a la page 73, et la remplacer par 
ce qui suit: 


«février 1987 pour ce qui est des liquidations 
commengant aprés 1982.» 
Article 40 


Retrancher la ligne 11, a la page 80, et la remplacer par 
ce qui suit: 


«avant cette date;» 


Retrancher la ligne 23, a la page 80, et la remplacer par 
ce qui suit: 


«pour l’année 
immédiatement 
formulaire régle-» 


d’imposition se  terminant 
avant cette date ou sur le 


Retrancher la ligne 42, a la page 80, et la remplacer par 
ce qui suit: 


«déclaration ou sur le formulaire; et 


«f) pour l’application de l’alinéa 89(1)b), chaque 
montant qui constitue, selon l’alinéa d) ou e), une 
perte en capital ou un gain en capital de la 
corporation, résultant de la disposition d’un bien, 
pour lannée  d’imposition se  terminant 
immédiatement avant cette date est réputé étre 
une perte en capital ou un gain en capital, selon 
le cas, de la corporation résultant de la disposition 
du bien juste avant le moment ot la corporation 
serait réputée, selon |’alinéa e), avoir disposé d’un 
bien en immobilisation auquel cet alinéa serait 
applicable.»» 


[Sia 0 


Clause 41 


In the French version only, strike out line 2, on page 
86, and substitute the following: 


HOLINES 0) pees 
Clause 42 


Strike out line 37, on page 88, and substitute the 
following: 


“of a prescribed class to the vendor and the 
vendor’s capital” 


Clause 45 


In the French version only, strike out line 35, on page 
91, and substitute the following: 


*d,1), d52); des). ft). Out) 08 
Clause 49 


In the English version only, strike out line 21, on page 
98, and substitute the following: 


“deposit insurance corporation,” 


Add, immediately after line 24, on page 98, the 
following: 


“(E) to acquire shares of the capital stock of 
a member institution in financial difficulty, 
Otis 


Add, immediately after line 29, on page 98, the 
following: 


“(2.1) Subclause 137.1(5)(a)(i)(B)(II) of the said Act 
is repealed and the following substituted therefor: 


“(II) the cost amount to the corporation of 
its investment property was at least 50% of 
the cost amount to it of all its property 
(other than a debt obligation of, or a share 
of the capital stock of, a member institution 
issued by the member institution at a time 
when it was in financial difficulty, or”” 


Strike out line 12, on page 101, and substitute the 
following: 


“(8) Subsections (2.1), (3) and (4) are applicable” 
Clause 50 


Strike out line 21, on page 103, and substitute the 
following: 


“June 5, 1987, other than where a corporation 
becomes exempt from tax under Part I of the said 
Act on its taxable income after that day as a result of 
the acquisition of shares of the capital stock of the 
corporation or of another corporation pursuant to 


(i) an agreement entered into on or before that 
day, or 


(ii) a take-over bid made in accordance with the 
applicable securities legislation in Canada and a 
take-over bid circular or similar document to give 
notice to the public of the take-over bid was filed 
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Article 41 


Dans la version frangaise seulement, retrancher la ligne — 
2, a la page 86, et la remplacer par ce qui suit: 


«251(5)b)—,» 
Article 42 


Retrancher la ligne 34, a la page 88, et la remplacer par 
ce qui suit: 


«amortissable d’une catégorie prescrite pour le 
vendeur a la date» 


Article 45 


Dans la version frangaise seulement, retrancher la ligne | 
35, a la page 91, et la remplacer par ce qui suit: 


«d.1), d.2), d.3), f) ou j) ou» 
Article 49 


Dans la version anglaise seulement, retrancher la ligne | 
21, ala page 98, et la remplacer par ce qui suit: 


«deposit insurance corporation» 


Ajouter, immédiatement aprés la ligne 25, a la page 98, 
ce qui suit: 


«(E) soit 4 acquérir des actions du capital- 
actions d’une_ institution membre en 
difficulté financiére,» 


Ajouter, immédiatement aprés la ligne 31, a la page 98, 
ce qui suit: 


«(2.1) La division 137.1(5)a)(i)(B)(II) de la méme loi | 
est abrogée et remplacée par ce qui suit: 


«(II) le coat indiqué, pour la corporation, de 
ses biens de placement constituait au moins 
50 % du cout indiqué, pour elle, de tous ses; 
biens—a l’exclusion des titres de créance et 
des actions du _ capital-actions d’une 
institution membre émis par celle-ci alors. 
qu’elle était en difficulté financiére—, ou»» 


Retrancher la ligne 6, 4 la page 101, et la remplacer par 
ce qui suit: 


{ 


«(8) Les paragraphes (2.1), (3) et (4) s’appliquent» 
Article 50 


Retrancher la ligne 26, 4 la page 103, et la remplacer 
par ce qui suit: 


«imposable, sauf si elle le devient par suite de 
l’acquisition d’actions de son propre capital-actions 
ou de celui d’une autre corporation en vertu: 


(i) soit d’une convention conclue avant le 6 juin 
1987, 
(ii) soit d’une offre publique d’achat qui a été 
faite conformément 4a la législation sur les valeurs 
mobiliéres applicable au Canada et qui a été 
annoncée publiquement par une note 


3-12-1987 Finances et affaires économiques 13d ast 
NT gee BI 


with a public authority or stock exchange in 
Canada on or before that day.” 


Clause 54 


Strike out lines 27 to 29, on page 106, and substitute 
the following: 


‘Interest on instalments 


“(2.2) Notwithstanding subsections (1) and (2), 
the total amount of interest payable by a taxpayer 
(other than a_ testamentary trust) under those 
subsections for the” 


Strike out line 1, on page 107, and substitute the 
following: 


“taxpayer under subsections (1) and (2)" in 
respect” 


Clause 57 


Strike out line 12, on page 108, and substitute the 
following: 


“been acquired by the corporation or any other 
person or a partner-” 


Strike out line 21, on page 108, and substitute the 
following: 


“(c) one of the main purposes of the transac-” 


Strike out lines 43 and 44, on page 108, and substitute 
the following: 


“for a share of the capital stock of a corporation, 
| the person or” 


Strike out lines 6 to 10, on page 109, and substitute the 
ollowing: 


“(b) a distribution of corporate surplus by an 
acquiring corporation shall be deemed to have 
occurred where the consideration for the 
| acquisition of a share is provided or is to be 
: provided, directly or indirectly in any manner 
whatever, by the acquiring corporation and that 
consideration exceeded the paid-up capital of the 


share immediately before the acquisition.” 


/ 


Strike out line 15, on page 109, and substitute the 
dlowing: 


“tions or events to the extent that the subsection 
| has” 


Strike out line 19, on page 109, and substitute the 
lowing: 

{ €strictions 

t ‘ 
“(4) For greater certainty, subsection (1) does not 
| apply with” 


} 


d’information ou un document analogue produit 
avant le 6 juin 1987 auprés d’un organisme public 
ou d’une bourse de valeurs au Canada.» 


Article 54 


Retrancher les lignes 22 4 28, a la page 106, et les 
remplacer par ce qui suit: 


Exception 


«(2.2) Par dérogation aux paragraphes (1) et (2), 
le total des intéréts, sur Vimpot ou les acomptes 
provisionnels payables pour une année d’imposition, 
qu’un contribuable—a Vexception d’une fiducie 
testamentaire—doit verser en application de ces 
paragraphes pour la période allant du premier jour 
de cette année ow une fraction dimpét ou un 
acompte provisionnel est payable» 


Retrancher la ligne 42, a la 


page 106, et la remplacer 
par ce qui suit: 


«période en application des paragraphes (1) et» 


Article 57 


Retrancher la ligne 6, a la page 108, et la remplacer par 
ce qui suit: 


«131(8)—dont elle-méme, une autre personne ou 
une société» 


Retrancher les lignes 23 et 24, a la page 108, et les 
remplacer par ce qui suit: 


«l’un des principaux objets de V’opération ou de la 
série d’opérations ou d’événements est» 


Retrancher la ligne 35, a la page 108, et la remplacer 
par ce qui suit: 


«Capital-actions d’une corporation» 


Retrancher les lignes 4 4 8, a la page 109, et les 
remplacer par ce qui suit: 


«b) un surplus est réputé libéré par la corporation 
visée au paragraphe (1) quand la contrepartie de 
acquisition d’une action, d’une part, est fournie, 
ou doit l’étre, par cette corporation directement 
ou indirectement de quelque facon que ce soit et, 
d’autre part, dépasse le capital versé au titre de 
cette action immédiatement avant l’acquisition.» 


Retrancher la ligne 13, 4 la page 109, et la remplacer 
par ce qui suit: 


«ments dans la mesure ou il s’applique déja 4 une 
acquisition» 


Retrancher la ligne 16, a la page 109, et la remplacer 
par ce qui suit: 


Restrictions 


«(4) Il est entendu que le paragraphe (1) ne 
s’applique pas» 
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Strike out lines 30 to 33, on page 109, and substitute 
the following: 


“or more persons or partnerships (which persons 
or partnerships are referred to in this paragraph 
as the “purchaser”) unless the purchaser was not 
dealing at arm’s length with the person or 
partnership that controlled or all of the persons 
or partnerships that were part of a group that” 


Strike out line 17, on page 111, and substitute the 
following: 


“of an acquiring corporation to the extent that 
subsec-” 


Clause 62 


In the French version only, strike out line 2, on page 
116, and substitute the following: 


“que les montants ainsi payés font” 


Strike out line 30, on page 117, and substitute the 
following: 


“(c) an amount equal to twice the amount of any 
premium paid in respect of the” 


Strike out line 19, on page 119, and substitute the 
following: 


“more than 60 of the 72 months preced-” 


Strike out lines 16 and 17, on page 121, and substitute 
the following: 


“chase pursuant to the terms of an arrangement 
established before October 9, 1986 and _ not 
materially altered after October 8, 1986.” 


Clause 67 


Strike out lines 39 and 40, on page 125, and substitute 
the following: 


“required under subsection 153(1) in respect of a 
contribution under a retirement” 


Strike out line 19, on page 127, and substitute the 
following: 


“tances in respect of amounts paid after” 
Clause 69 


Strike out line 31, on page 130, and substitute the 
following: 


“to be or may be received or enjoyed by any 
person” 


Strike out line 31, on page 132, and substitute the 
following: 


“before October 9, 1986 or established after October 8, 
1986 pursuant to an agreement between a taxpayer and 


Retrancher les lignes 25 4 31, a la page 109, et les 
remplacer par ce qui suit: 


«sociétés sauf si ces personnes ou sociétés avaient 
un lien de dépendance avec la personne ou 
société qui, immédiatement avant le début de la 
série, contrdlait la corporation visée ou la 
corporation remplacée ou avec toutes les 
personnes ou sociétés qui faisaient partie d’un 
groupe qui, immédiatement avant le début de la 
série, contrdlaient l’une ou l’autre corporation;» 


Retrancher la ligne 12, a la page 111, et la remplacer 
par ce qui suit: 
«de la corporation visée dans la mesure ou le 
paragraphe» 
Article 62 


Dans la version frangaise seulement, retrancher la ligne 
2, a la page 116, et la remplacer par ce qui suit: 


«que les montants ainsi payés font» 


Retrancher les lignes 28 4 31, a la page 117, et les 
remplacer par ce qui suit: 


«c) le double de toute prime versée ou de tout 
remboursement d’avance sur police, au titre du 
droit dans la police, est réputé étre une cotisation 
versée dans le cadre de la» 


Retrancher la ligne 15, a la page 119, et la remplacer 
par ce qui suit: 


«60 des 72 mois précédant la date ou les» 


Retrancher les lignes 15 et 16, a la page 121, et les 
remplacer par ce qui suit: 


«ment de prime ou par achat conformément a un 
mécanisme établi avant le 9 octobre 1986 et dont les 
modalités n’ont pas fait l’objet de modifications de 
fond aprés le 8 octobre 1986.» 


Article 67 


Retrancher la ligne 39, a la page 125, et la remplacer 
par ce qui suit: 


«l’exige le paragraphe 153(1), au titre d’une» 


Retrancher la ligne 16, a la page 127, et la remplacer 
par ce qui suit: 


«tants remis au titre de montants payés» 
Article 69 


Retrancher les lignes 37 et 38, a la page 130, et les 
remplacer par ce qui suit: 


«portant a des avantages que doit ou peut recevoir 
ou dont doit ou peut jouir une personne au» 


Retrancher la ligne 36, a la page 132, et la remplacer 
par ce qui suit: 


«—établi avant le 9 octobre 1986 ou établi aprés le 8 
octobre 1986 conformément 4 une convention conclue 


| 
{ 


} 
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an employer or former employer of the taxpayer 
entered into before October 9, 1986 (in this 
subsection” 


Clause 70 


Strike out line 29, on page 133, and substitute the 


following: 


“(a) subject.to paragraph (c),” 
Strike out lines 41 to 46, on page 133, and substitute 


the following: 


“the taxation year of the corporation that would, 
but for this subsection, have been its last taxation 
year ending before that time and would, but for 
this paragraph, have ended within the seven day 
period ending immediately before that time, that 
taxation year shall, except where control of the 
corporation has been acquired by a person or 
group of persons within the seven day period 
ending immediately before that time, be deemed 
to end immediately” 


Strike out line 13, on page 134, and substitute the 


following: 


| 


“ing entered into on or before that date, except that no 
return of income required to be filed under the said 
Act by a corporation for a taxation year that is deemed 
by subsection 249(4) of the said Act, as enacted by 
subsection (1), to have ended or commenced, as the 
case may be, be filed before the day that is 90 days after 
the day on which this Act is assented to.” 


Clause 71 


Add, immediately after line 4, on page 136, the 


ollowing: 


1 
' 


“71.1 (1) Paragraph 259(1)(b) of the said Act is 
repealed and the following substituted therefor: 


“(b) to hold at that time that proportion (referred 
to in this subsection as his “specified portion”) of 
each property of the trust that the number of 
units of the trust held by the taxpayer at that time 
is of the number of units of the trust outstanding 
at that time, and the cost amount to the trust of 
the taxpayer’s specified portion of each such 
property shall be deemed to be the cost amount to 
the taxpayer of his specified portion of the 
property;” 


(2) Subsection (1) is applicable with respect to 
periods occurring after 1985.” 


The Committee has ordered a reprint of Bill C-64, as 


“mended, for the use of the House of Commons at the 
“port stage. 


A copy of the relevant Minutes of Proceedings and 


vidence relating to this Bill (Issue Nos. 78, 79, L200 01 275 
79, 130 and 131 which includes this report) is tabled. 


avant le 9 octobre 1986 entre un contribuable et son 
employeur ou ancien employeur (appelé» 


Article 70 


Retrancher la ligne 25, a la page 133, et la remplacer 
par ce qui suit: 


«a) sous réserve de l’alinéa c), l’an-» 


Retrancher les lignes 35° a 42) /a la page 133, et les 
remplacer par ce qui suit: 


«aux paragraphes (1) et (3), l’année d’imposition 
de la corporation qui, sans le présent paragraphe, 
serait la serait la derniére année d’imposition se 
terminant avant cette date et qui, sans le présent 
alinéa, se serait terminée dans les sept jours se 
terminant immédiatement avant cette date est 
réputée se terminer immédiatement avant cette 
date sauf si une personne ou un groupe de 
personnes acquiert le contréle de la corporation 
dans ces sept jours, 4 condition que la corporation 
en» 


Retrancher la ligne 11, a la page 134, et la remplacer 
par ce qui suit: 


«1987. Toutefois la déclaration de revenu qu’une 
corporation doit produire en vertu de la présente loi 
pour une année d’imposition qui est réputée par le 
paragraphe 249(4) de la méme loi, édicté par le 
paragraphe (1), s’étre terminée ou avoir commencé, 
selon le cas, 4 un certain moment peut étre produite le 
90 jour qui suit la date de sanction de la présent loi.» 


Article 71 


Ajouter, immédiatement aprés la ligne 2, a la page 136, 
ce qui suit: 


«71.1 (1) L’alinéa 259(1)b) de la méme loi est abrogé 
et remplacé par ce qui suit: 


«b) détenir a cette date la partie—appelée «partie 
déterminée» au présent paragraphe—de chaque 
bien de la fiducie représentée par le rapport entre 
le nombre d’unités de la fiducie quessie 
contribuable détient 4 cette date et le nombre 
d’unités de la fiducie en circulation a cette date; 
le cout indiqué pour la fiducie de la partie 
déterminée de chaque bien de la fiducie est réputé 
étre le cout indiqué pour le contribuable de cette 
partie déterminée;» 


(2) Le paragraphe (1) s’applique aux périodes 
tombant apres 1985.» 


Votre Comité a ordonné la réimpression du projet de 
loi C-64, tel que modifié, pour l’usage de la Chambre des 
communes a l’étape du rapport. 


Un exemplaire des Procés-verbaux et témoignages 
relatifs a ce projet de loi (fascicules n°> 78, 79, 126, 125: 
129, 130 et 131 qui comprend le présent rapport) est 
dépose. 
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Respectfully submitted, Respectueusement soumis, 


DON BLENKARN, Le président, 


Chairman. DON BLENKARN. 
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MINUTES OF PROCEEDINGS 


THURSDAY, DECEMBER 3, 1987 
(199) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 3:40 o’clock p.m. this day, in Room 269, 
West Block, the Vice-Chairman, Robert Layton, presiding. 


Members of the Committee present: Mary Collins, 
Robert Layton, Paul W. McCrossan, George Minaker, 
Aideen Nicholson and Norman Warner. 


Acting Members present: Clément Cété for Don 
Blenkarn, Stan Graham for Bill Attewell, Jean-Guy 
Hudon for Suzanne Blais-Grenier, Lorne McCuish for 
Murray Dorin and David Orlikow for Simon de Jong. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Witnesses: From the Tax Policy and Legislation Branch 
of the Department of Finance: Len Farber, Director, Tax 
Policy and Legislation; Harold White, Legislative Counsel; 
Brian Ernewein, Tax Policy Officer; Marc Cuerrier, 
Senior Counsel, Tax Counsel Division. 


The Committee resumed consideration of its Order of 
Reference dated Tuesday, June 30, 1987 in relation to Bill 
C-64, an Act to amend the Income Tax Act, a related Act, 
the Canada Pension Plan and_ the Unemployment 
Insurance Act, 1971. (See Minutes of Proceedings and 
Evidence, Wednesday, August 12, 1987, Issue No. 78.) 


The Committee resumed consideration of Clause 10. 
Clause 10 was allowed to stand. 

Clauses 11 to 14 carried severally. 

On Clause 15 


Mary Collins moved,—That Clause 15 be amended by 
Striking out line 9, at page 22, and substituting the 
following: 


“Act or of a prescribed provincial pension plan) 
shall be included in computing the” 


After debate, the question 
amendment, it was agreed to. 


being put on_ the 


Mary Collins moved,—That Clause 15, as amended, be 
‘urther amended by striking out line 26, at page 22, and 
substituting the following: 


“defined in section 3 of that Act or of a prescribed 
provincial pension plan) that” 


After debate, the question 
tmendment, it was agreed to. 


being put on the 


PROCES-VERBAL 


LE JEUDI 3 DECEMBRE 1987 
(199) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui a 15 h 40, dans la 
piece 269 de l’Edifice de l’Ouest, sous la présidence de 
Robert Layton, (vice-président). 


Membres du Comité présents: Mary Collins, Robert 
Layton, Paul W. McCrossan, George Minaker, Aideen 
Nicholson et Norman Warner. 


Membres suppléants présents: Clément Cété remplace 
Don Blenkarn; Stan Graham remplace Bill Attewell; Jean- 
Guy Hudon remplace Suzanne Blais-Grenier; Lorne 
McCuish remplace Murray Dorin; David Orlikow 
remplace Simon de Jong. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliothéque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Témoins: De la Direction de la politique et de la 
législation de Vimpét du ministére des Finances: Len 
Farber, directeur, Politique et législation de Vimpot; 
Harold White, conseiller législatif,; Brian Ernewein, agent 
de la politique de l’imp6t; Maitre Marc Cuerrier, avocat- 
conseil, Direction du droit fiscal. 


Le Comité examine de nouveau son ordre de renvoi du 
mardi 30 juin 1987 relatif au projet de loi C-64, Loi 
modifiant la Loi de l’imp6t sur le revenu et la législation 
connexe ainsi que le Régime de pensions du Canada et la 
Loi de 1971 sur l’assurance-chOmage. (Voir Procés- 
verbaux et témoignages du mercredi 12 aout 1 987, 
fascicule n° 78). 


Le Comité examine de nouveau I’article 10. 
L’article 10 est réservé. 

Les articles 11 a 14 sont respectivement adoptés. 
Article 15 


Mary Collins propose,—Que l’article 15 soit modifié en 
substituant a la ligne 9, page 22, ce qui suit: 


«de Varticle 3 de cette loi ou d’un régime provincial 
de pensions visé par réglement—doit étre inclus» 


Aprés débat, l’amendement est mis aux voix et adopté. 


Mary Collins propose,—Que l’article 15 ainsi modifié 
le soit de nouveau en substituant a la ligne 27, page 22, ce 
qui suit: 


«cette loi ou d’un régime provincial de pensions visé 
par réglement—qui serait, si ce droit n’avait» 


Aprés débat, l’amendement est mis aux voix et adopté. 
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Mary Collins moved,—That Clause 15, as amended, be 
further amended by striking out line 23, at page 23, and 
substituting the following: 


“property of the trust for no consideration or for 
consideration” 


After debate, the question 
amendment, it was agreed to. 


Mary Collins moved,—That Clause 15, as amended, be 
further amended by striking out line 27, at page 23, and 
substituting the following: 


being put on_ the 


“market value differs from the consideration or, if 
there is no consideration, the amount of the fair 
market value” 


After debate, the question 
amendment, it was agreed to. 


being put on_ the 


Clause 15, as amended, carried. 


By unanimous consent, the Committee reverted to 
Clause 10. 


The Committee resumed consideration of 
amendment by Paul McCrossan as follows: 


That Clause 10 be amended by striking out line 23, at 
page 12, and substituting the following: 


the 


“international banking centre business, in respect of 
the first $100,000,000 of net income from such 
international banking centre business. Net income 
in excess of $100,000,000 shall be included in 
computing the income of the taxpayer for the year.” 


After debate, the question being put on_ the 
amendment, the result of the recorded vote having been 
announced: 


YEAS 


David Orlikow 
Norman Warner—(5) 


Paul McCrossan 

George Minaker 

Aideen Nicholson 
NAYS 


Jean-Guy Hudon 
Lorne McCuish—{5) 


Mary Collins 
Clément Coté 
Stan Graham 


Whereupon the Vice-Chairman voted in the negative. 
Accordingly the amendment was negatived. 


Aideen Nicholson moved,—That Clause 10 be 
amended by adding immediately after line 26, at page 16, 
the following: 


“(3) that subsections 1 and 2 expire on December 
31, 1990.” 


After debate, the question being put on _ the 
amendment, it was negatived on the following show of 
hands: Yeas: 1; Nays: 9. 


After debate, Clause 10 carried on division. 
Clauses 16 and 17 carried. 
On Clause 18 


Mary Collins propose,—Que V’article 15 ainsi modifié 
le soit de nouveau en substituant a la ligne 31, page 23, ce 
qui suit: 

«d’en jouir sans contrepartie ou en contrepartie 
d’un montant» 


Aprés débat, l’amendement est mis aux voix et adopté. 


Mary Collins propose,—Que Varticle 15 ainsi modifié 
le soit de nouveau en substituant aux lignes 16 et 17, page 
23, ce qui suit: 

«la différence éventuelle entre la juste valeur 
marchande et la contrepartie ci-aprés ou, a défaut de 
contrepartie, la juste valeur marchande» 


Aprés débat, l’amendement est mis aux voix et adopteé. 


L’article 15, sous sa forme modifiée, est adopte. 


Par consentement unanime, le Comité revient 4a 


Varticle 10. 


Le Comité examine de nouveau l’amendement proposé 
par Paul McCrossan, a savoir: 


Que Varticle 10 soit modifié en substituant a la ligne 
22, page 12, ce qui suit: 


«Des revenus excédant le premier cent millions de 
dollars d’un contribuable provenant d’un tel centre 
bancaire international doivent étre inclus dans le 
calcul du revenu du contribuable pour l’année.» 


Aprés débat, l’'amendement est mis aux voix et 7 
résultat du scrutin est annoncé comme suit: | 


POUR 


David Orlikow 
Norman Warner—{5) 


Paul McCrossan 

George Minaker 

Aideen Nicholson 
CONTRE 


Jean-Guy Hudon 
Lorne McCuish—{5) 


Mary Collins 
Clément Coté 
Stan Graham 
Sur quoi le vice-président vote par la négative. 
L’amendement est donc rejeté. | 


Aideen Nicholson propose,—Que lvarticle 10 soil 
modifié en ajoutant a la suite de la ligne 22, page 16, c 
qui suit: 

«(3) Les paragraphes 1 et 2 se terminent le 3! 

décembre 1990.» 


Aprés débat, l’amendement est mis aux voix et rejett 
par vote 4 main levée a la majorité des voix comme suit, 
Pour: 1; Contre: 9. | 


Aprés débat, l’article 10 est adopté avec voix dissidente. 
Les articles 16 et 17 sont adopteés. 
Article 18 
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On motion of Mary Collins, it was agreed,—That 
Clause 18 be amended by striking out line 18, at page 31, 
and substituting the following: 


(3), (4) or (S) applies, or would apply if the 
corporation had continued to own the 
property, to the corpo-” 


On motion of Mary Collins, it was agreed,—That 
Clause 18, as amended, be further amended by striking 
out line 22, at page 31, and substituting the following: 


“66.7(12), (13) or (17), as the case may” 


On motion of Mary Collins, it was agreed,—That 
Clause 18, as amended, be further amended by striking 
Out line 5, at page 32, and substituting the following: 


“(1), (2), (3), (4) or (5) applies, or would 
apply if the corporation had continued to 
own the property, to” 


| On motion of Mary Collins, it was agreed ,—That 
Clause 18, as amended, be further amended by striking 
Out line 14, at page 32, and substituting the following: 


the other 
the 


“applies, or would apply _ if 
corporation had continued to own 
property, to the other corporation in” 


On motion of Mary Collins, it was agreed,—That 
'Clause 18, as amended, be further amended, by striking 
Out line 17, at page 32, and substituting the following: 


“66.7(14), (15) or (17), as the case may” 


| On motion of Paul McCrossan, it was agreed ,—That 
Clause 18, as amended, be further amended by adding, 
immediately after line 26, at page 32, the following: 


“(8.1) Paragraph 66(15)(h) of the said Act is 
amended by striking out the word “and” at the end 
thereof and by adding thereto after subparagraph (vii) 
thereof the following: 


| “or a corporation all or substantially all of 
the assets of which are shares of the capital 
stock of one or more other corporations that 
are related to the corporation (other than by 
reason of a right referred to in paragraph 
251(5)( b ) and whose principal business is 
described in any of subparagraphs (i) to 
(ai) 


Clause 18, as amended, carried. 
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Sur motion de Mary Collins, il est convenu.—Que 
Varticle 18 soit modifié en substituant aux lignes 13 a 17, 
page 31, ce qui suit: 


«acquis dans une circonstance ot le 
paragraphe 29(25) des Régles de 197] 
concernant l’application de limpot sur le 
revenu ou le paragraphe 66.7(1), (2), (3), (4) 
ou (5) s’applique a la corporation ou se 
serait appliqué a la corporation si celle-ci 
avait continué d’étre propriétaire de l’avoir» 


Sur motion de Mary Collins, il est convenu,—Que 
article 18 ainsi modifié le soit de nouveau en substituant 
a la ligne 19, page 31, ce qui suit: 


«paragraphe 66.7(12), (13) ou (17), dans» 


Sur motion de Mary Collins, il est convenu.i—Que 
l'article 18 ainsi modifié le soit de nouveau en substituant 
aux lignes 1 a5, page 32, ce qui suit: 


«dans une circonstance ow le paragraphe 
29(25) des Régles de 1971 concernant 
Papplication de l’impot sur le revenu ou le 
paragraphe 66.7(1), (2), (3), (4) ou (5) 
s’applique a la corporation ou se serait 
appliqué a la corporation si celle-ci avait 
continué d’étre propriétaire de l’avoir» 


Sur motion de Mary Collins, il est convenu.—Que 
Varticle 18 ainsi modifié le soit de nouveau en substituant 
aux lignes 9 a 13, page 32, ce qui suit: 


«ou le paragraphe 29(25) des Régles de 1971 
concernant Uapplication de l’impdt sur le 
revenu ou le paragraphe 66.7(1), (2), (3), (4) 
ou (5) s’applique a l’autre corporation ou se 
serait appliqué a l’autre corporation si celle- 
ci avait continué d’étre propriétaire de 
avoir» 


Sur motion de Mary Collins, il est convenu,—Que 
article 18 ainsi modifié le soit de nouveau en substituant 
a la ligne 15, page 32, ce qui suit: 


«paragraphe 66.7(14), (15) ou (17), dans» 


Sur motion de Paul McCrossan, il est convenu,—Que 
Varticle 18 ainsi modifié le soit de nouveau en ajoutant a 
la suite de la ligne 25, page 32, ce qui suit: 


«(8.1) L’alinéa 66(15)h) de la méme loi est modifié 
par suppression du mot «et» a la fin du sous-alinéa (vii) 
et par adjonction de ce qui suit: 


«Ou une corporation dont la totalité ou 
presque, de l’actif consiste en actions du 
capital-actions d’une ou de plusieurs autres 
corporations liées a la corporation 
autrement qu’a cause d’un droit visé a 
Valinéa 251(S)b), et dont  Ientreprise 
principale est visée a l’un des sous-alinéas (i) 
a (vii)» 


L’article 18 ainsi modifié est adopté. 


Isis 


By unanimous consent, the Committee reverted to 
Clause 17. 


By unanimous consent, it was agreed that Clause 17 be 
amended by dding, immediately after line 45, at page 26, 
the following: 


“17. (1) All that portion of paragraph 60(j.1) of the 
said Act preceding subparagraph (iii) thereof is 
repealed and the following substituted therefor: 


Transfer of retiring allowances 


“(j .1) such part of the aggregate of all amounts 
each of which is an amount paid to the taxpayer 
by an employer, or under a_ retirement 
compensation arrangement to which the 
employer has contributed, as a retiring allowance 
and included in computing his income for the 
year by virtue of subparagraph 56(1)(a)(ii) or 
paragraph 56(1)(x) as 


(i) is designated by the taxpayer in his return of 
income under this Part for the year, 


(ii) does not exceed the amount, if any, by 
which the aggregate of 


(A) $2,000 times the number of years during 
which the employee or former employee in 
respect of whom the payment was made (in 
this paragraph referred to as the “retiree”) 
was employed by the employer or a person 
related to the employer, and 


(B) $1,500 times the number by which the 
number of years described in clause (A) 
exceeds the number that can reasonably be 
regarded as the equivalent number of years 
in respect of which employer contributions 
under either a pension fund or plan or a 
deferred profit sharing plan of the employer 
or a person related to the employer had 
vested in the retiree at the time of the 
payment exceeds the aggregate of 


(C) all amounts deducted under this 
paragraph in respect of amounts paid before 
the year in respect of the retiree by the 


employer or a person related to the 
employer, or under a_ retirement 
compensation arrangement to which the 


employer or the person has contributed, and 


(D) all amounts deducted under paragraph 
(t) in computing the retiree’s income for the 
year, and” 


By unanimous consent, it was agreed,—That Clause 17, 
as amended, be further amended by striking out line 1, at 
page 27, and substituting the following: 
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Par consentement unanime, le Comité revient a 


Varticle 17. 


Par consentement unanime, il est convenu que l’article 
17 soit modifié en ajoutant a la suite de la ligne 46, page 
26, ce qui Suit: 


«17.(1) Le passage de l’alinéa 60j.1) de la méme loi 
qui précéde le sous-alinéa (iii) est abroge et remplacé 
par ce qui Suit: 


Transfert d’allocation de retraite 


«j.1) La partie du total des montants dont chacun 
représente un montant versé au contribuable a 
titre d’allocation de retraite par un employeur ou 
dans le cadre d’une convention de retraite a 
laquelle l’employé a cotisé et inclus dans le calcul 
du revenu du contribuable pour l’année, en vertu 
du sous-alinéa 56(1)a) (ii) ou de l’alinéa 56(1)x), 
qui: 


(i) est indiquée par le contribuable dans sa 
déclaration de revenu pour l’année en vertu de 
la présente partie, 


(ii) ne dépasse pas |’excédent éventuel du total 


(A) du produit de 2,000$ par le nombre 
d’années pendant lesquelles l’employé ou 
ancien employé a _ Jlégard duquel le 
versement a été fait—appelé «retraité» au 
présent alinéa—était au service de 
Vemployeur ou d’une personne liée a celui- 
Ci. 


(B) du produit de 1,500$ par l’excédent du 


nombre d’années visé a la division (A) sur le | 


nombre qu’il est raisonnable de considérer 
comme le nombre équivalent d’années pour 
lesquelles les cotisations de l’employeur en 
vertu. de quelque caisse ou régime de 
pensions ou d’un régime de participation 
différée aux bénéfices de l’employeur ou 


d’une personne liée a celui-ci étaient — 
acquises au retraité au moment du 
versement, 


sur le total 


(C) des montants déduits en vertu du 
présent alinéa au titre des sommes versées 
avant l’année pour le retraité pat 
Vemployeur ou une personne liée a celui-ci 
ou dans le cadre d’une convention de 
retraite a laquelle l’employeur ou 1a 
personne a Cotisé, 


(D) des montants déduits selon l’alinéa t) 


dans le calcul du revenu du retraité pour | 


l'année, et» 


Par consentement unanime, il est 
article 17 ainsi modifié le soit de nouveau en substituant 
a la ligne 1, page 27, ce qui suit: 


convenu,—Que | 
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“(2) Section 60 of the said Act is further” 


By unanimous consent, it was agreed,—That Clause ie 
_as amended, be further amended by striking out lines 44 
and 45, at page 28, and substituting the following; 


“(3) Subsection (1), and paragraphs 60( t ) and ( u ) 
of the said Act as enacted by subsection (2), are appli-” 


By unanimous consent, it was agreed,—That Clause Is 
as amended, be further amended by striking out lines 47 
and 48, at page 28, and substituting the following: 


“(4) Paragraph 60(v) of the said Act, as enacted by 
subsection (2), is applicable to” 


Clause 17, as amended, carried. 


Clauses 19 to 21 carried severally. 
On Clause 22 


By unanimous consent, it was agreed,—That Clause 22 
be amended by adding, immediately after line 43, at page 
37, the following: 


“22.1 (1) Section 66.6 of the said Act is repealed and 
the following substituted therefor: 


Application of subsections 66.7(1), (2), etc. 


“66.6(1) Where a particular corporation has at 
any time after July 19, 1985 acquired by purchase, 
amalgamation, merger, winding-up or otherwise, 
from another person who is exempt from tax under 
this Part on his taxable income (other than a 
corporation that is referred to in paragraph 
149(1)(d) and that is a principal-business 
corporation within the meaning assigned by 
paragraph 66(15)(h) all or substantially all of the 
| person’s Canadian resource properties, subsection 
29(25) of the Income Tax Application Rules, 1971 
and subsections 66.7(1), (2), (3) and (4) do not apply 
| to the particular corporation in respect of the 
acquisition of the properties except to the extent that 
the properties were acquired by it before 1987 
pursuant to an agreement in writing made by it 
before July 20, 1985. 


Application of subsection 66.7(5) 


| (2) Where a particular corporation has at any 

time after July 19, 1985 acquired by purchase, 
} amalgamation, merger, winding-up or otherwise, 
| from another person who is exempt from tax under 
| this Part on his taxable income all or substantially 
all of the person’s Canadian resource properties, 
i Subsection 66.7(S) does not apply to the particular 
b corporation in respect of the acquisition of the 
properties except to the extent that the properties 
were acquired by it before 1987 pursuant to an 
agreement in writing made by it before July 20, 
1985.” 
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«(2) L’article 60 de la méme loi est» 


Par consentement unanime, il est convenu,—Que 
article 17 ainsi modifié le soit de nouveau en substituant 
aux lignes 33 et 34, page 28 ce qui suit: 


«(3) Le paragraphe (1) et les alinéas 60t) et u) de la 
meme loi, édictés par le paragraphe (2), s’appliquent» 


Par consentement unanime, il est convenu.—Que 
article 17 ainsi modifié le soit de nouveau en substituant 
aux lignes 36 et 37, page 28, ce qui suit: 


«(4) L’alinéa 60v) de la méme loi, édicté par le 
paragraphe (2), s’applique aux années» 


L’article 17, sous sa forme modifiée, est mis aux voix et 
adopté. 


Les articles 19 a 21 sont respectivement adoptes. 
Article 22 


Par consentement unanime, il est convenu,—Que 
article 22 soit modifié en ajoutant a la suite de la ligne 
42, page 37, ce qui suit: 


«22.1(1) L’article 66.6 de la méme loi est abrogé et 
remplacé par ce qui suit: 


Exceptions aux régles concernant les corporations 
remplacantes 


«66.6(1) Le paragraphe 29(25) des Régles de 1971 
concernant l’application de Vimpét sur le revenu et 
les paragraphes 66.7(1), (2), (3) et (4) ne s’appliquent 
pas a la corporation qui acquiert, a une date 
postérieure au 19 juillet 1985, par achat, fusion, 
unification, liquidation ou autrement, la totalité ou 
presque des avoirs miniers canadiens d’une autre 
personne qui est exonérée de l’impét prévu par la 
présente partie sur son revenu imposable mais qui 
n’est pas une corporation visée a l’alinéa 149(1)d) 
exploitant une entreprise principale au sens de 
Valinéa 66(15)h); ces paragraphes  s’appliquent 
toutefois si la corporation acquiert les avoirs avant 
1987 conformément a une convention écrite conclue 
par celle-ci avant le 20 juillet 1985. 


Exception aux régles concernant les corporations 
remplagantes y compris celles de l’Etat 


(2) Le paragraphe 66.7(5) ne s’applique pas a la 
corporation qui acquiert, a une date postérieure au 
19 juillet 1985, par achat, fusion, unification, 
liquidation ou autrement, la totalité ou presque des 
avoirs miniers canadiens d’une autre personne qui 
est exonérée de l’impot prévu par la présente partie 
sur son revenu imposable; ce paragraphe s’applique 
toutefois si la corporation acquiert les avoirs avant 
1987 conformément 4 une convention écrite conclue 
par celle-ci avant le 20 juillet 1985.» 
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(2) Subsection (1) is applicable to taxation years 
ending after February 17, 1987.” 


Clause 22, as amended, carried. 
On Clause 23 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23 be amended by striking out lines 38 and 39, at 
page 43, and substituting the following: 


“(ii) the aggregate of all 
deducted under subsection” 


other amounts 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out lines 7 and 8, at page 45, and substituting the 
following: 


“(ii) the aggregate of other amounts deducted 
under subsection” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out lines 19 to 37, at page 45, and substituting the 
following: 


“tions (1) to (5) do not apply 


(a) in respect of a Canadian resource property or 
a foreign resource property acquired by way of an 
amalgamation to which subsection 87(1.2) applies 
or a winding-up to which subsection 88(1.5) 
applies; or 


(b) to permit, in respect of the acquisition by a 
corporation before February 18, 1987 of a 
Canadian resource property or a foreign resource 
property, a deduction by the corporation of an 
amount that the corporation would not have been 
entitled to deduct under section 29 of the Income 
Tax Application Rules, 1971 or section 66, 66.1, 
66.2 or 66.4 if those sections, as they read in their 
application to taxation years ending before 
February 18, 1987, applied to taxation years 
ending after February 17, 1987.” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out line 3, at page 46, and substituting the following: 


“property used by” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out line 7, at page 46, and substituting the following: 

“in subparagraphs 66(15)( h )(i) to (vii) as” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out line 13, at page 47, and substituting the following: 


“property used by the” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out line 17, at page 47, and substituting the following: 


“in subparagraphs 66(15)(h)(i) to (vil) as” 
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(2) Le paragraphe (1) s’applique aux années 
d’imposition se terminant apres le 17 février 1987.» 


L’article 22 ainsi modifié est adopte. 
Article 23 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l'article 23 soit modifié en substituant aux lignes 40 et 41, 
page 43, ce qui suit: 

«(ii) le total des autres montants déduits—en 
vertu du paragraphe» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 23 ainsi modifié le soit de nouveau en substituant 
aux lignes 12 et 13, page 45, ce qui suit: 


«(ii) le total des autres montants déduits—en 
vertu du paragraphe» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 23 ainsi modifié le soit de nouveau en substituant 
aux lignes 26 a 42, page 45, ce qui suit: 


«a) soit acquis par suite d’une fusion a laquelle le 


paragraphe 87(1.2) s’applique ou d'une 
liquidation a laquelle le paragraphe 88(1.5) 
s’applique; 


b) soit acquis avant le 18 février 1987 par une 
corporation afin de lui permettre de déduire un 
montant qu’elle n’aurait pas eu le droit de, 
déduire en vertu de l’article 29 des Régles de 1971 | | 
concernant l’application de l’impot sur le revenu 
ou des articles 66, 66.1, 66.2 ou 66.4 si ces articles, 
dans leur version applicable aux années. 
d’ imposition se terminant avant le 18 février 
1987, s’étaient appliqués aux années d’imposition | 
se terminant aprés le 17 février 1987.» 


Sur motion de Jean-Guy Hudon, il est convenu Que) 
article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 2, page 46, ce qui suit: 


«presque, des biens» | 


Sur motion de Jean-Guy Hudon, il est convenu, —Que: 
Varticle 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 7, page 46, ce qui suit: 


«néas 66(15)h) (i) a (vii);» 


Sur motion de Jean-Guy Hudon, il est convenu, —Que. 
article 23 ainsi modifié le soit de nouveau en substituant’ 
a la ligne 7, page 47, ce qui suit: 


«presque, des biens» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que, 
article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 12, page 47, ce qui suit: 


«néas 66(15)h) (i) a (vii);» 
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On motion of Jean-Guy Hudon, it was agreed ,—That 
Clause 23, as amended, be further amended by striking 
out line 26, at page 49, and substituting the following: 


“this Act, other than subsections 66(12.6), (i262), 
(12.64) and (12.71),” 


On motion of Jean-Guy Hudon, it was agreed ,—That 
Clause 23, as amended, be further amended by striking 
Out line 15, at page 55, and substituting the following: 


Reduction of Canadian resource expenses 


“(12) Where in a taxation year and after June oy 
1987 an rigi-” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out line 29, at page 55, and substituting the following: 


“him except for the purposes of making a 
deduction under subsection 66(1) or (2) for the 
year and of determin-” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out lines 40 and 41, at page 55, and substituting the 
following: 


“amount, if any, by which the amount thereof 


determined immediately after the disposition 
exceeds the amount claimed by him under 
subsection 66.1(2) or (3) for the year;” 


) On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
out line 19, at page 56, and substituting the following: 


| “the purposes of making a deduction under that 
section for the year and of determining the 
amount” 


'_ On motion of Jean-Guy Hudon, it was agreed ,—That 
Clause 23, as amended, be further amended by striking 
out line 40, at page 56, and substituting the following: 


“(14) Where, in a taxation year and after June S, 
1987 a prede-” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by striking 
ut line 7, at page 57, and substituting the following: 


“properties except for the purposes of making a 
deduction under subsection (1) or (3) for the year.” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 23, as amended, be further amended by adding, 
‘mmediately after line 35, at page 57, the following: 


restriction on deductions 


“(17) Where in a particular taxation year and 
before June 6, 1987 a person disposed of a Canadian 
resource property or a foreign resource property in 
circumstances in which any of subsection 29(25) of 
the Income Tax Application Rules, 1971 and 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 18, page 49, ce qui suit: 


«présente loi—sauf les paragraphes 66(12.6), (12.62), 
(12.64) et» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
Varticle 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 15, page 55, ce qui suit: 


Réduction des frais relatifs 4 des ressources au Canada 


«(12) Dans le cas ot, au cours d’une année 
d’imposition et aprés le 5 juin» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 30, page 55, ce qui suit: 


«celui-ci, sauf pour effectuer la déduction prévue 
au paragraphe 66(1) ou (2) pour l’année et 
calculer le mon-» 


Sur motion de Jean-Guy Hudon, il est convenu,i—Que 
Varticle 23 ainsi modifié le soit de nouveau en substituant 
aux lignes 39 a 42, page 55, ce qui suit: 


«visée au sous-alinéa (3)a) (i), V’'excédant éventuel 
des frais cumulatifs d’exploration au Canada 
calculés immédiatement aprés la disposition sur le 


montant qu'il a déduit pour l’année en 
application du paragraphe 66.1(2) ou (3) doit étre 
déduit;» 


Sur motion de Jean-Guy Hudon, il est convenu—Que 
l'article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 25, page 56, ce qui suit: 


«obligé, sauf pour effectuer la déduction prévue a 
cet article pour l’année et calculer le mon-» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l’article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 46, page 56, ce qui suit: 


«miniers Canadiens qui dispose au cours d’une année 
d’imposition et aprés le» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 23 ainsi modifié le soit de nouveau en substituant 
a la ligne 7, page 57, ce qui suit: 


«de ces avoirs, sauf pour effectuer une déduction 
pour l’année en application du paragraphe (1) ou 
(3).» 
Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l'article 23 ainsi modifié le soit de nouveau en ajoutant a 
la suite de la ligne 32, page 57, ce qui suit: 


Restriction aux déductions 


«(17) Dans le cas ou, au cours d’une année 
d’imposition donnée et avant le 4 juin 1987, une 
personne dispose d’un avoir minier canadien ou 
d’un avoir minier étranger dans une circonstance ou 
le paragraphe 29(25) des Régles de 1971 concernant 
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subsections (1) to (5) applies, no deduction in 
respect of an expense incurred before the property 
was disposed of may be made under this section or 
section 66, 66.1, 66.2 or 66.4 by the person in 
computing his income for a taxation year subsequent 
to the particular taxation year.” 


Clause 23, as amended, carried. 
On Clause 24 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 24 be amended by striking out line 30, at page 58, 
and substituting the following: 


“Act, the vendor shall, where the subsequent 
disposition occurs within three years after that time, 
be deemed to have” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 24, as amended, be further amended by striking 
out line 40, at page 58, and substituting the following: 


“transactions commenced,” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 24, as mended, be further amended by striking out 
line 2, at page 59, and substituting the following: 


“(c) where the vendor is a partnership, a person 
who was neither 


(i) a majority interest partner (within the 
meaning assigned by subsection 97(3.1)) of the 
partnership immediately before the series 
commenced, nor 


(ii) a person who was (otherwise than by virtue 
of a right referred to in paragraph 251(5)( b )) 
related to a person described in subparagraph 
(i) immediately before the series commenced.” 


After debate, Clause 24, 
division. 

On Clause 25 

On motion of Jean-Guy Hudon, it was agreed,—That 


Clause 25 be amended by striking out line 6, at page 60, 
and substituting the following: 


as amended, carried on 


“Act or of a prescribed provincial pension plan), 
either directly or indirectly, by” 


Clause 25, as amended, carried. 
On Clause 26 


By unanimous consent, it was agreed,—That Clause 26 
be amended by adding, immediately after line 20, at page 
61, the following; 


“26.1 (1) Subsection 74.5(12) of the said Act is 
amended by striking out the word “or” at the end of 
paragraph (a) thereof and by adding thereto, 
immediately after paragraph (a) thereof, the following 
paragraph: 


contributed under a 
plan prescribed for the 


“(a.l) as an amount 
provincial pension 
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Vapplication de Vimpot sur le revenu ou Vun des 
paragraphes (1) a (5) s’applique, aucune déduction 
au titre des frais engagés avant la disposition ne peut 
étre faite par cette personne en application du 
présent article ou de l’article 66, 66.1, 66.2 ou 66.4 
dans le calcul de son revenu pour une année 
d’imposition postérieure a l’année donnée.» 


L’article 23, sous sa forme modifiée, est adopte. 
Article 24 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 24 soit modifié en substituant a la ligne 24, page 
58, ce qui Suit: 


«disposition ultérieure, qui a lieu dans les trois ans 
suivant cette date, du bien ou d’un bien» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 24 ainsi modifié le soit de nouveau en ajoutant a 
la suite de la ligne 47, page 58, ce qui suit: 


«c) soit, si le vendeur est une société, 


personne qui nétait: 


une 


(i) ni un associé détenant une participation 
majoritaire—au sens du paragraphe 97(3.1)—de 
la société immédiatement avant le début de la 
série, 
(ii) ni une personne qui était li€e a un associé 
visé au sous-alinéa (i) immédiatement avant le 
début de la série—sauf a cause d’un droit visé a 
Valinéa 251(5)b)—.» 

Aprés débat, l'article 24 ainsi modifié est adopté avec 

voix dissidente. 
Article 25 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 25 soit modifié en substituant a la ligne 6, page 
60, ce qui suit: 


«cette loi ou d’un régime provincial de pensions visé 
par réglement—directement ou indirectement,» 
L’article 25 ainsi modifié est adopte. 
Article 26 
Par consentement unanime, il est convenu,—Que 


article 26 soit modifié en ajoutant a la suite de la ligne 
22, page 61, ce qui suit: 


«26.1 (1) Le paragraphe 74.5(12) de la méme loi est 
modifié par insertion, aprés l’alinéa a), de ce qui suit: 


«a.l) soit en paiement d’une cotisation dans le 
cadre d’un régime provincial de pensions visé par 
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purposes of paragraph 60(v) under which the 
individual’s spouse is, immediately after the 
transfer, the annuitant (within the meaning 
assigned by subsection 146(1)) or the owner of the 
account under the plan to the extent that the 
amount does not exceed the amount by which the 
amount prescribed for the purposes of 
subparagraph 60(v)(ii) for the year in respect of 
the plan exceeds the aggregate of all other 
contributions to the plan for the year to the 
account of the spouse under the plan; or” 


(2) Subsection (1) is applicable to the 1987 and 
subsequent taxation years.” 


Clause 26, as amended, carried. 
Clauses 27 and 28 carried. 
On Clause 29 


On motion of Mary Collins, it was agreed,—That 
Clause 29 be amended by striking out line 17, at page 66, 
and substituting the following: 

“years ending after February 17, 1987 with respect to 

amalgamations occurring after 1982, and with respect 

to amalgamations occurring after December 14, 1975 

and before 1983 where an election has been made 

under subsection 87(1.2) as that subsection read at that 
time.” 


Clause 29, as amended, carried. 
On Clause 30 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 30 be amended by striking out line 10, at page 73, 
and substituting the following: _ 


“tion years ending after February 17, 1987 with respect 
to windings-up commencing after 1982.” 


Clause 30, as amended, carried. 
Clauses 31 to 37 carried severally. 
Clause 38 carried on division. 
Clause 39 carried. 

On Clause 40 


__ On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 40 be amended by striking out line 10, at page 80, 
and substituting the following; 


“the property;” 


__ On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 40, as amended, be further amended by striking 
Out line 19, at page 80, and substituting the following: 


“income under this Part for the taxation year that 
ended immediately before that time or in” 


__ On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 40, as amended, be further amended by striking 
Out line 41, at page 80, and substituting the following: 


“to the proceeds of disposition thereof; and 
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réglement pour l’application de l’alinéa 60v), 
dont le conjoint du particulier est, 
immédiatement aprés le transfert, le rentier—au 
sens du paragraphe 146(1)—ou le propriétaire 
d’un compte dans le régime, dans la mesure ow 
cette cotisation ne dépasse pas l’excédent du 
montant visé par réglement pour l’application du 
sous-alinéa 60v) (ii) pour l’année en ce qui 
concerne le régime sur le total des autres 
cotisations versées pour l’année au compte du 
conjoint dans le régime;» 


(2) Le paragraphe (1) s’applique aux années 
d’imposition 1987 et suivantes.» 


L’article 26 ainsi modifié est adopté. 
Les articles 27 et 28 sont adoptés. 
Article 29 


Sur motion de Mary Collins, il est convenu,—Que 
article 29 soit modifié en substituant a la ligne 19, page 
66, ce qui suit: 


«février 1987 pour ce qui est des fusions qui ont lieu 
apres 1982 et de celles qui ont eu lieu aprés le 14 
décembre 1975 et avant 1983 dans le cas ou le choix 
prévu au paragraphe 87(1.2), dans sa version alors 
applicable, a été fait.» 


L’article 29 ainsi modifié est adopté. 
Article 30 


Sur motion de Jean-Guy Hudon, il est convenu,i—Que 
Varticle 30 soit modifié en substituant a la ligne 10, page 
73, ce qui suit: 


«février 1987 pour ce qui est 
commengant aprés 1982.» 


des liquidations 


L’article 30.ainsi modifié est adopté. 

Les articles 31 a 37 sont respectivement adoptés. 
L’article 38 est adopté avec voix dissidente. 
L’article 39 est adopté. 

Article 40 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l’article 40 soit modifié en substituant a la ligne 11, page 
80, ce qui suit: 


«avant cette date;» 
Sur motion de Jean-Guy Hudon, il est convenu,—Que 


article 40 ainsi modifié le soit de nouveau en substituant 
a la ligne 23, page 80, ce qui suit: 


«pour l’année_ d’imposition se terminant 
immédiatement avant cette date ou sur le 
formulaire régle—» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
Varticle 40 ainsi modifié le soit de nouveau en substituant 
a la ligne 42, page 80, ce qui suit: 


«déclaration ou sur le formulaire; et 


2s @ gl 


(f) each amount that by virtue of paragraph (d) or 
(e) is a capital loss or gain of the corporation 
from a disposition of a property for the taxation 
year that ended immediately before that time 
shall, for the purposes of paragraph 89(1)(b), be 
deemed to be a capital loss or gain, as the case 
may be, of the corporation from the disposition of 
the property immediately before the time that a 
capital property of the corporation in respect of 
which paragraph (e) would be applicable would 
be deemed by that paragraph to have been 
disposed of by the corporation.” 


Clause 40, as amended, carried. 
On Clause 41 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 41 be amended, in the French version only, by 
striking out line 2, at page 86, and substituting the 
following: 


PS (S)O 
Clause 41, as amended, carried. 
On Clause 42 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 42 be amended by striking out line 37, at page 88, 
and substituting the following: 


“of a prescribed class to the vendor and the 
vendor’s capital” 

Clause 42, as amended, carried. 

Clauses 43 and 44 carried. 

On Clause 45 


On motion of Mary Collins, it was agreed,—That 
Clause 45 be amended, in the French version only, by 
striking out line 35, at page 91, and substituting the 
following: 


dal) oid .2)d3);f)oug) owe 
Clause 45, as amended, carried. 
Clauses 46 to 48 carried severally. 
On Clause 49 


On motion of Mary Collins, it was agreed,—That 
Clause 49 be amended by striking out line 21, at page 98, 
and substituting the following; 


“deposit insurance corporation,” 


On motion of Mary Collins, it was agreed,—That 
Clause 49, as amended, be further amended by adding, 
immediately after line 24, at page 98, the following: 


“(E) to acquire shares of the capital stock of 
a member institution in financial difficulty, 
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Or 


On motion of Mary Collins, it was agreed,—That 
Clause 49, as amended, be further amended by adding, 
immediately after line 29, at page 98, the following: 
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f) pour l’application de l’alinéa 89(1)b), chaque 
montant qui constitue, selon l’alinéa d) ou é), une 
perte en capital ou un gain en capital de la 
corporation, résultant de la disposition d’un bien, 
pour l'année d’imposition se terminant 
immédiatement avant cette date est réputé étre 
une perte en capital ou un gain en capital, selon 
le cas, de la corporation résultant de la disposition 
du bien avant le moment ou la corporation serait 
réputée, selon l’alinéa e) avoir disposé d’un bien 
en immobilisation auquel cet alinéa_ serait 
applicable.» 


L’article 40 ainsi modifié est adopté. 
Article 41 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
Varticle 41 soit modifié, dans la version frangaise 
seulement, en substituant a la ligne 2, page 86, ce qui suit: 


«2513 )O)==> 
L’article 41 ainsi modifié est adopté. 
Article 42 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 42 soit modifié en substituant a la ligne 34, page 
88, ce qui suit: 


«amortissable d’une catégorie prescrite pour le 
vendeur a la date» 


L’article 42 ainsi modifié est adopte. 
Les articles 43 et 44 sont adoptés. 
Article 45 


Sur motion de Mary Collins, il est convenu,—Que 
Varticle 45 soit modifié, dans la version frangaise 
seulement, en substituant 4 la ligne 35, page 91, ce qui 
suit: 


«d.1), d.2), d.3), f) ou j) ou» 
L’article 45 ainsi modifié est adopté. 
Les articles 46 4 48 sont respectivement adoptés. 
Article 49 


Sur motion de Mary Collins, il est convenu,—Que 
article 49 soit modifié en substituant a la ligne 21 de la 
version anglaise seulement page 98, ce qui suit: 


«deposit insurance corporation» 


Sur motion de Mary Collins, il est convenu,—Que 
l'article 49 ainsi modifié le soit de nouveau en ajoutant a 
la suite de la ligne 25, page 98, ce qui suit: 


«(E) soit 4 acquérir des actions du capital- 
actions d’une_ institution membre en 
difficulté financiére,» 


Sur motion de Mary Collins, il est convenu,—Que 
l’article 49 ainsi modifié le soit de nouveau en ajoutant a 
la suite de la ligne 31, page 98, ce qui suit: 
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“(2.1) Subclause 137.1(5)(a)(i)(B)(ID) of the said Act 
is repealed and the following substituted therefor: 


“(IT) the cost amount to the corporation of 
its investment property was at least 50% of 
the cost amount to it of all its property 
(other than a debt obligation of, or a share 
of the capital stock of, a member institution 
issued by the member institution at a time 
when it was in financial difficulty, or”” 


On motion of Mary Collins, it was agreed,—That 
Clause 49, as amended, be further amended by striking 
out line 12, at page 101, and substituting the following: 


“(8) Subsections (2.1), (3) and (4) are applicable” 
Clause 49, as amended, carried. 
On Clause 50 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 50 be amended by striking out line 21, at page 103, 
and substituting the following: 


“June 5, 1987, other than where a corporation 
becomes exempt from tax under Part I of the said 
Act on its taxable income after that day as a result of 
the acquisition of shares of the capital stock of the 
corporation or of another corporation pursuant to 


(i) an agreement entered into on or before that 
day, or 


(ii) a take-over bid made in accordance with the 
applicable securities legislation in Canada and a 
take-over bid circular or similar document to give 
notice to the public of the take-over bid was filed 
with a public authority or stock exchange in 
Canada on or before that day.” 


Clause 50, as amended, carried. 
Clauses 51 to 53 carried severally. 
On Clause 54 


On motion of Mary Collins, it was agreed,—That 
Clause 54 be amended by striking out lines 27 to 29, at 
page 106, and substituting the following; 


Interest on instalments 


“(2.2) Notwithstanding subsections (1) and (2), 
the total amount of interest payable by a taxpayer 
(other than a testamentary trust) under those 
subsections for the” 


On motion of Mary Collins, it was agreed ,—That 
Clause 54, as amended, be further amended by striking 
Dut line 1, at page 107, and substituting the following: 


“taxpayer under subsections (1) and (2) in 


respect” 
Clause 54, as amended, carried. 
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«(2.1) La division 137.1(5)a) (i) (B) (II) de la méme 
loi est abrogée et remplacée par ce qui suit: 


«(II) le cout indiqué, pour la corporation, de 
ses biens de placement constituait au moins 
50% du cout indiqué, pour elle, de tous ses 
biens—a l’exclusion des titres de créances et 
des actions du_ capital-actions d’une 
institution membre émis par celle-ci alors 
qu’elle était en difficulté financiére—, ou»» 


Sur motion de Mary Collins, il est convenu—Que 
l'article 49 ainsi modifié le soit de nouveau en substituant 
a la ligne 6, page 101, ce qui suit: 


«(8) Les paragraphes (2.1) et (4) s’appliquent» 
L’article 49, sous sa forme modifiée, est adopte. 
Article 50 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article SO soit modifié en substituant a la ligne 26, page 
103, ce qui suit: 


«imposable, sauf si elle le devient par suite de 
acquisition d’actions de son propre capital-actions 
ou de celui d’une autre corporation en vertu: 


(i) doit d’une convention conclue avant le 6 juin 
LOS 73 


(ii) soit d’une offre publique d’achat qui a été 
faite conformément 4 la législation sur les valeurs 
mobiliéres applicables au Canada et qui a été 
annoncée publiquement par une note 
d’information ou un document analogue produit 
avant le 6 juin 1987 auprés d’un organisme public 
ou d’une bourse de valeurs au Canada.» 


L’article 50 ainsi modifié est adopté. 
Les articles 51 a 53 sont respectivement adoptés. 
Article 54 


Sur motion de Mary Collins, il est convenu,—Que 
article 54 soit modifié en substituant aux lignes 22 a 28, 
page 106, ce qui suit: 


Exception 


«(2.2) Par dérogation aux paragraphes (1) et (2), 
le total des intéréts, sur l’imp6t ou les acomptes 
provisionnels payables pour une année d’imposition, 
qu’un contribuable—a l’exception d’une fiducie 
testamentaire—doit verser en application de ces 
paragraphes pour la période allant du premier jour 
de cette année ou une fraction d’impét ou un 
acompte provisionnel est payable» 


Sur motion de Mary Collins, il est convenu,—Que 
Varticle 54 ainsi modifié le soit de nouveau en substituant 
a la ligne 42, page 106, ce qui suit: 


«période en application des paragraphes (1) et» 


L’article 54 ainsi modifié est adopté. 
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Clauses 55 and 56 carried. 
On Clause 57 


On motion of Jean-Guy Hudon, it was agreed,—Tha 
Clause 57 be amended by striking out line 12, at page 108, 
and substituting the following: 


“been acquired by the corporation or any other 
person or a partner-” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 57, as amended, be further amended by striking 
out line 21, at page 108, and substituting the following; 


“(c) one of the main purposes of the transac-” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 57, as amended, be further amended by striking 
out lines 43 and 44, at page 108, and substituting the 
following; 


“for a share of the capital stock of a corporation, 
the person or” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 57, as amended, be further amended by striking 
out lines 6 to 10, at page 109, and substituting the 
following: 


“(b) a distribution of corporate surplus by an 
acquiring corporation shall be deemed to have 
occurred where the consideration for the 
acquisition of a share is provided or is to be 
provided, directly or indirectly in any manner 
whatever, by the acquiring corporation and that 
consideration exceeded the paid-up capital of the 
share immediately before the acquisition.” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 57, as amended, be further amended by striking 
out line 15, at page 109, and substituting the following: 


“tions or events to the extent that the subsection 
has” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 57, as amended, be further amended be striking 
out line 19, at page 109, and substituting the following; 


Restrictions 


“(4) For greater certainty, subsection (1) does not 
apply with” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 57, as amended, be further amended by striking 
out lines 30 to 33, at page 109, and substituting the 
following: 


“or more persons or partnerships (which persons 
Or partnerships are referred to in this paragraph 
as the “purchaser”) unless the purchaser was not 
dealing at arm’s ength with the person or 
partnership that controlled or 


Les articles 55 et 56 sont adoptés. 
Article 57 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 57 soit modifié en substituant a la ligne 6, page 
108, ce qui suit: 


«131(8)—dont elle-méme, une autre personne ou 
une société» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
Varticle 57 ainsi modifié le soit de nouveau en substituant 
aux lignes 23 et 24, page 108, ce qui suit: 


«l’un des principaux objets de l’opération ou de la 
série d’opérations ou d’événements est» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l’article 57 ainsi modifié le soit de nouveau en substituant 
a la ligne 35, page 108, ce qui suit: 


«Capital-actions d’une corporation» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
V’article 57 ainsi modifié le soit de nouveau en substituant 
aux lignes 4 a 8, page 109, ce qui suit: 


«b) un surplus est réputé libéré par la corporation 
visée au paragraphe (1) quand la contrepartie de 
Vacquisition d’une action, d’une part, est fournie, 
ou doit l’étre, par cette corporation directement 
ou indirectement de quelque fagon que ce soit et, 
d’autre part, dépasse le capital versé au titre de 
cette action immédiatement avant l’acquisition.» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 57 ainsi modifié le soit de nouveau en substituant 
a la ligne 13, page 109, ce qui suit: 


«ments dans la mesure ou il s’applique déja a une 
acquisition» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
Varticle 57 ainsi modifié le soit de nouveau en substituant 
a la ligne 16, page 109, ce qui suit: 


Restrictions 


«(4) Il est entendu que le paragraphe (1) ne 
s’applique pas» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 57 ainsi modifié le soit de nouveau en substituant 
aux lignes 25 a 31, page 109, ce qui suit: 


«sociétés sauf si ces personnes ou sociétés avaient 
un lien de dépendance avec la personne ou 
société qui, immédiatement avant le début de la 
série, contrdlait la corporation visée ou la 
corporation remplacée ou avec toutes les 
personnes ou sociétés qui faisaient partie d’un 
groupe qui, immédiatement avant le début de la 
série, contrdlaient l’une ou l’autre corporation;» 
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On motion of Jean-Guy Hudon, it was agreed ,—That 
Clause 57, as amended, be further amended by striking 
out line 17, at page 111, and substituting the following: 


“of an acquiring corporation to the extent that 
subsec-” 

Clause 57, as amended, carried. 

Clauses 58 to 61, carried severally. 

On Clause 62 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 62 be amended, in the French version only, be 
striking out line 2, at page 116, and substituting the 
following: 


“que les montants ainsi payés font” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 62, as amended, be further amended by striking 
out line 30, at page 117, and substituting the following: 


“(c) an amount equal to twice the amount of any 
premium paid in respect of the” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 62, as amended, be further amended by striking 
out line 19, at page 119, and substituting the following: 


“more than 60 of the 72 months preced-” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 62, as amended, be further amended by striking 
out lines 16 and 17, at page 121, and substituting the 
following: 


“chase pursuant to the terms of an arrangement 
established before Octobe 9, 1986 and not materially 
altered after October 8, 1986.” 


Clause 62, as amended, carried. 
Clauses 63 to 65 carried severally. 
On Clause 66 

After debate, Clause 66 carried. 
On Clause 67 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 67 be amended by striking out lines 39 and 40, at 
page 125, and substituting the following: 


“required under subsection 153(1) in respect of a 
contribution under a retirement” 


__ On motion of Jean-Guy Hudon, it was agreed,—That 

Clause 67, as amended, be further amended by striking 
Out line 19, at page 127, and substituting the following: 

| “tances in respect of amounts paid after” 

| Clause 67, as amended, carried. 

Clause 68 carried. 

On Clause 69 
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Sur motion de Jean-Guy Hudon, il est convenu,i—Que 
article 57 ainsi modifié le soit de nouveau en substituant 
a la ligne 12, page 111, ce qui suit: 


«de la corporation visée dans la mesure ow le 
paragraphe» 


L’article 57, sous sa forme modifiée, est adopté. 
Les articles 58 a 61 sont respectivement adoptés. 
Article 62 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 62 soit modifié, dans la version frangaise 
seulement, en substituant a la ligne 2, page 116, ce qui 
suit: 

«que les montants ainsi payés font» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l'article 62 ainsi modifié le soit de nouveau en substituant 
aux lignes 28 a 31, page 117, ce qui suit: 


«C) le double de toute prime versée ou de tout 
remboursement d’avance sur police, au titre du 
droit dans la police, est réputé étre une cotisation 
versée dans le cadre de la» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 62 ainsi modifié le soit de nouveau en substituant 
a la ligne 15, page 119, ce qui suit: 


«60 des 72 mois précédant la date ow les» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 62 ainsi modifié le soit de nouveau en substituant 
aux lignes 15 et 16, page 121, ce qui suit: 


«ment de prime ou par achat conformément a un 
mécanisme établi avant le 9 octobre 1986 et dont les 
modalités n’ont pas fait l’objet de modifications de 
fond aprés le 8 octobre 1986.» 


L’article 62 ainsi modifié est adopté. 

Les articles 63 a 65 sont respectivement adoptés. 
Article 66 

Apres débat, l’article 66 est adopté. 

Article 67 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
Varticle 67 soit modifié en substituant a la ligne 39, page 
125, ce qui suit: 


«l’exige le paragraphe 153(1), au titre d’une» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l’article 67 ainsi modifié le soit de nouveau en substituant 
a la ligne 16, page 127, ce qui suit: 


«tants remis au titre de montants payés» 
L’article 67 ainsi modifié est adopteé. 
L’article 68 est adopté. 

Article 69 


ies a4) 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 69 be amended by striking out line 31, at page 130, 
and substituting the following; 


“to be or may be received or enjoyed by any 
person” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 69, as amended, be further amended by striking 
out line 31, at page 132, and substituting the following: 


“before October 9, 1986 or established after October 8, 
1986 pursuant to an agreement between a taxpayer and 
an employer or former employer of the taxpayer 
entered into before October 9, 1986 (in this 
subsection” 


Clause 69, as amended, carried. 
On Clause 70 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 70 be amended by striking out line 29, at page 133, 
and substituting the following: 


“(a) subject to paragraph (c),” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 70, as amended, be further amended by striking 
out lines 41 to 46, at page 133, and substituting the 
following; 


“the taxation year of the corporation that would, 
but for this subsection, have been its last taxation 
year ending before that time and would, but for 
this paragraph, have ended within the seven day 
period ending immediately before that time, that 
taxation year shall, except where control of the 
corporation has been acquired by a person or 
group of persons within the seven day period 
ending immediately before that, be deemed to end 
immediately” 


On motion of Jean-Guy Hudon, it was agreed,—That 
Clause 70, as amended, be further amended by striking 
out line 13, at page 134, and substituting the following; 


“ing entered into on or before that date, except that no 
return of income required to be filed under the said 
Act by a corporation for a taxation year that is deemed 
by subsection 249(4) of the said Act, as enacted by 
subsection (1), to have ended or commenced, as the 
case may be, be filed before the day that is 90 days after 
the day on which this Act is assented to.” 


Clause 70, as amended, carried. 
On Clause 71 


By unanimous consent, it was agreed,—That Clause 71 
be amended by adding, immediately after line 4, at page 
136, the following: 


“71.1 (1) Paragraph 259(1)( b ) of the said Act is 
repealed and the following substituted therefor: 


“(b) to hold at that time that proportion (referred 
to in this subsection as his “specified portion”) of 
each property of the trust that the number of units 
of the trust held by the taxpayer at that time is of the 
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Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 69 soit modifié en substituant aux lignes 37 et 38, 
page 130, ce qui suit: 


«portant a des avantages que doit ou peut recevoir 
ou dont doit ou peut jouir une personne au» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 69 ainsi modifié le soit de nouveau en substituant 
a la ligne 36, page 132, ce qui suit: 


«—€tabli avant le 9 octobre 1986 ou établi aprés le 8 
octobre 1986 conformément a4 une convention conclue 
avant le 9 octobre 1986 entre un contribuable et son 
employeur ou ancien employeur (appelé» 


L’article 69 ainsi modifié est adopte. 
Article 70 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
article 70 soit modifié en substituant a la ligne 25, page 
153, ce qui suit: 


«a) sous réserve de |’alinéa c), l’an-» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
l’article 70 ainsi modifié le soit de nouveau en substituant 
aux lignes 35 a 42, page 133, ce qui suit: 


«aux paragraphes (1) et (3), l’année d’imposition 
de la corporation qui, sans le présent paragraphe, 
serait la derniére année d’imposition se terminant 
avant cette date et qui, dans le présent alinéa, se 
serait terminée dans les sept jours se terminant 
immédiatement avant cette date est réputée se 
terminer immédiatement avant cette date sauf si 
une personne ou un groupe de personnes acquiert 
le contréle de la corporation dans ces sept jours, a 
condition que la corporation en» 


Sur motion de Jean-Guy Hudon, il est convenu,—Que 
V’article 70 ainsi modifié le soit de nouveau en substituant 
a la ligne 11, page 134, ce qui suit: 


«1987. Toutefois la déclaration de revenu qu’une 
corporation doit produire en vertu de la présente loi 
pour une année d’imposition qui est réputée par le 
paragraphe 249(4) de la méme loi, édicté par le 
paragraphe (1), s’étre terminée ou avoir commencé, 
selon le cas, 4 un certain moment peut étre produite le 
90° jour qui suit la date de sanction de la présente loi.» 


L’article 70 ainsi modifié est adopté. 
Article 71 


Par consentement unanime, il est convenu,—Que 
l’article 71 soit modifié en ajoutant a la suite de la ligne 2, 
page 136, ce qui suit: 


«71.1 (1) L’alinéa 259(1)b) de la méme loi est abrogé 
et remplacé par ce qui suit: 


«b) détenir a cette date la partie—appelée «partie 
déterminée» au présent paragraphe—de chaque bien 
de la fiducie représentée par le rapport entre le 
nombre d’unités de la fiducie que le contribuable 
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number of units of the trust outstanding at that time, 
and the cost amount to the trust of the taxpayer’s 
specified portion of each such property shall be 
deemed to be the cost amount to the taxpayer of his 
specified portion of the property;” 


(2) Subsection (1) is applicable with respect to 
periods occurring after 1985.” 


Clause 71, as amended, carried. 
Clauses 72 to 78 carried severally. 
The Title carried. 

Bill C-64, as amended, carried. 


ORDERED ,—That the Chairman report Bill C-64, as 
amended, to the House. 


ORDERED .—That Bill C-64, as amended, be reprinted 
for use of the House at report stage. 


At 5:40 o’clock p.m., the Committee adjourned to the call 
of the Chair. 


Eugene Morawski 
Committee Clerk 


x 


détient a cette date et le nombre d’unités de la 
fiducie en circulation 4 cette date; le cout indiqué 
pour la fiducie de la partie déterminée de chaque 
bien de la fiducie est réputé étre le cout indiqué 
pour le contribuable de cette partie déterminée:» 


(2) le paragraphe (1) s’applique aux périodes 
tombant aprés 1985.» 


L’article 71 ainsi modifié est adopté. 
Les articles 72 a 78 sont respectivement adoptés. 
Le titre est adopté. 


Le projet de loi C-64, sous sa forme modifiée, est 
adopté. 


IL EST ORDONNE,—Que le président fasse rapport, a 
la Chambre, du projet de loi C-64, sous sa forme 
modifiée. 

IL EST ORDONNE,.—Que le projet de loi C-64, sous 
sa forme modifiée, soit réimprimé a Vusage de la 
Chambre a l’étape du rapport. 


A 17 h 40, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Greffier de Comité 
Eugene Morawski 
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Thursday, December 3, 1987 


Caley 


The Vice-Chairman: Ladies and gentlemen, in the 
interests of causing things to move—and I think all of us 
are here with that objective—I would like to reconvene 
the committee resuming consideration of its order of 
reference dated Tuesday, June 30, 1987, in relation to Bill 
C-64, an Act to amend the Income Tax Act. 


When we broke for lunch, information had been 
requested by our colleague Paul McCrossan regarding 
clause 10. I would suggest to the committee that although 
we have a quorum, I think it would be particularly 
appropriate to wait for Mr. McCrossan before finishing 
clause 10. In the meantime, we might proceed with the 
clauses that follow and deal with them. We will come 
immediately back to clause 10 when our colleague Mr. 
McCrossan comes in. Is this all right with you? 


Some hon. members: Agreed. 


Mr. Minaker: Just as a suggestion, Mr. Chairman, 
where there are no amendments, we could consider clause 
so-and-so to clause so-and-so inclusive, unless there is one 
specific clause maybe Miss Nicholson might want to raise. 


The Vice-Chairman: It is proposed that, where there is 
no amendments from the department or from any of the 
members, we deal with them in a group, as long as we do 
it slowly enough so you will not be caught with the 
feeling we are not stopping to see whether there is an 
amendment or some discussion. I will ask the clerk to 
give me the block to pass as a group. 


Miss Nicholson: Mr. Chairman, I think such an 
arrangement can be done only with unanimous consent. 
It is a complex bill and I would rather go through it 
clause by clause. This does not necessarily mean that 
every Clause needs discussion. 


The Vice-Chairman: Understood. May we then, until 
the return of Mr. McCrossan, stand clause 10 and move 
immediately on to the next clauses? 


Clause 10 allowed to stand. 
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Clauses 11 to 14 agreed to. 
On clause 15 


The Vice-Chairman: On clause 15 I understand there is 
an amendment from the government. 


I would like to welcome to our committee again Mr. 
Farber and his associates. Would there be a comment on 
the part of the department here, Mr. Farber? 
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Le vice-président: Mesdames et messieurs, pour faire 
avancer les choses, ce que nous voulons probablement 
tous, nous reprenons tout de suite l’étude du bill C-64, 
Loi modifiant la Loi de ’impot sur le revenu renvoyé a ce 
Comité le mardi 30 juin 1987. 


Lorsque nous sommes partis déjeuner, notre collegue, 
Paul McCrossan, avait demandé des informations sur 
Varticle 10. Nous avons déja le quorum, mais il serait 
probablement bon d’attendre M. McCrossan avant d’en 
terminer avec l’article 10. En attendant, nous pouvons 
nous occuper des articles qui suivent. Dés que notre 
collégue, M. McCrossan, arrivera, nous reviendrons a 
article 10. Vous étes d’accord? 


Des voix: D’accord. 


M. Minaker: Monsieur le président, une suggestion: 
lorsqu’il n’y a pas d’amendements, nous  pourrions 
adopter des blocs d’articles, a moins que M™* Nicholson 
n’ait certaines questions a soulever. 


Le vice-président: Lorsqu’il n’y a pas d’amendements 
du ministére ou des députés, on nous propose d’adopter 
les articles par blocs, a condition de ne pas aller trop vite, 
ce qui pourrait nous donner l’impression de manquer 
quelque chose. Je vais demander au greffier de me 
signaler les blocs d’articles qui peuvent étre  traités 
ensemble. 


Mme Nicholson: Monsieur le président, je pense 
qu’une telle procédure ne peut étre adoptée qu’avec 
Vassentiment unanime. C’est un bill particuliérement 
complexe, je préférerais procéder article par article. Cela 
ne veut d’ailleurs pas dire que nous devons discuter dans 
chaque Cas. 


Le vice-président: Entendu. Dans ce _ cas, nous 
réservons l’article 10 jusqu’au retour de M. McCrossan et 
nous passons aux articles suivants? 


L’article 10 est réserve. 


Les articles 11 a 14 sont adopteés. 
Article 15 


Le vice-président: Je crois que le gouvernement a un 
amendement a proposer a l’article 15. 


Encore une fois, nous souhaitons la bienvenue a M. 
Farber et a ses collaborateurs. Monsieur Farber, est-ce que | 
le ministere a des observations? 
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Mr. Harold White (Tax Policy Officer, Tax Policy and 
Legislation Branch, Department of Finance): Mr. 
Chairman, there are two parts to this amendment. One 
part of it provides an exception to the income-splitting 
rules or attribution rules. This exception is for a 
prescribed provincial pension plan, which is intended to 
be the Saskatchewan pension plan. 


Basically the effect of it is that where one spouse 
transfers a right to benefits under the prescribed 
provincial plan, the income-splitting rules will not apply. 


The other part of the motion relates to retirement 
compensation arrangements. The provision being 
amended ensures that fair market value rules will apply 
where there are transactions between the custodian of a 
retirement compensation arrangement and a beneficiary 
under the arrangement. The motion clarifies how those 
rules work where there is no consideration passing in a 
transaction. There is also a technical amendment there 
that corrects the wording in another situation where the 
consideration differs from fair market value. 


Mrs. Collins: I move that clause 15 of Bill C-64 be 
amended (a) by striking out line 9 on page 22 and 
substituting the following: 


Act or of a prescribed provincial pension plan) shall be 
included in computing the 


(b) by striking out line 26 on page 22 and substituting the 
following: 


defined in section 3 of that Act or of a prescribed 
provincial pension plan) that 


(c) by striking out line 23 on page 23 and substituting the 
following: 


property of the trust for no consideration or for 
consideration 


_and (d) by striking out line 27 on page 23 and substituting 
the following: 


market value differs from the consideration or, if there 
is no consideration, the amount of the fair market 
value 


Miss Nicholson: On August 12, when this bill was 
before committee, there was discussion of subclause 1SH2) 
of the bill. The explanation given at the time was that, 
where in the case of marriage breakdown the Canada 
Pension Plan benefits could be split, the intent of the bill 
as it was before us then was to ensure that the money 
would be taxed in the hands of the spouse who actually 
received it. 


Why was there perceived to be a necessity for an 
amendment to it? Was it not considered clear enough? 


Mr. Len Farber (Director, Tax Policy and Legislation, 
Department of Finance): Mr. Chairman, an amendment 
‘was required there because in the absence of the 
‘amendment under the attribution rules, where an amount 
is directed to a spouse, it would have been taxed in the 
hands of the spouse who did not receive it. This just 
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M. Harold White (chargé de la_ politique fiscale, 
Direction de la politique et de la législation de Vimpot, 
ministére des Finances): Monsieur le président, cet 
amendement est en deux parties. D’une part, il prévoit 
une exception aux régles d’attribution ou de partage du 
revenu dans le cas d’un régime de pensions provincial 
vis€, c’est-a-dire le régime de pensions de la Saskatchewan. 


Autrement dit, lorsqu’un conjoint transfére un droit a 
une prestation dans le cadre du régime provincial visé, les 
régles de partage du revenu ne s’appliquent pas. 


L’autre partie de la motion porte sur les conventions 
de retraite. La disposition que l’on modifie garantie une 
valeur €quitable en cas de transaction entre le responsable 
d’une convention de retraite et un bénéficiaire de la 
convention. La motion précise le fonctionnement des 
régles lorsqu’il n’y a pas de contrepartie dans une 
transaction. Il y a également une modification technique 
qui rectifie l’énoncé dans une autre situation ow la 
contrepartie est différente de la valeur du marché. 


Mme Collins: Je propose que l’article 15 du bill C-64 
soit modifié a) en remplacant la ligne 9, page 22, par ce 
qui suit: 


de Varticle 3 de cette loi ou d’un régime provincial de 
pensions visé—doit étre inclus 


b) en remplagant la ligne 27, page 22, par ce qui suit: 


cette loi ou un régime provincial de pensions visé—qui 
serait, si ce droit n’avait 


c) en remplagant la ligne 31, page 23 par ce qui suit: 


d’en jouir sans contrepartie ou en contrepartie d’un 
montant 


et d) en remplagant les lignes 16 et 17, page 23 par ce qui 
suit: 


la difference éventuelle entre la juste valeur marchande 
et la contrepartie ou, a défaut de contrepartie, la juste 
valeur marchande: 


Mme Nicholson: Le 12 aout, quand ce bill était a 
l’étude au Comité, on avait discuté de l’alinéa 15.(2). A 
l’Epoque, on nous avait expliqué qu’en cas de séparation 
des conjoints, les prestations du Régime de pensions du 
Canada pouvaient étre partagées et que le bill cherchait a 
s’assurer que c’était bien le conjoint qui avait l’argent qui 
serait impose. 


Pourquoi a-t-on jugé bon de modifier cela? Est-ce que 
cela n’€tait pas assez clair? 


M. Len Farber (directeur, Direction de la politique et 
de la législation de l’impét, ministére des Finances): 
Monsieur le président, un amendement s’est avéré 
nécessaire car faute de cela, avec les régles d’attribution, 
lorsqu’une somme est versée 4 un conjoint, c’est l’autre 
conjoint qui serait imposé. Autrement dit, lorsque les 
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ensures that where there is a direction to split benefits one 
way or the other, that it will actually be taxed in the 
hands of the recipient. 


e1545 


Miss Nicholson: If it is that simple, why was it not 
done in the draft bill in the first place? Why are we faced 
with a further amendment today? 


Mr. Farber: The only answer I have at the moment is 
in drafting all of these amendments it was an oversight, 
and it is a consequential amendment to the main 
provision. 


Mr. Orlikow: I would like to ask what kind of people 
are affected by this clause in the bill. Are ordinary people 
affected, or are we talking just about people in the high 
income bracket? Will there be any loss of tax revenue to 
governments, federal and provincial, by this? In other 
words, is this just another clause of the many we have 
which give people with large incomes ways not to pay tax? 


Mr. Farber: No, Mr. Chairman, I think quite the 
opposite. I think it is probably more beneficial to lower- 
income spouses as opposed to wealthier couples. The 
degree to which it may have an impact would probably be 
very minimal. The amounts are not large and between the 
Saskatchewan Pension Plan and the Canada Pension Plan, 
it affects primarily couples.who split up as well, and I do 
not think you are looking at a universal program that 
would cost a lot. 


Mr. Orlikow: Would this help wives when a divorce or 
separation takes place? In the past I have had people call 
me and say, well, I got divorced a few years ago and 
therefore the Canada Pension that my husband is getting 
or the Canada Pension survivors benefit, I am getting 
nothing out of that. Will this have any effect on that? 


Mr. Farber: The existing provisions in the act already 
accommodate that. 


Mr. White: Mr. Chairman, the provisions in Bill C-64, 
which this motion would amend, allow for the splitting of 
benefits under the Canada Pension Plan. The Canada 
Pension Plan legislation itself allows for the splitting of 
benefits but this amendment to the Income Tax Act allows 
for that splitting to be done without the income splitting 
rules applying to attribute the income to one or the other 
spouses. The motion would provide an additional 
exception, for the prescribed provincial pension plan. 


Miss Nicholson: I would like a further explanation of 
the purpose of the amendment in paragraph 15(d), and 
particularly what definition of market value is being used. 


Mr. White: The market value, Mr. Chairman, would be 
fair market value. The effect of the amendment is 
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prestations doivent étre séparées d’une fagon ou d’une 
autre, elles seront imposées chez celui qui les regoit. 


Mme Nicholson: Si c’est aussi simple, pourquoi ne I’a-t- 
on pas fait au départ? Pourquoi a-t-on été forces de 
déposer un nouvel amendement aujourd’hui? 


M. Farber: Que je sache, c’est un oubli quand on a 
rédigé tous ces amendements et c’est un amendement 
corrélatif 4 la principale disposition. 


M. Orlikow: J’aimerais savoir qui sont les gens qui sont 
touchés par cet amendement. Est-ce que les gens 
ordinaires sont affectés ou bien s’agit-il uniquement de 
ceux qui sont en haut de l’échelle des revenus? Est-ce que 
les gouvernements, fédéral et provinciaux, vont perdre des 
revenus fiscaux a cause de cet amendement? Autrement 
dit, s’agit-il d’un amendement de plus qui permet aux 
gens qui ont de gros revenus de ne pas payer d’impot? 


M. Farber: Non, monsieur le président, je crois que 
c’est tout a fait l’inverse. C’est probablement plus utile 
aux conjoints qui ont de faibles revenus qu’aux couples 
aisés. Cela dit, l’impact sera probablement minime. Ce ne 
sont pas de grosses sommes et entre le Régime de pensions 
de la Saskatchewan et le Régime de pensions du Canada, 
cela touche surtout des couples qui se sont séparés 
également, c’est loin d’étre un programme universel qui 
coutera tres cher. 


M. Orlikow: Est-ce que cela peut aider les femmes en 
cas de divorce ou de sé€paration? Par le passé, des gens 
m’ont téléphoné pour me dire: J’ai divorcé il y a quelques 
années, et c’est mon mari qui touche les prestations du 
Régime de pensions du Canada ou les prestations aux 
survivants, moi je n’en vois rien. Est-ce que cela 
modifiera cette situation? 


M. Farber: Les dispositions de la loi modifient déja 
cette situation. 


M. White: Monsieur le président, les dispositions du 
Bill C-64 qui serait modifiées par cette motion, 
permettent de séparer les prestations du Régime de 
pensions du Canada. La loi qui régit le Regime de 
pensions du Canada autorise a séparer les prestations mais 
cet amendement a la Loi de l’impot sur le revenu permet 
d’effectuer le partage sans appliquer les régles de partage 
du -revenu qui attribuent le revenu a l’un ou l’autre 
conjoint. La motion prévoit une exception 
supplémentaire dans le cas du régime de _ pensions 
provincial visé. 


Mme Nicholson: J’aimerais qu’on m’explique un peu 
mieux l’objet de l’amendement 4a l’alinéa 15d), et en 
particulier la définition de la valeur marchande qui est 
utilisée. 

M. White: Monsieur le président, la valeur marchande, 
c’est la juste valeur marchande. L’amendement précise 
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basically to clarify the wording without any intended 
change in meaning between what is already in Bill C-64. 


Miss Nicholson: Then where did the necessity for the 
change of wording come from? Were there 
representations received from any particular groups? 


Mr. White: Not to my knowledge, Mr. Chairman. I 
guess the reason is actually fairly technical. 
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If you look at page 23 of the bill, paragraph 15.(11)(b) 
speaks of disposing of property for less than fair market 
value. Then if you look at the words down in line Ze it 
talks about such fair market value exceeding the 
consideration. 


The words down in line 27 right now do apply for 
purposes of paragraph 15.(11)(a) but they do not apply for 
paragraph 15.(11)(b). Paragraph 15.(11)(a) applies in the 
case where the fair market value exceeds the 
consideration. Paragraph 15.(11)(b) applies where the fair 
market value is less than the consideration. What we are 
actually looking for is the difference between fair market 
value and the consideration. The new wording we are 
Proposing in paragraph 15.(1)(d) of the amendment will 
get that resolved. 


Miss Nicholson: Mr. Chairman, I am uneasy about the 
implications of this. If a trust governed by a retirement 
compensation arrangement sells property to a person for 
less than the fair market value, the Department of 
National Revenue will want to tax somebody on the 
benefit received. 


Mr. White: If the trust disposes of the property to a 
beneficiary for less than fair market value, the beneficiary 
has received a benefit from the trust equal to that 
difference. The effect of this provision in the bill will be 
to get the same tax results as if the trust had paid the 
beneficiary a benefit equal to that difference. 


Amendment agreed to. 
Clause 15 as amended agreed to. 


The Vice-Chairman: With the approval of the 
committee, we would return to clause 10. Paul 
McCrossan, who had asked for some special information 
from the department, has rejoined us. Has the department 
been able to put together that package? 


Mr. Farber: Mr. Chairman, I think we have some more 
information. I do not however have a package of 
information to hand out. 


The information requested this morning was to dispel 
an allegation Mr. McCrossan made that Mr. Dodge may 
have misled the committee with respect to certain 
Statements made before this committee on January 28 of 
this year concerning certain discussions or positions 
government officials or Members of Parliament for the 
Province of Ontario may have made to the department 
concerning international banking centres. 
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l’énoncé sans modifier la signification des dispositions du 
Bill C-64. 


Mme Nicholson: Dans ce cas, pourquoi a-t-on jugé bon 
de faire un changement? Est-ce que certains groupes les 
ont réclamés? 


M. White: Pas que je sache, monsieur le président. La 
raison est en fait assez technique. 


Si vous regardez la page 23 du bill, le paragraphe 
15.(11)b) parle de la possibilité de vendre un bien a une 
valeur inférieur a la juste valeur marchande. Maintenant, 
si vous vous reportez a la ligne 16, on y parle de 
l’excédent éventuel de la juste valeur marchande. 


Pour l’instant, cette disposition s’applique aux fins du 
paragraphe 15.(11)a), mais non aux fins du paragraphe 
15.(11)b). Le paragraphe 15.(11)a) s'applique lorsque la 
juste valeur marchande dépasse la contrepartie. Le 
paragraphe 15.(11)b) s’applique lorsque la juste valeur 
marchande est inférieure a la contrepartie. Autrement dit, 
ce que nous cherchons, c’est la différence entre la juste 
valeur marchande et la contrepartie. Le nouvel énoncé 
que nous proposons au paragraphe 15.(1)d) de 
V'amendement régle le probleme. 


Mme Nicholson: Monsieur le président, je ne sais pas si 
j'aime beaucoup les implications de cela. Si une fiducie 
régie par une convention de retraite vend un bien a une 
personne pour moins que sa juste valeur marchande, le 
ministere du Revenu national va chercher a imposer 
quelqu’un sur les bénéfices xéalisés. 


M. White: Si la fiducie vend ce bien 4 un bénéficiaire a 
moins de sa juste valeur marchande, le bénéficiaire a tiré 
un benefice de cette fiducie qui est égal a la différence. 
Avec cette nouvelle disposition, du point de vue fiscal, les 
résultats seront les mémes que si la fiducie avait versé au 
bénéficiaire une somme égale 4 cette différence. 


L’amendement est adopté. 
L’article 15, tel que modifié, est adopté. 


Le vice-président: Si le comité le veut bien, nous allons 
revenir a l’article 10. Paul McCrossan, qui avait demandé 
des informations particuliéres au ministére, vient de 
revenir. Est-ce que le ministére a pu préparer ces 
informations? 


M. Farber: Monsieur le président, nous avons, 
effectivement, des informations complémentaires. Cela 
dit, je n’ai pas un dossier a vous soumettre. 


Ce matin, M. McCrossan a prétendu que M. Dodge 
avait peut-étre trompé le comité le 28 janvier dernier au 
sujet de la position de certains membres du gouvernement 
ou du Parlement de la province de l’Ontario a propos des 
centres bancaires internationaux. 
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We have reviewed the correspondence and minutes of 
the hearing of January 28 as well as the relevant dates 
when the legislation for international banking centres was 
released. Some of the minutes of the meetings conducted 
and discussions held with senior officials in the Ontario 
government, representatives of Metro-Toronto and the 
Toronto Board of Trade and excerpts from the Speech 
from the Throne of April 22, 1986 for the Province of 
Ontario state quite emphatically that the Province of 
Ontario is certainly interested in international banking 
centre legislation, but will await that legislation being 
tabled before doing anything. 


Ose )) 


Mr. Chairman, as you know, the legislation about 
international banking centres was tabled the same day the 
hearing took place, January 28. As a result, I totally 
concur with anything Mr. Dodge said at that time. I have 
no difficulty with the statement he made and I do not 
believe he misled this committee in any manner 
whatsoever. There had been ongoing discussions with 
people from the province of Ontario, including the Board 
of Trade. Those discussions were in the context of the 
proposal laid out and the legislation had not been tabled 
as of that date. 


Mr. Minaker: I would like to raise the question about 
the value and size of loans in the various banks. Were you 
able to get any information on that? 


Mr. Brian J. Ernewein (Tax Policy Officer, Tax Policy 
and Legislation Branch, Department of Finance): No, not 
on a bank-by-bank basis. During the time we had since 
the break this morning, we checked with the Financial 
Institutions Branch and I believe they did some checking 
on their own. I am not sure if it was the Bank of Canada 
or the Inspector General. In any event there does not 
appear to be a bank-by-bank breakdown of offshore 
deposits or loans, but we endeavoured to find the 
information. 


I would like to go back to the point raised earlier this 
morning. I am not sure that the actual income of the 
bank is a direct connection to the tax payable. 


Miss Nicholson: I have trouble with this particular 
amendment because of the actual figure, but I am very 
much in sympathy with the principle of setting some kind 
of cap. We all have been concerned for a long time about 
the problems with tax expenditures. When the former 
member for Capilano, Mr. Huntington, was Chairman of 
the Public Accounts Committee, he did a lot to raise the 
consciousness of Members of Parliament on this issue. 


We now have a situation where, according to the 
Auditor General, the amount of money forgone by the 
treasury each year as a result of tax expenditures is 
equivalent to our entire deficit. So often once you put a 
tax expenditure measure in place, it is demand driven. We 
have seen time and time again that whatever projections 
the Department of Finance does, they do not match with 
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Nous avons regu la correspondance et le proces-verbal 
des discussions du 28 janvier ainsi que les dates de 
publiciation du projet de loi sur les centres bancaires 
internationaux. Nous avons également le proces-verbal de 
certaines réunions entre des hauts fonctionnaires du 
gouvernement de l’Ontario, des représentants du Toronto 
Métropolitain et la Chambre de commerce de Toronto 
ainsi que des extraits du Discours du Trone du 22 avril 
1986; la province de l’Ontario déclare catégoriquement 
qu’elle s’intéresse a la législation sur le centre bancaire 
international mais qu’elle attendra le dépot du projet de 
loi avant de faire quoi que ce soit. 


Monsieur le président, comme vous le savez, le projet 
de loi sur les centres bancaires internationaux a été 
déposé le jour méme de la réunion, le 28 janvier. Par 
conséquent, je confirme absolument tout ce que M. Dodge 
a déclaré a l’époque. Je ne vois rien a redire aux 
déclarations qu’il a faites, et je suis convaincu qu’il n’a 
pas trompé ce comité. Il y a effectivement eu des 
discussions avec les gens de la province, y compris la 
Chambre de commerce. Ces discussions ont tourné autour 
des propositions et, a l’€poque, le projet de loi n’avait pas 
encore été déposé. 


M. Minaker: J’ai des questions a poser au sujet de la 
valeur et de l’importance des préts dans les diverses 
banques. Est-ce que vous avez des informations a ce sujet? 


M. Brian J. Ernewein (responsable de la_ politique 
fiscale, Direction de la politique et de la législation de 
Vimpot, ministére des Finances): Non, pas par banque. 
Depuis la fin de la séance de ce matin, nous avons vérifié 
auprés de la direction des institutions financiéres et je vois 
qu’ils ont fait également des vérifications. Je ne sais pas 
s'il s’agissait de la Banque du Canada ou de l’inspecteur 
général. Quoi qu’il en soit, apparemment il n’y a pas de 
liste des dép6ts ou des préts étrangers par banque, mais 
nous avons essayé de trouver cette information. 


J’aimerais revenir sur quelque chose qui a été dit ce 
matin. Je ne suis pas certain que le revenu véritable d’une 
banque soit lié directement a l’impot exigeable. 


Mme Nicholson: Cet amendement m/’inquiéte a cause 
du chiffre, mais l’idée de fixer un plafond me plait 
énormément. Les dépenses fiscales sont depuis longtemps 
un grand sujet de préoccupation et lorsque l’ancien ~ 
député de Capilano, M. Huntington, était président du 
comité des Comptes publics, il a beaucoup fait pour 
familiariser les députés avec ce probléme. 


D’aprés le Vérificateur général, le trésor renonce 
chaque année a cause des dépenses fiscales, a |’€quivalent 
de notre déficit total. Le plus souvent, lorsqu’on introduit 
une mesure qui se traduit par une dépense fiscale, la 
demande la maintient en place. Nous l’avons constate tres 
souvent, quelles que soient les projections du ministere 
des Finances, les résultats sont différents. Les avocats et les 
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the outcome. The ingenuity of lawyers and accountants in 
the private sector far outruns whatever can be anticipated 
by public servants. 


The major Canadian banks are not going to do the 
kinds of things which we heard the auditors in New York 
are worried about, such as attributing other costs to the 
IBCs and therefore inflating their tax reduction. We have 
no guarantee who is going to be able to use this IBC. 
Once the thing is in the legislation, we do not know. We 
are not only talking about our major Canadian banks: we 
are also talking about institutions in the future which 
might be much less reputable. There is potential for 
tremendous tax leakage. 


The other very disconcerting thing is that as we have 
been examining this issue, the Department of Finance has 
not been able to come up with clear statements of 
numbers, but I will not labour again what was discussed 
this morning. 


I would like to see some kind of cap. Frankly I think 
Mr. McCrossan’s cap is a little generous, but in the 
interests of having some cap and believing that some cap 
is better than no cap, I will support the amendment. 
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Mr. Orlikow: Mr. Chairman, I am going to support the 
amendment although I want to make it very clear that 
members of the New Democratic Party are very skeptical, 
and that is putting it as politely as I can, about any more 
tax breaks given to the banks or anybody else. As has 
already been indicated, these tax expenditures cost the 
people of Canada tens of billions of dollars, at least 90% 
or more of which I am sure goes to very big corporations. 


I remind members of the last disastrous proposal by the 
former Liberal government that there be a tax credit on 
scientific research expenditures which they estimated 
might cost the treasury $300 million, and which cost $3 
billion. 


I have to say I was amazed when I saw a report that the 
Deputy Minister of Finance, when asked to explain how 
they could have miscalculated so badly, said they did not 
realize there were so many dishonest people. I find it 
strange the department would assume when it helps devise 
a scheme under which individuals or corporations can 
avoid paying taxes, and people avail themselves of that 
Opportunity, that the deputy minister attributes it to their 
being dishonest. If I understand correctly at least a 
substantial percentage of them just followed the provision 
in the tax law which the then-government permitted. 


I am less than enthused about giving anything to our 
banks when I know that the teller in the bank across the 
street pays a higher percentage of her income in personal 
income tax than the bank she works for pays in corporate 
taxes. A number of our banks have paid no taxes at all in 
recent years. Since I cannot see that this is going to 
provide any substantial number of jobs, either in 
Vancouver or Montreal, jobs which do not already exist, I 
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comptables du secteur privé trouvent toujours un moyen 
que les fonctionnaires n’avaient pas prévu. 


Les principales banques canadiennes ne feront pas ce 
que les vérificateurs newyorkais redoutent, par exemple 
attribuer d’autres colts aux centres bancaires 
internationaux pour gonfler leur réduction fiscale. Nous 
ne savOns pas vraiment qui pourra utiliser ce centre 
bancaire international. Une fois dans la législation, c’est 
Yinconnu. Nos principales banques canadiennes ne sont 
pas les seules en cause; dans l’avenir, il pourrait y avoir 
d’autres institutions beaucoup moins respectables. Les 
fuites fiscales possibles sont innombrables. 


Il y a une autre considération trés déconcertante, c’est 
que le ministére des Finances n’a pas réussi A nous citer 
des chiffres vraiment clairs; cela dit, je ne reviendrai pas 
Sur Ce qui a été dit ce matin. 


J’aimerais beaucoup qu’on impose un plafond. Je vous 
avoue que le plafond proposé par M. McCrossan me 
semble un peu trop généreux, mais je suis convaincue que 
c’est mieux que rien, et je soutiendrai l’amendement. 


M. Orlikow: Monsieur le président, je voterai 
également en faveur de l’amendement mais je tiens a dire 
que les membres du Nouveau Parti Démocratique sont 
trés sceptiques, c’est le moins qu’on puisse dire, quand on 
parle d’accorder une fois de plus des allégements fiscaux 
aux banques. Comme on I’a déja dit, ces dépenses fiscales 
coutent a la population canadienne des dizaines de 
milliards de dollars dont 90 p. 100 vont aux trés grosses 
sociétés, j’en suis convaincu. 


Je me permets de rappeler aux députés la derniére 
proposition désastreuse de l’ancien gouvernement libéral, 
ce crédit d’imp6t pour la recherche scientifique qui devait 
couter au trésor 300 millions de dollars et qui a fini par 
lui couter 3 milliards de dollars. 


J’avais été assez renversé quand le Sous-ministre des 
finances, a qui on demandait comment on pouvait se 
tromper a ce point, avait répondu qu’il ne savait pas qu'il 
y avait tant de gens malhonnétes. Lorsque le ministére 
met sur pied un systéme qui permet aux particuliers ou 
aux sociétés d’éviter de payer des impéts, lorsque ceux-ci 
en profitent, je m’étonne de voir le Sous-ministre 
attribuer cela a leur malhonnéteté. Si j’ai bien compris, 
beaucoup parmi eux s’étaient contentés d’observer les 


dispositions de la Loi fiscale adoptées par le 
gouvernement de l’époque. 
Je suis loin d’étre enthousiaste quand il s’agit de 


donner quelque chose a nos banques quand je sais que la 
caissiere de la banque d’en face paie en impét un 
pourcentage plus élevé de son revenu que la banque pour 
laquelle elle travaille ne paie d’impot sur les sociétés. Ces 
dernieres années, il y a plusieurs banques qui n’ont payé 
aucun impot. Comme je ne vois pas comment cela peut 
augmenter le nombre des emplois, que ce soit a 
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consideration to this proposal at all. 


However, the amendment is better than the original so 
I propose to vote for the amendment. 


Amendment negatived: nays, 5; yeas, 4. 


Miss Nicholson: I have a further amendment, Mr. 
Chairman. The purpose of my amendment would be to 
set a sunset clause on this legislation. If it is valid it can 
prove itself in three years and be renewed, and if not valid 
the answer is Obvious. 
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This is a bill that has the potential for enormous 
uncontrolled loss of revenue without any compensating 
benefits. Therefore I would deem it only prudent to have 
a sunset clause. If in fact my fears are unfounded and the 
measure proves itself to be useful in three years, it can be 
continued. If not, it could be wound down. 


I move that clause 10 of Bill C-64 be amended by 
adding immediately after line 26 at page 16 the following: 


(3) Subsections (1) and (2) expire on December Silke 
1990. 


Mr. McCrossan: The Lambert Royal Commission, 
which was published in 1979, recommended that all 
financial incentives should have a sunset clause and five 
years was suggested, as I recall. 


The principle of sunset clauses is something I support, 
in general, but it has not yet been the practice. I would 
like to see it adopted on a wide-scale basis. Three years 
would be too short in this particular case to give it a 
reasonable chance to start up. 


I would like to support sunset clauses in all tax 
expenditures at the five-year level as recommended by the 
royal commission, but identifying this particular measure 
as the first and only one would not be politically wise. I 
will be voting against the amendment for the reasons 
noted. 


Motion negatived. 


Miss Nicholson: I would like to speak on clause 10, 
Mr. Chairman, before it carries. Since we have been 
joined this afternoon by some members who have not 
been here before, and whom I welcome very sincerely, I 
would just like to review the whole history of this 
measure, because some of the history goes back to 
previous parliaments. 


In the 1970s there were banks in New York State that 
were very concerned because they felt they were closed 
out of the European markets, the Eurobond markets. 
They felt their competitiveness was limited by three 
factors: one, the high city taxes; two, the high state taxes; 


n’existent pas déja, je vois mal quelle raison il y aurait a 
adopter cette proposition. 


Cela dit, l’'amendement est préférable a Voriginal, je 
voterai donc en faveur de l’amendement. 


L’amendement est rejeté par 5 voix contre 4. 


Mme Nicholson: Monsieur le président, j’ai encore un 
amendement. Cet amendement introduirait une clause de 
temporisation dans le projet de loi. Si ces dispositions sont 
valables, on pourra le constater d’ici trois ans, et il sera 
possible de reconduire. Sinon, la réponse est évidente. 


C’est un projet de loi qui pourrait fort bien entrainer 
une perte non contrdlée de recettes sans aucun avantage 
en contrepartie. Il me paraitrait donc prudent d’avoir une 
clause de temporisation. Si l’avenir prouve que mes 
craintes sont injustifiées et si la mesure s’avere utile dans 
trois ans, elle pourra étre prolongée. Dans le cas 
contraire, elle pourrait étre progressivement €liminée. 


Je propose donc que l’article 10 du projet de loi C-64 
soit modifié en ajoutant immédiatement 4 la suite de la 
ligne 22, page 16, ce qui suit: 


(3) les paragraphes (1) et (2) se terminent le 31 
décembre 1990. 


M. McCrossan: Dans son rapport publié en 1979, la 
Commission royale Lambert a recommandé que toutes les 
incitations financiéres soient assujetties a une clause de 
temporisation, et si je me souviens bien, on avait proposé 
une durée de cinq ans. 


Je suis, en général, favorable au principe des clauses de 
temporisation, mais leur pratique n’est pas encore 
répandue. Mais je souhaiterais qu’elle soit plus largement 
adoptée. Dans le cas qui nous concerne, il faudrait plus de 
trois années pour que le démarrage se fasse et qu’il ait 
d’honnétes chances de réussir. 


Jaimerais que toute dépense fiscale soit assortie d’une 
clause de temporisation et que la durée de cinq ans 
recommandée par la Commission royale soit retenue, 
mais politiquement, il ne serait pas sage de le faire 
uniquement pour cette mesure particuliere. C’est pour ces 
raisons que je voterais contre la modification. 


La motion est rejetée. 


Mme Nicholson: J’aimerais revenir sur l’article 10, 
monsieur le président, avant qu’il soit adopté. Comme de 
nouveaux membres sont venus ce joindre a nous cet aprés- 
midi, a qui je souhaite d’ailleurs trés sincérement la 
bienvenue, j’aimerais passer en revue tout l’historique de 
cette mesure, car elle remonte a des legislatures 
antérieures. 


Dans les années 1970, certaines banques de Etat de 
New York étaient trés inquiétes parce qu’elles avaient 
Vimpression d’avoir été écartées du marché européen, des 
marchés des Euro-obligations. Elles estimaient leur 


compétitivité limitée par trois facteurs: le premier, les 
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and three, and most importantly, certain requirements of 
the Federal Reserve. 


They proceeded to think of an international banking 
centre as something that would enable them to compete 
more effectively in the European markets. They organized 
very effectively. A special high-powered commission was 
set up by then Governor Carey to look into the 
implications of reducing both state and local taxes for 
banks and encouraging the Federal Reserve to change 
their regulations. There were many bankers on this high- 
powered commission. I want to stress that, because the 
movement for IBCs in the United States began with 
bankers. 
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In Canada it began with chambers of commerce; our 
banks have never requested them. Our banks have not felt 
themselves closed out of competing overseas because of 
these three sets of factors: city taxes, state taxes or 
provincial taxes, and the federal regulations. 


When this marvellous lobbying effort got going in New 
York they hired some very effective public relations firms 
and they did a very impressive attack on public opinion 
in order to get what they wanted. One banker whom I 
met had gone on television at that time for, as he said, the 
first and only time in his life. He is a very discreet banker 
who does not normally appear publicly—but he was 
coached by a public relations firm for his appearance 
before the cameras. As part of his coaching he was told to 
be prepared for a question on how many jobs the IBCs 
would create. He said to the coach from the public 
relations firm, well, I do not really see it creating many 
jobs. Do you have other information? The answer was, 
oh, yes, the figure we are using, that is being used, is 
150,000. You really can feel quite safe using that figure. 
So I believe he used the figure. 


The hype went on. Of course it spread over into 
Montreal. The IBCs were established in New York, and 
my impression is that even without the reduction in state 
and local taxes, they could have been established with 
simply the change in the federal regulations. 


Be that as it may, they were established, and 
subsequently have been established in other states and we 
heard in some cases they do not do very much business 
but the banks think it is nice to be able to put in their 
annual report that they are an IBC. It adds a little status, 
even if there is no business done. 


The New York ones told us they were not able to give 
us firm figures about how much more business they were 


_ doing as a result of an IBC. New York is an international 


centre in any Case. 


[Traduction] 


taxes municipales élevées; le deuxiéme, les taxes d’Etat 
élevées; et le troisiéme, qui est le plus important, certaines 
exigences de la Federal Reserve Bank. 


Elles sont parvenues a la conclusion qu’un centre 
bancaire international leur permettrait de concourir plus 
efficacement sur les marchés européens. Elles se sont 
Organisées avec beaucoup d’efficacité. Une commission 
speciale de haut niveau a été constituée par le gouverneur 
de lV’époque, M. Carey, qui fut chargé d’étudier les 
conséquences de la réduction des taxes d’Etat et des taxes 
municipales imposées aux banques et d’encourager la 
Federal Reserve Bank 4 modifier ses réglements. De 
nombreux banquiers faisaient partie de cette Commission. 
Je tiens a le souligner, car le mouvement en faveur des 
CBI aux Etats-Unis a été lancé par les banquiers. 


Au Canada, ce sont les chambres de commerce, et non 
les banques, qui les ont réclamés. Nos banques ne se sont 
pas senties écartées des marchés d’outre-mer a cause de 
ces trois séries de facteurs: taxes municipales, taxes d’Etat 
ou provinciales, et reglements fédéraux. 


Lorsque les banques ont entrepris ce merveilleux effort 
de lobbying a New York, elles ont recruté des sociétés de 
relations publiques trés efficaces et ont mené une 
offensive trés impressionnante auprés de l’opinion 
publique pour obtenir ce qu’elles voulaient. Un banquier 
que j’ai rencontré était alors passé a la télévision, comme 
il disait, pour la premiére et derniére fois de sa vie. C’est 
un banquier extrémement discret qui ne parait pas 
normalement en public—il avait été préparé pour 
’épreuve des caméras par une société de relations 
publiques. Celle-ci lui avait notamment dit d’étre prét a 
répondre a une question sur le nombre d’emplois que les 
CBI créeraient. Il avait alors répondu a son moniteur 
qu’il ne pensait pas que cela permettrait de créer 
beaucoup d’emplois et lui avait demandé s’il avait d’autres 
renseignements; a quoi on lui avait répondu que l’on 
utilisait le chiffre de 150,000 et on lui avait dit qu'il ne 
risquait rien a l’utiliser. Et je crois que c’est ce qu’il a fait. 


Le battage s’est poursuivi et a, bien sar, gagné 
Montréal. Les CBI ont été créés 4 New York, et j'ai bien 
impression que méme sans la réduction des taxes 
municipales et d’Etat, ils auraient pu 1’étre en modifiant 
simplement les réglements fédéraux. 


Quoi qu’il en soit, ces centres ont donc été établis, et 
l'on également été plus tard dans d’autres états. D’aprés ce 
que nous savons, ils ne font pas toujours beaucoup 
d’affaires mais cela flatte les banques de pouvoir dire dans 
leur rapport annuel qu’elles sont un CBI. Cela leur donne 
un peu de prestige, méme si les affaires ne suivent pas. 


Les banques newyorkaises nous ont dit qu’elles 
n’étaient pas en mesure de nous fournir des chiffres 
fermes sur l’augmentation de leurs affaires du fait qu’elles 
étaient devenues des CBI. De toute facon, New York est 
un centre international. 
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The point I want to make is that when the movement 
started for IBCs in New York it was started by bankers, 
for three specific circumstances which do not obtain here. 


Subsequently the Montreal Board of Trade, obviously 
having heard all the New York hype and having heard the 
figures of hundreds of thousands of jobs, thought this 
would be a nice thing to have. They approached Marc 
Lalonde when he was Minister of Finance. A study was 
made by Louis Rasminsky, then the Assistant Governor of 
the Bank of Canada and we have had that study before 
this committee; the recommendation was that the benefits 
were marginal and the risk of loss to the treasury quite 
high. So that did not proceed. 


I know also in the last Parliament, since the Montreal 
Board of Trade obviously talked to other boards of trade, 
the Toronto Board of Trade inquired about an IBC and so 
did some cities in the west, including Edmonton. 


Then the matter was dormant until around the time of 
the last election when it surfaced and somebody promised 
Montreal and Vancouver that they would have an IBC 
and it would bring jobs and economic activity and 
everything you ever heard of. 


All through this latest development the banks have 
been conspicuously absent, and Mr. Macintosh of the 
Canadian Bankers’ Association, in his evidence before this 
committee made it very clear that the banks did not 
request the IBC. 


sO 


We certainly have had evidence here before us that the 
officials from the Department of Finance went on what 
sounded like a marketing blitz to Montreal, to Toronto, 
and to other places, meeting with people from boards of 
trade and municipalities on the issue of IBCs, but not 
talking to the banks or the financial institutions who 
might be presumed to know what value, if any, there is in 
it. 


There was very clear evidence given before this 
committee about days and dates, and it is quite clear that 
for the best part of a year, there were negotiations going 
on between the department of Finance and various boards 
of trade and municipalities without any direct approach 
to the bankers. Then the Canadian Bankers’ Association 
got wind of it and submitted their views, which essentially 
were very similar to those of Mr. Rasminsky several years 
before. We have the situation that municipalities and 
boards of trade naturally want more economic action in 
their cities. That is their role, that is something we 
respect, and something everyone here would approve and 
want to assist. 


[Translation | 


Ce que je veux souligner, c’est que le mouvement lancé 
en faveur des CBI a New York a été le fait des banquiers, 
et qu’ils étaient motivés par trois facteurs précis qui ne 
jouent pas ici. 


Par la suite, la Chambre de commerce de Montréal, qui 
avait manifestement suivi tout le battage fait a New York 
et entendu parler de ces centaines de milliers d’emplois, 
s'est dite A son tour qu’il serait bon d’avoir la meme 
chose. Elle a donc fait une démarche aupres de Marc 
Lalonde, qui était alors ministre des Finances. Une étude 
fut faite par Louis Rasminsky, a l’€poque, gouverneur 
adjoint de la Banque du Canada; nous avons soumis ce 
document au comité. Il concluait que les avantages étaient 
marginaux et que les risques de perte pour le Trésor, fort 
élevés. Les choses ne sont donc pas allées plus loin. 


Je sais également qu’au cours de la derniere legislature, 
la Chambre de commerce de Montréal ayant 
manifestement parlé a d’autres chambres de commerce, la 
Chambre de commerce de Toronto s’était renseignée sur 
la possibilité de créer un CBI et d’autres villes de POuest, 
dont Edmonton, en avaient fait autant. 


La question est demeurée en sommeil jusqu’a Vépoque 
des derniéres élections. Elle est alors revenue a la surface 
et quelqu’un a promis a Montréal et a Vancouver qu’elles 
auraient un CBI et que cela créerait des emplois, 
stimulerait l’activite économique et apporterait tous les 
avantages imaginables. 


A ce stade de la question, les banques ont brillé par 
leur absence, et M. MacIntosh, de l’Association des 
banquiers canadiens, a trés clairement ¢tabli, dans sa 
déposition devant ce comité, que les banques n’avaient pas 
demandé de CBI. 


On nous a certainement montré que les fonctionnaires 
du ministére des Finances ont lancé une _ véritable 
offensive de commercialisation 4 Montréal, a Toronto, et 
en d’autres endroits, ot ils ont rencontré les membres des 
Chambres de commerce et des municipalités avec qui ils 
ont discuté de la question des CBI. [ls n’ont cependant pas 
eu d’entretien avec les banques ou les établissements 
financiers dont on pourrait s’attendre a ce qu’ils 
connaissent la valeur, a supposer qu’ils en aient une, de 
tels centres. 


Les témoignages présentés devant ce Comité ont été 
trés précis sur les jours et les dates, et il est tout a fait clair 
que pendant une bonne partie de l’année, des 
négociations se sont poursuivies entre le ministére des 
Finances et diverses chambres de commerce et 
municipalités, sans qu’aucun contact n’ait été pris avec les 
banquiers. L’Association des banquiers canadiens a alors 
eu vent de l’affaire et a présenté ses vues, qui, pour 
Vessentiel, étaient trés semblables a celles qu’avait 
exprimées M. Rasminsky, il y a plusieurs années. 
Actuellement, les municipalités et les chambres de 
commerce veulent donc naturellement une plus grande 
activité économique dans leurs villes. C’est leur role, et 
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Both Montreal and Vancouver have high rates of 
unemployment. I am sure everybody here would support 
measures taken under the regional economic expansion 
Programs or export assistance, or any other measures 
which would assist them to revitalize their economices 
and take advantage of their very Strategic geographical 
positions, but this measure is not it. 


We have had a white paper on taxation here recently, 
which this committee has been studying night and day for 
many months. We were told that the base broadening, 
which was going to lead to some reduction of taxes, was 
going to be achieved by removing or reducing certain tax 
exemptions. Here we have yet another one for which we 
have no costs and no forecasts. It is wide open, it is going 
to be demand driven, we have no idea what we are getting 
into, and it affects banks and banks did not request it. 


There is a real inconsistency between this measure and 
the so-called tax reform that we have been dealing with. 
Among our unknowns, we have not had anything like the 
sensible cost-benefit analysis that we have been requesting 
from the Department of Finance the whole year that this 
matter has been before us, and we still do not know how 
much it is going to be used. It is quite possible that it will 
not be used. It is quite possible that the banks will simply 
ignore it, that they will continue to do their business ona 
base of market forces, and that this government has set 
region against region and member against member for no 
reason, and no result whatever. Actually the best we can 
hope for may be that the banks simply do not use it. 


| This is not going to be limited to our long established 

reputable banks. The second is the possibility is that 
certain banks—we do not know who they are—can use 
' this, and the costs distributed or allocated, and many 
Other costs absorbed, and shown as taxable expenses. This 
is wide open, and the costs to the Treasury are quite 
. unknown. Here we have the government trying to use our 
‘National taxation as a regional development exercise. It 
has been done before. Perhaps there is a precedent for it 
with the Cape Breton Development Corporation. I am not 
hung up on it if it works and if it is effective, but we have 
no proof whatever that this is going to be effective or that 
“it is anything but another boondoggle. 


| * 1620 


Miss Carney, who was then the Minister responsible— 
she may still be—announced IBCs in Vancouver rather a 
pions time ago as part of her regional development plan. 
Heesumably somebody did some economic impact studies. 


} 


[Traduction] 


c’est une position que nous respectons et que toutes les 
personnes ici présentes approuveraient et voudraient 
appuyer. 


Montréal et Vancouver ont un taux de chomage élevé. 
Je suis convaincue que tous ceux qui sont ici seraient 
favorables a4 des mesures prises dans le cadre des 
programmes d’expansion économique régionale ou d’aide 
a l’exportation, ou a toute autre mesure qui les aideraient 
a stimuler leur économie et a profiter de leur position 
geographique trés stratégique, mais ce n’est pas le cas de 
cette présente mesure. 


Nous venons d’avoir un Livre blanc sur la fiscalité que 
ce Comité a étudié nuit et jour pendant de nombreux 
mois. On nous a dit que Vélargissement de l’assiette, qui 
allait se traduire par une certaine diminution des impots, 
serait réalisé grace 4 l’€limination ou A la réduction de 
certaines exemptions. Nous avons ici encore une autre 
mesure pour laquelle nous ne disposons d’aucune donnée 
sur les couts et d’aucune prévision. C’est Vinconnu; tout 
sera fonction de la demande, et nous n’avons aucune idée 
de ce a quoi nous nous engageons, alors que cela aura des 
répercussions pour les banques et que celles-ci n’ont rien 
demande. 


Il y a une véritable contradiction entre cette mesure et 
la réforme fiscale dont nous nous sommes occupés. Entre 
autres inconnues, nous ne disposons toujours pas de la 
solide analyse cotts-avantages que nous réclamons au 
ministére des Finances depuis un an que la question est 
devant nous; nous ne savons toujours pas si cette mesure 
sera utilisée. Il est tout a fait possible qu'elle ne le soit pas. 
Il est tout a fait possible que les banques n’en tiennent 
aucun compte et qu’elles continuent a traiter leurs affaires 
en fonction des forces du marché, alors que ce 
gouvernement a dressé région contre région et député 
contre député sans aucune raison ni résultat valable. En 
fait, tout ce’ que nous pouvons espérer, c’est que les 
banques ne s’en servent pas. 


Cela ne se réduira pas a nos banques 4 la réputation 
€tablie de longue date. Il se peut également que certaines 
banques... nous ne savons pas lesquelles. . . exploitent 
cette mesure et que les couts soient répartis et absorbés, et 
apparaissent comme des dépenses déductibles. C’est donc 
Vinconnu, et on n’a vraiment aucune idée des couts que 
cela représente pour le Trésor. Ce que fait le 
gouvernement, c’est d’essayer d’utiliser notre régime fiscal 
national comme instrument de développement régional. 
Cela s’est déja fait. La Société de développement du Cap 
Breton constitue peut-étre un précédent a cet égard. Je 
n’y suis pas absolument opposée, si la mesure est efficace, 
mais rien ne prouve qu'elle le sera et qu’il S’agisse d’autre 
chose que d’une autre opération de bricolage. 


Madame Carney, qui était la ministre responsable a 
Vépoque—elle lest peut-étre encore—avait annoncé la 
création d’un CBI a Vancouver, il y a un certain temps de 
cela, dans le cadre de son plan de développement 
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We have never seen a thing here. We are being asked to 
pass this on faith. 


Somebody mentioned this morning that this could be 
called the bankers’ relief act, but in fairness to the 
banks—I say it for the third time—they did not request it. 


On the question of job creation, the banks say perhaps 
25 jobs; the Finance department says perhaps 11. In Wall 
Street one person who was asked by our committee how 
many jobs their IBCs have created, said perhaps one or 
two. In our report the Finance committee said it was 
modest. 


Then we get into costs. When he was before this 
committee, Mr. Dodge began with no cost, then perhaps 
some cost, then certainly not more $100,000. In New 
York State the figure given was a suspected figure because 
they had not done a full audit, but they were suspecting 
up to $200 million leakage. 


I do not want to go on too long, but I want to repeat 
three essential points, all in less than one minute. Firstly, 
I would support it if I could see any benefit to Vancouver 
and Montreal. I cannot. Secondly, | would support it if it 
had a cap, if there were any sensible assessment and if I 
were sure it would not run out of control. I cannot. 


Thirdly, the government has mishandled this badly. I 
regret that it has been introduced as a regional economic 
development measure and I regret the way it has been 
handled, the assumption being if you are from Toronto 
you are opposed to this because it is being set in Montreal 
or Vancouver. That is wrong. It is very wrong to treat a 
taxation bill in that way because, as Members of 
Parliament, there are certain values I think we all care 
about. One of them is giving the taxpayer value for his or 
her dollar. This bill does not do it; it does not even have 
any measurements to keep a handle on it. 


For all those reasons I am voting against clause 10. 


Clause 10 agreed to on division. 


The Vice-Chairman: We will now revert to 
schedule we had been on when we came back. 


the 


Clause 16 agreed to. 
On clause 17 


The Vice-Chairman: I am advised by the clerk that the 
amendment has been ruled out of order because it goes 
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régional. J’imagine que quelqu’un a du faire des études 
d’impact économique, mais nous n’en avons jamais vu la 
couleur. On nous demande de donner aveuglément notre 
accord. 


Quelqu’un a dit, ce matin, que cela pourrait s‘appeler 
la Loi d’aide aux banquiers, mais pour étre juste a leur 
égard—¢a fait la troisiéme fois que je le dis, ce ne sont pas 
eux qui l’ont demandeée. 


Quant aux créations d’emplois, les banques ont dit que 
cela permettrait peut-étre d’en créer 25; le ministere des 
Finances a dit, peut-étre 11. Une personne de Wall Street 
a qui notre comité avait demandé combien d’emplois 
avaient été créés grace a leurs CBI, a répondu qu'il y en 
avait peut-étre eu un ou deux. Dans notre rapport, le 
comité des Finances a déclaré que le chiffre était modeste. 


Venons-en maintenant aux couts. Lorsqu’il a comparu 
devant ce comité, M. Dodge a commencé par dire que les 
couts seraient nuls, puis qu’il y en aurait mais quils ne 
dépasseraient certainement pas 100,000$. Le chiffre donné 
dans l’Etat de New-York était sans doute une supposition 
puisqu’il n’y avait pas eu de vérification complete, mais 
on pensait qu’ils étaient de l’ordre de 200 millions de 
dollars. 


Je ne voudrais pas trop épiloguer, mais je tiens a 
répéter trois points essentiels, le tout en moins d’une 
minute. Premiérement, je serais favorable a cette mesure 
si elle me paraissait présenter le moindre avantage pour 
Vancouver et Montréal, ce qui nest pas le Cas. 
Deuxiémement, j’y serais favorable si il y avait un 
plafond, s’il y avait eu une évaluation raisonnable et $1 
j’étais certaine qu’il n’y aurait pas d’emballement; ce n’est 
pas le cas non plus. 


Troisiemement, le gouvernement a_ tres mal 
manoeuvre. Je regrette qu’on n’en ait fait une mesure de 
développement économique régional, et je regrette la 
maniére dont la question a été présentée, et le fait que 
Von parte du principe que si vous étes Torontois vous y 
étes hostile parce ce que c’est 4 Montréal ou a Vancouver 
qu’on va créer un CBI. Ce n’est pas ainsi qu’il faut 
procéder. Il est tout a fait inacceptable de traiter ainsi un 
projet de loi sur l’imp6t car, en tant que députés, nous 
sommes tous attachés, je crois, a certaines valeurs. L’une 
d’entre elles est de veiller a ce que le contribuable en ait 
pour son argent, ce que ne fait pas ce projet de loi; il ne 
prévoit méme pas de moyens de mesurer les choses afin 
de les controler. 


C’est pour toutes ces raisons que je vote contre l’article 
10. 


L’article 10 est adopté a la majorité. 


Le vice-président: Revenons maintenant au point ou 
nous étions restés. 


L’article 16 est adopté. 
Article 17 


Le vice-président: Le  greffier m/’informe que 
l'amendement a été déclaré irrecevable parce qu’il touche 
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into the principal act. The Minister proposes to introduce 
it a later stage. 


Clause 17 agreed to. 


* 1625 
On clause 18 


‘The Vice-Chairman: For clause 18 we have an 


amendment. 


Mr. White: Mr. Chairman, this motion would amend 
the new successor rules which are included in Bill C-64. 
The amendments being proposed in the motion are very 
technical. They basically clarify some definitions that are 
used in the new rules, and correct some cross references 
in the new rules. 


Mr. Minaker: Mr. Chairman, as you know, I think 
most of us as members received a letter— 


The Vice-Chairman: Mr. Minaker, I think we could 
address the amendment the government is proposing. 
That is a separate amendment regarding flow-through 
shares. 


Mr. Farber: These are minor technical amendments to 
the provisions in that clause. 


Amendment agreed to. 


The Vice-Chairman: Now we go to the amendment by 
Mr. Minaker. 


Mr. Minaker: Mr. Chairman, my understanding is that 
the department has come forward with an amendment to 
cover what was requested dealing with Canada 
Development Corporation. I think it even goes wider than 
that. I think Mr. Blenkarn raised the question with regard 
to how widespread would it be if the proposed 
amendment as suggested by Mr. Weyman was applied. I 
wonder if you could answer the question. 


Mr. Farber: I would like to make a couple of 
comments. First, the proposed amendment I was given 
_yesterday—I guess if you want a safe proposal by Mr. 
| Weyman, he is not a member of this committee so I 
| Suppose some member of this committee would have to 

Propose that amendment—I do not believe it achieves the 
Intended result to begin with. We have, however, looked 
at it since receipt of the amendment. We understand what 
the proposition is and how to draft the particular words 
which I would be happy to give this committee in a 
moment. 


| However, it strikes me, Mr. Chairman, that you may 
Want to consider whether or. not the proposed amendment 
is out of order. The proposed amendment deals with some 
flow-through share provisions. The amendment in Bill 
C64 deals with the successor rules. This in fact goes 
beyond the policy inherent in the successor rules that are 
“being amended in this bill. While from a strict policy 
‘perspective I would Say we do not have any particular 


[Traduction] 


la loi principale. Le ministre a l’intention de le proposer 


a 
a une date ultérieure. 


L’article 17 est adopté. 


Article 18 

Le vice-président: Nous avons un amendement a 
Varticle 18. 

M. White: Monsieur le président, cette motion 
modifierait les nouveaux réglements concernant les 


corporations remplagantes qui sont inclus dans le projet 
de loi C-64. Les amendements proposés dans cette motion 
sont extrémement techniques. Essentiellement, _ ils 
précisent un certain nombre de définitions utilisées dans 
les nouveaux réglements, et corrigent certains renvois a 
d’autres paragraphes dans ceux-ci. 


M. Minaker: Monsieur le président, comme vous le 
Savez, Je crois que la plupart des membres de ce Comité 
Ont recu une lettre... 


Le vice-président: Monsieur Minaker, Je crois que nous 
pourrions nous occuper de l’amendement proposé par le 


gouvernement. I] s’agit-la d’un amendement distinct 
concernant les actions accréditives. 
M. Farber: Ce sont des amendements techniques 


mineurs aux dispositions contenues dans cet article. 
L’amendement est adopté. 


Le vice-président: Passons maintenant a4 l’amendement 
de M. Minaker. 


M. Minaker: Monsieur le président, je crois 
comprendre que le ministére a présenté un amendement 
qui couvre ce qui avait été demandé au sujet de la 
Corporation de développement du Canada. Je crois qu'il 
va méme plus loin que cela. M. Blenkarn a posé la 
question de savoir quel serait le champ d’application de 
l’"amendement proposé par M. Weyman s’il était appliqué. 
Pourriez-vous répondre a cette question? 


M. Farber: J’aimerais faire une ou deux remarques 
préalables. Prenons tout d’abord l’'amendement proposé 
qu’on m’a communiqué hier... Etant donné que M. 
Weyman n’est pas membre de ce Comité, si vous voulez 
une proposition solide, je suppose qu’il faudra qu’un des 
membres propose cet amendement. .. D’emblée, je dirais 
qu’il ne permet pas d’obtenir le résultat visé. Nous l’avons 
cependant examiné depuis que nous l’avons regu. Nous 
comprenons l’essence de la proposition et nous savons 
comment le coucher dans les termes appropriés, ce que je 
serais heureux de faire pour ce Comité dans un instant. 


Peut-€tre voudrez-vous cependant, monsieur le 
président, déterminer si cet amendement est recevable ou 
non. Il a trait a certaines dispositions concernant les 
actions accréditives alors que l’amendement du projet de 
loi C-64 concerne les réglements au sujet des corporations 
remplagantes. Nous sortons donc 1a du cadre de la 
politique inhérente a ces réglements qui sont modifiés 
dans ce projet de loi. Bien qu’au strict plan des politiques 


Poet? 
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difficulties with what is intended, I put the question to the 
Chair as to whether or not this committee would want to 
deal with an issue that is really extraneous to this bill. 


Mr. McCrossan: As I understand it, it is not extraneous 
to the bill in the sense that it is this bill which creates the 
particular problem that is trying to be resolved by this 
amendment. 


Up until now the companies have been able to 
renounce their flow-through rights up to parents. Parent 
holding companies have been able to further renounce 
them, and they have been able to issue on a share 
exchange basis. Companies have been able to have issue 
shares and then exchange shares up to the parent, and 
that basis has worked for the Canada Development 
Corporation. It is Bill C-64 which blocks that route which 
was available up until that time. 


Mr. Farber: I do not believe this bill does that at all. 
Let me just give you some background as to what is 
intended by the amendment to which the honourable 
gentlemen are referring. CDC would like to issue shares 
in itself as flow-through shares. The law already provides 
for its subsidiaries, to the extent that they are principal 
business corporations, to issue flow-through shares. 


° 1630 


What this amendment purports to allow is for the CDC 
to issue shares in itself. This bill does not stop that. It 
really has nothing to do with that. This bill dealing with 
the successor rules really deals with third and fourth 
successions and not with flow-through share provisions. 


I repeat, in policy terms I do not have a lot of difficulty 
with the notion of a holding company that is a 
corporation where all or substantially all of the assets are 
shares of the capital stock of related companies which are 
PBCs, principal business corporations. 


The only point I am raising, Mr. Chairman, is whether 
or not you want to consider this as being beyond the 
scope of this bill. 


The Vice-Chairman: I do not know that as your 
chairman I would want to rule on the question of whether 
this adds to the scope of the bill. We have had advice to 
that effect. If it goes beyond the scope of the bill, it sounds 
like it is not a permitted action on the part of the 
committee. Yet conversations which I had indicate there 
is a concern amongst holding companies whose only 
interest is to invest through their wholly owned 
subsidiaries in the mining exploration field, the oil and 
gas field, that they would be compromised by the 
regulations as they are coming into effect in this Ways and 
Means Motion. They ask only that by this amendment 
there be a recognition of the simple right and role of a 
holding company having no other interest, but that 
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nous n’ayons pas d’objection particuliére a l’objectif 
poursuivi, je pose la question suivante au président. Ce 
Comité désire-t-il examiner la question qui n’a en fait rien 
a voir avec le projet de loi. 


M. McCrossan: Selon moi, ce n’est pas vrai, car c’est ce 
projet de loi qui crée le probleme que cet amendement 
vise a resoudre. 


Jusqu’a présent, les sociétés ont pu transférer leurs 
droits accréditifs 4 leur société-mére. Les sociétés de 
portefeuille méres ont pu s’en deéfaire, et elles ont pu 
émettre des actions en échange. Les sociétés ont donc pu 
émettre des actions et les céder dans des échanges avec la 
société-mére, et c’est sur cette base qu’a fonctionné la 
Corporation de développement du Canada. C'est le projet 
de loi C-64 qui crée un obstacle 1a ou il n’y en avait pas 
auparavant. 


M. Farber: Je ne suis pas du tout d’accord. Permettez- 
moi de vous expliquer le contexte de l’amendement 
auquel ces messieurs font allusion et de vous en indiquer 
Vobjectif. La CDC aimerait mettre elle-méme des actions 
sous forme d’actions accréditives. La loi prévoit déja que 
les filiales, dans la mesure ow il s’agit de corporations 
exploitant une entreprise principale, puissent é€mettre des 
actions de type accréditif. 


Ce que vise cet amendement est de permettre ala CDC 
d’émettre elle-méme des actions. Ce projet de loi ne s’y 
oppose pas, car il n’a, en fait, rien a voir avec la question. 
Ce projet de loi portant sur les reglements concernant les 
corporations remplagantes, traite en fait des troisieme et 
quatriéme remplacements et non de dispositions 
concernant des actions accréditives. 


Je le répéte, sur le plan de la politique, je n’ai guere 
d’objection a ce qu’une société de portefeuille qui est une 
corporation dont la totalité ou l’essentiel des actifs sont 
constitués par des parts du capital-actions de sociétés liees 
qui sont des CEEP, c’est-a-dire des corporations exploitant 
une entreprise principale. 


La seule question que je souléve, monsieur le 
président, est de savoir si vous tenez a considérer que cela 
sort du cadre de ce projet de loi. 


Le vice-président: A titre de président, je ne suis pas 
certain de vouloir décider de cette question. On nous a 
déja conseillés 4 ce sujet. Si cela sort du cadre du projet 
de loi, il semble bien qu’il ne s’agisse pas d’une action 
autorisée de la part du Comité. Pourtant, les conversations 
que j’ai eues révélent une inquiétude chez les sociétés de 
portefeuille dont le seul interét est d’investir par 
Vintermédiaire de leurs filiales 4 100 p. 100 dans le 
secteur de lexploration miniére, celui du gaz et du 
pétrole. Celles-ci craignent en effet d’étre compromises 
par les réglements qui découleraient de cette motion de 
voies et moyens. Elles demandent simplement que cet 
amendement reconnaisse le droit et le role propres a une | 
société de portefeuille, qui est de ne pas avoir d’autre 
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wholly owned subsidiaries would be able to share their 
risks with flow-through share advantages as do others 
investing in exploration of this kind. 


Mr. Farber: Mr. Chairman, to the extent there was that 
restriction, and I acknowledge there is that restriction, it 
was there prior to Bill C-64. Bill C-64 did not do anything 
to relieve that restriction. That is my Only point. 


Mr. McCrossan: My understanding was that these issues 
have been done this year prior to this bill and that as of 
now they cannot be done anymore. 


Mr. Farber: Mr. Chairman, I am not addressing that 
question. Whether these issues were done on the 
marketplace or not, they were done in contravention of 
the law at that point. 


I am saying I have no difficulty in policy terms with 
the idea. However, that restriction, or the issue that was 
done, was not pursuant to anything in Bill C-64. What is 
being proposed here is an amendment to Bill C-64 to 
explicitly allow the flow through to the parent company 
of a number of related companies which are PBCs, 
principal business corporations. In that context it is not 
an unreasonable amendment. I am only raising the point, 
and asking this committee to consider whether it would 
like to do that here because it really has no reference to 
C-64, in my view. 


| Mr. McCrossan: Mr. Chairman, I understand the legal 
niceties. The thing that struck me from the testimony is 
| that the Finance department in effect is saying they have 
no policy or principle objection to this and that if it was 
not fixed up here presumably it would be fixed up 
someplace in the future if they have no policy or 
Principle objection. So my inclination in that case is to go 
ahead and put it in. 


__ The Vice-Chairman: It can always be corrected at some 
_ later stage if the Minister chooses. 


_ Mr. McCrossan: If somebody indicates there is a policy 
_ Objection to it at a later date, I guess it can be fixed up. 


' Mr. Farber: The only point I would make, Mr. 
Chairman, is there that were four other amendments very 
‘similar to this, which related to other sections of the act 
| we had opened up, and which were called out of order. 
Mr. McCrossan: Called out of order by whom, sir? 


| Mr. Farber: The clerk indicated to us that we were 
Opening up sections of the act. These sections were merely 
consequential changes picking up cross-references, which 
)}were ruled out of order. [ would almost suggest we throw 
‘them all back in if this one is allowed to stand and deal 
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intérét, mais de permettre aux filiales a 100 p. 100 de 
partager leurs risques grace aux avantages des actions 
accréditives comme le font d’autres investisseurs dans ce 
genre d’exploration. 


M. Farber: Monsieur le président, dans la mesure ow il 
y avait cette restriction, et j’en reconnais l’existence, elle 
est antérieure au projet de loi C-64. Ce projet de loi n’a 
rien fait pour l’éliminer. C’est la seule remarque que je 
tiens a faire. 


M. McCrossan: Si je comprends bien, ces émissions 
d’actions ont eu lieu cette année avant la présentation de 
ce projet de loi, et ne seront plus possibles a partir de 
maintenant. 


M. Farber: Monsieur le président, ce n’est pas de cela 
que je parle. Qu’il y ait des émissions d’actions sur le 
marché ou non, elles contrevenaient a la loi telle qu’elle 
existait alors. 


Je répéte que, sur le plan des politiques, je n’ai pas 
d’objection. Cependant, cette restriction, ot l’émission 
d’actions qui a eu lieu, ne découle pas du projet de loi 
C-64. Ce qui est proposé ici est un amendement au projet 
de loi C-64 de maniére 4 ce que celui-ci autorise 
explicitement le transfert a la société-mére par un certain 
nombre de sociétés liées qui sont des CEEP, c’est-a-dire 
des corporations exploitant une entreprise principale. 
Dans ce contexte, l’amendement n’est pas déraisonnable. 
Je me contente de soulever la question, et je demande a ce 
Comité de décider s’il désire faire quelque chose dans ce 
domaine, car, a mon avis, cela n’a vraiment rien 4 voir 
avec le projet de loi C-64. 


M. McCrossan: Monsieur le président, je comprends 
fort bien les subtilités juridiques. Ce qui m’a frappé dans 
ce témoignage, c’est que, dans la pratique, le ministére des 
Finances nous dit qu’il n’a aucune objection sur la 
politique ou le principe et que, si la question n’était pas 
réglée a notre niveau, elle le serait ailleurs, plus tard, en 
absence d’objections de politiques ou de principe. Je 
serais donc personnellement favorable a ce qu’on aille de 
Vavant. 


Le vice-président: C’est quelque chose qui peut 
toujours se corriger par la suite si le ministre le désire. 
M. McCrossan: Si quelqu’un indique par la suite que 


cela va a l’encontre d’une politique, cela peut en effet 
toujours s’arranger. 


M. Farber: La seule remarque que je voudrais faire, 
monsieur le président, est qu’il y a quatre autres 
amendements trés semblables 4 celui-ci, qui sont liés a 
d’autres articles de la loi que nous examinons, et qui ont 
été jugés irrecevables. 


M. McCrossan: Jugés irrecevables par qui, monsieur? 


M. Farber: Le greffier nous a dit que nous étions en 
train de nous attaquer a des articles de la loi. Il s’agissait 
simplement de changements corrélatifs s’appuyant sur des 
rappels et qui ont été jugés irrecevables. Si cette motion 
est jugee recevable, je serais tenté de proposer qu’on les 
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with them all at the same time, rather than introduce new 
motions at third reading stage. 


Mr. McCrossan: I think the committee might well be 


sympathetic to that. That might be a reasonable 
compromise. 

¢ 1635 

The Vice-Chairman: As your chairman, [| try to 


maintain the standards the committee has maintained. If 
we are dealing here with something that does go beyond 
the scope of our legislative committee role, then it is 
certain that the Minister can add this to the policy side of 
this bill when it is in third-reading debate. Is this not 
right? 


Some hon. members: No. 


The Vice-Chairman: At report stage then. Excuse me, I 
am learning. 


Miss Nicholson: Mr. Chairman, if you rule the 
amendment as going beyond the scope of the bill for 
amendment in committee, then it must be introduced at 
report stage. I cannot see that it goes beyond the scope of 
the bill or that it is likely to introduce costs beyond the 
royal— 


The Vice-Chairman: If I sense that my committee 
supports the view that the item is not beyond our terms of 
reference, then let us have your will. First of all, can I ask 
that it be presented as an amendment? Would Mr. 
Minaker or Mr. McCrossan introduce the subject? 


Mr. Minaker: What are we putting forward? We have 
something drafted, I think. 


Mr. Farber: I do not think what is before you is an 
amendment I personally would be comfortable with. 


Mr. McCrossan: Do have an alternative 


amendment? 


you 


Mr. Farber: I have some words that at least make it 
understandable and readable and maybe restrains what 
might otherwise be the case. I would amend clause 18 of 
Bill C-64 by adding thereto, immediately after subclause 
(8) thereof, the following subclause: Subsection 66.(15) of 
the said Act is further amended by... adding thereto... 
the following post-amble: 


or all or substantially all of the assets of which are 
shares of the capital stock of one or more other 
corporations related to the corporation otherwise 
than by reason of a right described in paragraph 
251.(5)(b) whose principal business is described in 
subparagraphs (1) to (vii). 


Mr. McCrossan: The two principal things you have 
introduced there is to introduce the idea that the 
corporations must be related corporations on which there 
is a 51% test. The second thing you have introduced is 
this reference to paragraph 251.(5)(b). 
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reprenne toutes et qu’on les traite en méme temps, plutot 
que de présenter de nouvelles motions en troisieme 
lecture. 


M. McCrossan: Je crois que le Comité pourrait étre 
favorable a cette suggestion. Ce pourrait étre un 
compromis raisonnable. 


Le vice-président: A titre de président, j’essaie de 
maintenir les normes auxquelles tient ce comité. S’il s’agit 
ici de quelque chose qui sort du cadre de notre role 
législatif, il est certain que le ministre peut Vajouter au 
politique lorsque le projet de loi sera en troisieme lecture. 
Est-ce bien cela? 


Des voix: Non. 


Le vice-président: Alors, au stade du rapport. Excusez- 
moi, j apprends. 


Mme Nicholson: Monsieur le président, si vous décidez 
que l’amendement sort du cadre des amendements qui 
peuvent étre apportés au projet de loi en comité, il doit 
étre présenté au stade du rapport. A mon avis, il ne sort 
pas de ce cadre et il est peu probable qu’il crée des couts 
dépassant. . . 


Le vice-président: Si mon comité est d’avis que cet 
article ne sort pas du cadre de notre mandat, faisons 
comme vous le désirez. Premiérement, puis-je demander 
qu’il soit présenté comme amendement? M. Minaker ou 
M. McCrossan voudrait-il bien le faire? 


M. Minaker: Que présentons-nous exactement? Il y a 
quelque chose de rédigé, je crois. 


M. Farber: Je ne crois pas que ce que vous avez devant 
vous soit un amendement que _ j’approuverais 
personnellement. 


M. McCrossan: En avez-vous un autre a proposer? 


M. Farber: J’aurais quelques mots 4 proposer qui 
auraient au moins le mérite de le rendre compréhensible 
et lisible et j’aurais également quelques restrictions 4a 
proposer. Je modifierais l’article 18 du projet de loi C-64 
par l’insertion du paragraphe suivant aprés le paragraphe 
(8): le paragraphe 66.(15) de la méme loi est modifié 
par. . . adjonction de la conclusion suivante: 


ou dont la totalité ou la quasi totalité de actif 
consiste dans des actions du capital-actions d’une ou 
plusieurs corporations liées a la corporation 
autrement qu’en raison d’un droit décrit a l’alinéa 
251.(5)b) dont Ventreprise principale est deécrite au 
sous-alinéa (i) a (vii). 


M. McCrossan: Les deux principaux points que vous 
avez introduits sont, premiérement, l’idée que les 
corporations doivent étre des corporations liées selon le 
critére des 51 p. 100, et la seconde, c’est la référence a 
Valinéa 251.(5S)b). 
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I understand different options. It deals simply with 
stock options. It would be perfectly acceptable to me. 


Amendment agreed to. 
Clause 18 as amended agreed to. 


Mr. Farber: Are we also carrying the other four clauses 
that were removed? 


The Vice-Chairman: No. I have not made any ruling 
on any other four clauses. 


An hon. member: Are they in the same section? 


Mr. Farber: No, they are not in the same section, but 
they were consequential amendments to clauses that have 
already been considered and that were Opening up new 
sections. 


The Vice-Chairman: Unless any member of the 
committee would like to register that wish, no, the Chair 
does not recognize it as a requirement from this 
committee. We have had some give from Finance. I think 
we should look at their consequential amendments if it 
tidies things up. The Minister apparently plans to bring in 
the out-of-order one for clause 17 at the report stage. 
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Mr. McCrossan: Let us get rid of it now if we can. Is 
that the only one that has been considered? 


The Vice-Chairman: There are 4 altogether, one that 
we have passed, 17, and 22 and 26 that are still to come. 
We can take them up when the come. 


I need to have unanimous consent because we are 
reversing the rules here. 


Some ho. members: Agreed. 
On clause 17 


Mr. McCrossan: Is this the one amending line 45 and 
adding a new paragraph 17.(1)? 


The Vice-Chairman: I have to advise you that because 
this subsection proposed to be changed is not in the bill, 
it is beyond the scope of our legislative committee review. 
We have authority to open and deal with it with 

_ unanimous consent again . But we are breaking the rules 
of the game as we go. 


Mr. McCrossan: Everybody is the master of his own 
fate. 


Miss Nicholson: I would just like a further explanation 
_ of the amendment. 


Mr. White: Subsection 60.(j)(1) of the Income Tax Act 
allows a retiring allowance to be transferred to an RRSP 
|} On a tax deferred basis and the amendment to that 
paragraph will allow funds out of a retirement 
compensation arrangement also to be transferred to an 
RRSP on the same basis. 


Amendment agreed to. 
Clause 17 as amended agreed to. 


| Traduction] 


Cela traite simplement d’options sur titre. Je trouve 
cela parfaitement acceptable. 


L’amendement est adopté. 
L’article 18 modifiée est adopté. 


M. Farber: Allons-nous également adopter les quatre 
autres amendements qui ont été enlevés? 

Le vice-président: Non. Je nai pas pris de décision 
la-dessus. 


Une voix: Portent-ils sur le méme article? 


M. Farber: Non, mais il s’agissait d’amendements 
corrélatifs aux articles qui ont déja été traités et qui 
remaniaient de nouveaux articles. 


Le vice-président: A moins qu’un membre du comité 
ne tienne a faire inscrire ce voeux, non, le fauteuil ne 
considére pas qu’il s’agit d’une exigence pour ce comité. 
Les finances ont donné un peu de mou. Je crois que nous 
devrions examiner leurs amendements corrélatifs, si cela 
permet de mettre un peu d’ordre. Le ministre a 
apparemment l’intention de présenter au stade du rapport 
l’'amendement 4 l’article 17 déclaré irrecevable. 


M. McCrossan: Réglons la questions dés maintenant si 
nous le pouvons. Est-ce le seul a avoir été considéré? 


Le vice-président: Il y en a quatre au total, un qui a été 
adopté, le 17, le 22 et le 26 que nous attendons encore. 
Nous pouvons alors nous en occuper. 


J’ai besoin de votre unanimité car nous sommes ici en 
train de renverser les réglements. 


Des voix: D’accord. 
Article 17. 


M. McCrossan: S’agit-il de celui qui modifie la ligne 46 
et ajoute un nouvel alinéa 17.(1)? 


Le vice-président: Je dois vous informer que comme ce 
paragraphe dont on propose la modification ne figure pas 
au projet de loi, il sort du cadre de notre examen. Nous 
avons pouvoir de le traiter et de le modifier si nous avons 
encore une fois unanimité, mais nous enfreignons ici les 
régles du jeu. 


M. McCrossan: Chacun est maitre de son destin. 


Mme Nicholson: J’aimerais que l’on m’explique un 
peu plus cet amendement. 


M. White: L’alinéa 60.j)(1) de la Loi de l’impét sur le 
revenu permet de différé l’impot en cas de transfert d’une 
allocation de retraite 4 un REER et la modification a cet 
alinéa étend l’application de cette disposition aux 


transferts de fonds de conventions de retraite a un REER. 


L’amendement est adopté. 


L’article 17 est adopté tel qu’amendé. 


eG 


[Text] 
Clauses 19 to 21 inclusive agreed to. 


On clause 22 


The Vice-Chairman: We have an amendment proposed 
for clause 22. I am advised this requires unanimous 
consent because it goes beyond the scope of the 
committee. Do I have unanimous consent to consider the 
amendment on clause 22? 


Miss Nicholson: I would like an explanation. 


Mr. White: Mr. Chairman, this one is in fact very 
technical. It merely changes the way that some cross- 
references pertaining to the resource successor rules. . . 


Mr. Farber: Strictly technical amendments to the 


successor court rules correcting the cross-references. 


Miss Nicholson: Technical amendments must have a 
purpose. 
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Mr. Farber: The purpose, Mr. Chairman, is to pick up 
oversights in the cross-references dealing with other 
subsections of the act and the income tax application rules 
that were missed in the original drafting. 


The Vice-Chairman: This is just a way of getting it into 
the system. 


Clause 22 as amended agreed to. 
On clause 23 


The Vice-Chairman: Mr. Farber, can we ask for an 
outline of what was needed and why this particular 
amendment was presented? 


Mr. White: Mr. Chairman, the amendment to clause 23 
again relates to the new successor corporation rules for 
resource expenses. Again, these are rather “tentacle” 
amendments. Basically, they improve the transitional 
measures relating to the introduction of the new successor 
rules. They correct a number of cross-references required 
by the introduction of the new rules, and they carry 
forward to the new successor rules certain features of the 
existing successor rules which were missed in the earlier 
preparation of the Bill. 


Amendment agreed to. 
Clause 23 as amended agreed to. 
On Clause 24 


The Vice-Chairman: Shall clause 24 as amended carry? 
I need a member of the committee, I think, to process 
this. 


Monsieur Hudon, 
propose par M. Hudon. 


nous aiderez-vous, encore? C’est 


Mr. Ernewein: Mr. Chairman, this is an amendment to 
the rule which applies in situations where property is 
transferred from one person to a corporation which, for 
the purpose of obtaining that corporation’s losses or the 
like. .. The amendment simply restricts the application of 
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Les articles 19 4 21 sont adoptés. 


Article 22 


Le vice-président: Un amendement est proposé pour 
l'article 22. On me dit que cela exige le consentement 
unanime des députés car cela sort encore une fois du 
cadre du mandat de ce comité. Approuvez-vous a 
V'unanimité l’examen de l’amendement a larticle 22? 


Mme Nicholson: Je voudrais une explication. 


M. White: Monsieur le président, il s’agit en fait ici 
d’une question trés technique. Il s’agit simplement de 
modifier la maniére dont certains renvois relatifs au 
réglement concernant les corporations remplagantes. . . 


M. Farber: Ce sont des amendements strictement 
techniques au réglement corrigeant ces renvois. 


Mme Nicholson: Les amendements techniques doivent 
bien avoir un but. 


M. Farber: Le but de cet amendement, monsieur le 
président, est de réparer les oublis en ce qui concerne les 
renvois a d’autres paragraphes de la loi ainsi que certaines 
régles d’application de l’impot sur le revenu. 


Le vice-président: C’est une fagon de les inclure dans la 
loi. 


L’article 22 modifié est adopte. 
Article 23 


Le vice-président: Monsieur Farber, pouvons-nous 
avoir une bréve explication des besoins et de la raison 
d’étre de l’amendement 4a cet article? 


M. White: Monsieur le président, l’amendement a 
article 23 a trait une fois de plus aux nouvelles regles 
visant les frais relatifs 4 des ressources des corporations 
remplacantes. Il s’agit d’un amendement «tentaculaire», si 
je puis dire. De fagon générale, il améliore les mesures de 
transition en vue de l’introduction des nouvelles reégles 
touchant les corporations remplagantes. Il y a un certain 
nombre de renvois qui doivent étre corrigés. Il y a 
également des éléments des reégles existantes qui sont 
repris et qui avaient été oubliés dans la premiere version 
du projet de loi. 


L’amendement est adopté. 

L’article 23 modifié est adopté. 

Article 24 

Le vice-président: L’article 24 modifié est-il adopté? 


J’aurais besoin de l’aide d’un membre du Comité pour cet 
article. 


Can I call upon you once again, Mr. Hudon? Yes? So it 
is moved by Mr. Hudon. 


M. Ernewein: Monsieur le président, il s’agit ici d’un 
amendement 4 la régle qui s’applique lorsque des biens 
sont transférés d’une personne a une corporation en vue 
de profiter de déductions fiscales ou d’autres avantages. . . 
L’amendement limite l’application de cette regle au cas 
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the rule where the property in question is disposed of 
within three years of its original transfer, so taxpayers will 
not have to concern themselves about the application of 
the rule if the property which is Originally transferred to 
the corporation is held by the corporation for longer than 
three years. 


Miss Nicholson: I would just like to ask the same 
question again. If this was considered desirable, why was it 
not in the Bill in the first place? Why the need for an 
amendment now? 


Mr. Ernewein: Well, the situation was that the general 
rule was considered desirable. It was determined through 
some submissions, some comments, that we could still 
maintain the objectives of the rule without imposing, if 
you will, some reasonable restriction on it that it would 
Only apply if a subsequent disposition of a particular 
property occurred in three years. 


Amendment agreed to on division. 
Clause 24 as amended agreed to. 
On clause 25 


The Vice-Chairman: Clause 25, there is a technical 
amendment from the government. May we have a mover. 


Merci, Monsieur Hudon. 


This is the Saskatchewan Pension plan question. Is 
there an explanation? 


Mr. White: This is very similar to the amendment we 
had earlier with regard to the income-splitting rules in the 
context of the prescribed provincial pension plan. Section 
74.11) of the act is another income attribution rule and 
the amendment being proposed is of the same nature as 
the one we dealt with earlier. 


* 1650 
Amendment agreed to. 
Clause 25 as amended agreed to. 
On clause 26 


The Vice-Chairman: As we have in the past two or 
three instances, we need unanimous consent to consider 
| this because it is beyond the scope of review today. 


Some hon. members: Agreed. 


The Vice-Chairman: We need a mover for the 


amendment to clause 26. 
Mrs. Collins: I so move. 


__ Mr. White: It is another income attribution rule and it 
Is a similar amendment in terms of prescribed provincial 
| pension plans to provide an exception to the rules. 

| 

_ Miss Nicholson: What is the nature and purpose of the 


/ €xception? 
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ou la disposition ultérieure est effectuée dans les trois ans 
de la date a laquelle les biens ont été transférés. Les 
contribuables n’ont donc pas a s’inquiéter de l’application 
de la régle si les biens en question, c’est-a-dire qui ont été 
transférés a la corporation, sont détenus par la 
corporation pendant une période de plus de trois ans. 


Mme Nicholson: Je pose la méme question que tout a 
Vheure. Si cette disposition est nécessaire. pourquoi n’a-t- 
elle pas été insérée dans la premiére version du projet de 
loi? Pourquoi  faut-il procéder par amendement 
maintenant? 


M. Ernewein: II avait été prévu que la régle générale 
s’appliquerait. Aprés avoir entendu un certain nombre 
d’instances et d’observations, nous nous sommes rendu 
compte que nous pouvions atteindre les objectifs visés par 
la regle méme avec une limite raisonnable de trois ans 
pour ce qui est de la détention des biens. 


L’amendement est adopté a la majorité des voix. 
L’article 24 modifié est adopté. 
Article 25 


Le vice-président: Il y a un amendement technique du 


gouvernement a larticle 25. Quelqu’un désire-t-il le 
proposer? 

Thank you, Mr. Hudon. 

C’est quelque chose qui a A voir avec le régime de 
pensions de la Saskatchewan. Y a-t-il une explication? 

M. White: C’est un amendement au sujet du partage 
des revenus semblable 4 celui que nous avons adopté plus 
tot pour le régime provincial visé. L’article 74.(1) de la loi 
est un autre article qui a trait a la distribution du revenu 


et l’amendement qui y est proposé ressemble lui aussi au 
premier. 


L’amendement est adopté. 
L’article 25 modifié est adopté. 


Article 26 

Le vice-président: De la méme fagon que 
précédemment, nous devons avoir le consentement 
unanime pour examiner cet amendement parce qu’il va 
au-dela de ce qu'il nous est permis d’examiner 
normalement. 

Des voix: D’accord. 

Le vice-président: Quelqu’un doit proposer 


V'amendement a l’article 26. 
Mme Collins: Je le propose. 


M. White: I] s’agit d’une autre régle d’attribution du 
revenu et l’amendement prévoit une exception semblable 
a celle qui existe ailleurs dans le cadre de régimes 
provinciaux de pensions. 


Mme Nicholson: Quelle est la nature et le but de 
Vexception? 


yk e Ales 


Finance and Economic Affairs 


3-12-1987 


131348 OO eee 


[Text] 

Mr. White: Where there has been a splitting of benefits, 
for example under the Saskatchewan pension plan, the 
spousal attribution rules will not apply on that split. It 
means the property belongs to the spouse rather than to 
the original owner. That is the effect. 


Mr. Farber: No, that is not the effect. The effect is that 
the income will be taxed in the hands of the recipient. 


Mr. McCrossan: Do you mean rather than the original 
owner? 


Mr. Farber: Yes, exactly. 


Mr. White: It is consistent with the earlier ones we 
discussed. 


Mr. Farber: You are correct. We tend to be a little 
more technical because this does not deal with transfer to 
property. 

Mr. McCrossan: If a person gives his or her spouse 
property, the income from that property still belongs to 
them. On marriage split-ups, you are saying it really 
belongs to the other party. 


Mr. Farber: That ts correct. 
Amendment agreed to. 

Clause 26 as amended agreed to. 
Clauses 27 and 28 agreed to. 

On clause 29 


The Chairman: There is an amendment for clause 29. 
Can we have an explanation from the department? 


Mr. White: Mr. Chairman, this amendment relates to 
the new successor rules for resource expenses. The 
amendment merely carries forward a feature of an 
exception to the successor rules which applied under the 
old successor rules. The amendment carries over the same 
feature to the new successor rules. 


Amendmend agreed to. 
Clause 29 as amended agreed to. * 
On clause 30 
_The Vice-Chairman: We have an amendment. 


Mr. White: Mr. Chairman, this is exactly the same as 
the last one. The last dealt with amalgamations. This is for 
windings-up for the same type of reason. 


Miss Nicholson: Could it be expanded a little more in 
terms of the effect? 


Mr. White: Mr. Chairman, generally where all or 
substantially all the resource property of one corporation 
is acquired by another corporation, the successor rules for 
resource expenses apply. Normally an election ts required. 
No election is required when the property is transferred 
in the course of a winding up, but when the winding up is 
of a subsidiary at least 90% owned by its parent 
corporation, the existing successor rules provided an 


[Translation| 


M. White: Lorsqu’il y a eu partage des prestations, par 
exemple, dans le cadre du régime de pensions de la 
Saskatchewan, les autres régles d’attribution du revenu au 
conjoint ne s’appliquent pas. Ce qui veut dire que les 
biens appartiennent au conjoint plutot qu’au premier 
propriétaire. C’est l’effet de l’'amendement. 


M. Farber: Non, ce n’est pas l’effet de l’amendement. 
L’amendement prevoit que le revenu sera impose aux 
mains du bénéficiaire. 


M. McCrossan: Par opposition au premier propriétaire. 


M. Farber: En effet. 


M. White: C’est un amendement qui s’inspire des 
précédents. 


M. Farber: C’est juste. Nous sommes un peu plus 
techniques parce que nous savons que cet amendement ne 
s’applique pas au transfert des biens. 


M. McCrossan: Si une personne céde des biens a son 
conjoint, les revenus provenant de ces biens continuent de 
lui appartenir. A la rupture du mariage, cependant, le 
revenu est considéré comme aux mains du conjoint. 


M. Farber: Oui. 

L’amendement est adopte. 
L’article 26 modifié est adopte. 
Les articles 27 et 28 sont adopteés. 
Article 29 


Le président: Y a-t-il une explication du ministére pour 
ce qui est de l’amendement a Varticle 29? 


M. White: Cet amendement, une fois de plus, a trait a 
une nouvelle régle visant les frais relatifs aux ressources 
des corporations remplagantes. L’amendement reprend 
simplement une exception qui existait en vertu des 
anciennes régles. 


L’amendement est adopte. 

L’article 29 modifié est adopteé. 

Article 30 

Le vice-président: Il y a un amendement. 


M. White: C’est exactement le méme que le précédent. 
Le précédent avait trait aux fusions. Celui-ci porte sur les 
liquidations. La raison est la méme dans le cas des 
liquidations. 


Mme Nicholson: Pouvons-nous avoir une meilleure 
idée de ses répercussions? 

M. White: Monsieur le président, de fagon générale, 
lorsque tous les biens ou presque tous les biens sous 
forme de ressources d’une corporation sont acquis par 
une autre corporation, les regles visant les frais relatifs 
aux ressources de la corporation remplagante 
s’appliquent. Il faut habituellement qu’on Vait choisi. Ce 
n’est pas le cas lorsqu’il y a transfert des biens dans le 
cadre d’une liquidation. Cependant, lorsqu’il s'agissait de 
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exception to the successor rules. Instead of the successor 
rules applying, the parent corporation was treated as 
being just a continuation of the subsidiary wound up. 


1635 


-What this amendment does is merely carry forward the 
same features of this rule that applied under the old 
successor rules into the new successor rules. 


Amendment agreed to. 
Clause 30 as amended agreed to. 


The Vice-Chairman: We have 10 in a row without any 
change, between clause 31 and clause 39. If you would 
like, I will call them one at a time. 


Shall clause 31 carry? 


Miss Nicholson: No, I have a question on clause 31. 
Clause 31 essentially cross-references into a number of 
Clauses. I would like an explanation of the result of this 
and also of the reasons for applying this after February 17, 
1987. 


Mr. White: Mr. Chairman, it is a consequential 
amendment on a budget provision relating to share for 
Share exchanges. The budget tightened the rules applying 
to share for share exchanges to ensure they were not used 
in a way to unnecessarily avoid or defer taxes. Part of the 
legislation to implement that budget measure required 
changes to the paid up capital of shares. The budget date 
was February 18, 1987, and there was a press release 
announcement issued beforehand saying that tightening 
tax changes might be effective after midnight on February 
7: 


Clauses 31 and 32 agreed to. 
On clause 33 


Miss Nicholson: Clause 33 is again related to spousal 
transfers. Could we have a fuller explanation of the intent 
and effects of that? 


Mr. White: Clause 33 relates to one of the provisions 
already dealt with by the committee. There is a new Anti- 
Avoidance Rule in section 69 of the act which was 
announced by the Minister of Finance on January 15 of 
this year. That rule applies where property with an 


_ accrued gain is transferred to unrelated persons under a 
a te . 
roll-over provision of the act so that the accrued gain can 


| 


: 


be passed on to the unrelated person. The gain would 
then be sheltered on a subsequent disposition by that 
unrelated person by losses or undeducted expense pools, 


for example, which the unrelated person had. 


Since in some cases it is not clear under the Income 
Tax Act where the two parties are related when one of 
those parties is a partnership, we had to have some kind 
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la liquidation d’une filiale appartenant a 90 p. 100 au 
moins a une société mére, il y avait une exception dans le 
cadre des régles visant la corporation remplagante. La 
corporation mere était traitée comme étant la 
continuation de la filiale liquidée. 


Cet amendement reprend la disposition en question 
dans les nouvelles régles s’appliquant aux corporations 
remplag¢antes. 


L’amendement est adopté. 
L’article 30 modifié est adopté. 


Le vice-président: Nous avons maintenant une série de 
10 articles sans modification proposée, c’est-a-dire les 
articles 31 a 39. Je puis les mettre en délibération un par 
un, Si vous voulez. 


L’article 31 est-il adopté? 


Mme Nicholson: Non, j’ai une question au sujet de 
Varticle 31. Cet article essentiellement renvoit a un 
certain nombre d’autres. J’aimerais savoir quelles sont ses 
répercussions et pourquoi il s’applique aprés le 17 février 
1987. 


M. White: 
disposition découlant 


Monsieur le président, il s’agit d’une 
du budget relativement aux 
échanges d’actions. Le budget raffermit les régles 
s'appliquant aux échanges d’actions pour qu’ils ne 
deviennent pas des moyens d’éviter ou de reporter 
inutilement le paiement de l’impét. La partie I de la loi 
visant a faire appliquer cette mesure budgétaire nécessitait 
des modifications au niveau du capital action versé. La 
date du budget était le 18 février 1987 et il y avait eu 
auparavant un communiqué de presse indiquant que les 
régles seraient raffermies 4 compter de minuit le 17 
février. 


Les articles 31 et 32 sont adoptés. 
L’article 33 


Mme Nicholson: L’article 33 a également trait aux 
transferts entre conjoints. Pouvons-nous avoir plus 
d’explications sur son objet et sur ses répercussions 
possibles? 


M. White: L’article 33 a trait a des dispositions qui ont 
déja été examinées par le comité. Il s’agit de la régle 
anti-€vitement qui se trouve a l’article 69 de la loi qui a 
été annoncée par le ministre des finances le 15 janvier 
dernier. Cette régle s’applique lorsque des _ biens 
comportant un gain accumulé sont transférés a des 
personnes sans lien de parenté en vertu des dispositions 
de transfert de la loi. Le gain accumulé est passé 
également aux personnes sans lien de parenté. Il peut par 
ailleurs étre protégé lors d’une disposition subséquente s’il 
y a des pertes ou des frais non réclamés qui reviennent 
aux personnes sans liens de parenté. 


Comme la Loi de l’impét sur le revenu n’était pas 
tellement précise lorsqu’une des partie en cause était une 
société de personnes, il fallait une régle spéciale qui 
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of special rule to deal with a case where the property was 
transferred to a partnership, or by a partnership to 
somebody else. What was adopted was the notion that the 
test in the new anti-avoidance rule would apply 
depending on whether or not the... For example, in the 
case where a person is transferring to a partnership, the 
rule would apply where neither the vendor nor a person 
related to the vendor was a majority interest partner in 
the partnership. 


The term “majority interest partner” is already defined 
in the Income Tax Act in subsection 97.(3.1) but was only 
defined therein for the purposes of another subsection of 
section 97. What clause 33 of Bill C-64 does is amend that 
definition so it can be applied for the purposes of any 
provision in the act. 


° 1700 
Clauses 33 and 34 agreed to. 
On Clause 35 


Miss Nicholson: In subparagraph 35.(1)(b)(ii) “any 
person related to the vendor”, could I have a fuller 
explanation of how relationship will be defined? 


Mr. Ernewein: Subsection 251(2) defines relationship 
and persons who are deemed to be related. 


Clause 35 agreed to. 
On clause 36 


Miss Nicholson: Could I have a fuller explanation of 
clause 36, since it affects retirement compensation 
arrangements and trusts? 


Mr. White: Mr. Chairman, I believe this rule simply 
parallels a rule which already applies under the Income 
Tax Act for employee benefit plans, and the rules being 
introduced correspond or parallel the rules that apply for 
employee benefit plans where there has been a 
distribution of the trust property of the beneficiary. 


Miss Nicholson: This is a section that could leave the 
taxpayer at the mercy of an incompetent trustee. The 
taxpayer pays the price if the trust disposes of property at 
the low fair market value. The beneficiary may be left 
paying tax on a benefit that he in fact did not receive. Is 
that right? 


Mr. White: If the trustee did transfer the property out 
at less than fair market value the beneficiary would be 
receiving a benefit, or rather should be taxed on that 
difference in the same way as he would have been if the 
trustee had paid out a benefit equal to that amount. 


The Vice-Chairman: He would receive the benefit. 
Clause 36 agreed to. 
On Clause 37 


Miss Nicholson: Clause 37 is again dealing with trusts. 
Could I have a fuller explanation of what you expect to 


[Translation| 


s’applique aux transferts de biens dans ce genre de 
situation, c’est-a-dire pour les transferts a une société de 
personnes ou d’une société de personnes. Il a été décidé 
que la condition appliquée dans le cas de la nouvelle régle 
anti-évitement serait... Par exemple, dans le cas d’un 
transfert a une société de personnes, la regle s’applique 
lorsque ni le vendeur ni la personne ayant des liens de 
parenté avec le vendeur ne détient un intérét majoritaire 
dans la société de personnes. 


L’expression «associé détenant une participation 
majoritaire» était déja définie dans la Loi de l’impot sur le 
revenu au paragraphe 97.(3.1) mais cette définition n’était 
applicable qu’aux fins d’un autre paragraphe de l’article 
97. L’article 33 du projet de loi C-64 fait en sorte que 
cette définition puisse s’appliquer aux fins de quelque 
disposition de la loi que ce soit. 


Les articles 33 et 34 sont adoptés. 
Article 35 


Mme Nicholson: L’alinéa 35.(1)b)(ii) indique «une 
personne liée a celui-ci» en parlant du vendeur. Puis-je 
avoir plus d’explications a ce sujet? 


M. Ernewein: Le paragraphe 251(2) définit les liens 
entre personnes. 


L’article 35 est adopté. 
Article 36 


Mme Nicholson: Puis-je avoir des précisions au sujet 
de l’article 36 qui a trait aux fiducies prévues par des 
conventions de retraite? 


M. White: La régle proposée ici est déja prévue dans la 
Loi de l’impoét sur le revenu pour les régimes de 
prestations aux employés. Elle correspond tout a fait a 
celle qui existe pour les régimes de prestations aux 
employés lorsqu’il y a des montants provenant d’une 
fiducie de convention de retraite. 


Mme Nicholson: C’est une disposition qui pourrait 


laisser le contribuable a la merci d’un_ mandataire 
incompétent. C’est le contribuable qui écope si le 
mandataire dispose des biens a une juste valeur 


marchande trop basse. Le bénéficiaire peut se retrouver 
avec un montant d’impot dd pour un avantage qu’il n’a 
pas regu. C’est possible? 


M. White: Si le mandataire a transféré les biens a une 
valeur moindre que la juste valeur marchande, le 
bénéficiaire a regu un avantage et doit étre imposé pour la 
difference au méme titre que si l’avantage avait été plus 
grand. 


Le vice-président: Il a regu l’avantage. 
L’article 36 est adopté. 
Article 37 


Mme Nicholson: L’article 37 a également trait aux 
fiducies. Puis-je avoir plus d’explications au sujet de la 
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achieve with the definition in subclause 37.(2) of the 
income interest of a taxpayer. 


The Vice-Chairman: We are 
underlined words there, are we not— 


Only adding the 


Miss Nicholson: Yes, but I would like to know the 
purpose— 


The Vice-Chairman: “Referred to in subparagraph 
(c)(i)”—what were the goals? 


Mr. White: Mr. Chairman, I believe this provision is 
one which relates to an announcement by the Minister of 
Finance in early February of this year which was also 
carried over into the budget measures. It ensures basically 
that certain rules with regard to allowing the deduction of 
a cost of an income interest and a trust are not abused. 


SOS 
Clause 37 agreed to. 
On clause 38 


Miss Nicholson: I have some questions about the 
employee stock options. This was discussed in committee 
report 78 on page 30. And there were some questions 
asked there to which the answers were less than 
conclusive, and I wonder if we might do any better today. 


The explanation given in committee was that the 
attempt here is to recognize that there are two ways in 
which an individual can generate a taxable benefit from 
an employee stock option. One is to exercise the option; 
the other is to sell the option to somebody else. And the 
amendment, we were told, was intended to ensure the 
deduction is available in those cases where a taxpayer has 
chosen to dispose of the option, rather than exercise it 
and buy the shares, the deduction currently being half the 
gain. 


A question was raised that it is being considered as a 
Capital gain, and yet it is contrary, really, to Capital gain. 
Why would a stock option, which is a form of employee 
emolument, be treated as a capital gain? Why is that not 
income which would be taxed 100% as income? The 
answer really was less than clear, so I would like to see if 
we could get a better answer today, or a different answer. 


Mr. Farber: Mr. Chairman, if I understand the question 


correctly, these are stock options, and not remuneration 


per se. It is in the context of exercising an option to 


acquire a share of the capital stock of the corporation. 


Therefore, upon disposition of that share I believe the 


holder of that share ought to be treated in exactly the 
same manner as any other person who acquires a share. 


Miss Nicholson: So employee stock options, then, are 


“not to be treated as employee benefits, but as an 
independent investment. Is that the proposal? 


[Traduction] 
définition de participation au revenu qui se trouve au 
paragraphe 37.(2)? 

Le vice-président: Nous ne faisons qu’ajouter les mots 
soulignés, n’est-ce pas. . . 


Mme Nicholson: Je 
pourquoi. .. 


voudrais simplement savoir 


Le vice-président: «Une fiducie visée au sous-alinéa 
c)(i)». Pourquoi? 


M. White: Je pense qu’il s’agit d’une disposition qui 
fait suite 4 une annonce du ministre des Finances au 
début de février cette année qui figure dans les mesures 
budgétaires. Elle a simplement pour but de faire en sorte 
que les frais rattachés aux participations au revenu et aux 
fiducies ne feront pas l’objet d’abus. 


L’article 37 est adopté. 
Article 38 


Mme Nicholson: J’ai quelques questions au sujet des 
régimes d’options sur titre pour les employés. Il en a été 
question dans le rapport 78 du Comité, a la page 30. Les 
questions posées 4 ce moment-la n’ont pas recu de 
réponse satisfaisante; je ne sais pas si elles ne pourraient 
pas €tre meilleures aujourd’hui. 


On a indiqué que tout ce qu’on a essayé de faire ici 
c’était de prévoir deux fagons de tirer des avantages 
fiscaux des régimes d’options sur titre pour les employés. 
Le premier moyen consistait a exercer option; le 
deuxiéme, a vendre l’option 4A quelqu’un_ d’autre. 
L’amendement, nous expliquait-on, était destiné a 
permettre la déduction lorsque le contribuable avait 
choisi de vendre son option plut6t que de l’exercer lui- 
méme. La déduction actuellement porte sur la moitié du 
gain. ; 


Quelqu’un a fait valoir que le gain était considéré 
comme un gain en capital alors qu’en réalité ce n’en était 
pas un. Pourquoi une option sur titre, dans le cadre d’un 
programme de rémunération d’employés, devrait-elle étre 
considérée comme un gain en capital? Pourquoi ne serait- 
elle pas considérée comme un revenu et imposée a 100 p. 
100? La réponse a cette question a été loin d’étre claire 
précédemment. Je me demande si elle est toujours la 
méme aujourd’hui. 


M. Farber: Si je comprends bien, monsieur le 
président, il s’agit d’options sur titre et non pas d’une 
rémunération comme telle. Les intéressés peuvent acheter 
des actions d’une corporation en exergant leur option. Au 
moment de la disposition de l’action, le détenteur doit 
étre traité exactement de la méme facgon que les autres 
détenteurs d’actions. 


Mme Nicholson: Donc, les régimes d’options sur titre 
pour les employés ne sont pas considérés comme faisant 
partie de la rémunération des employés; ils représentent 
un investissement indépendant. C’est bien ce que vous 
dites? 


While sv 
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Mr. Farber: Any gain on those shares should be treated 
like anybody else’s gain. They should not be treated any 
differently. 
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The Vice-Chairman: The gain certainly is not part of 
salary or revenue. 


Mr. Farber: That is right. 


Miss Nicholson: But it is treated like a capital gain in 
terms of the level of taxation. 


The Vice-Chairman: The increase is. 
Miss Nicholson: But it is not a capital gain. 


The Vice-Chairman: Yes, it could be sold before there 
is any gain, although you might not exercise your option 
if there was no gain involved. 


Miss Nicholson: It is rather complex, is it not? Has 
anybody ever given any serious attempt to handling this 
in a more simple way? 


The Vice-Chairman: I guess in our efforts to try to 
complete our agenda I am going to have to ask that the 
questions be crisp and the answers be crisp. 


Mr. Farber: It is done this way, Mr. Chairman, because 
this really provides equivalent treatment. When you 
dispose of a share and there is a gain, then the gain is 
taxed. When you exercise the option you do not 
necessarily have a gain at that point in time so there 
ought not to be any taxable treatment. 


I do not think there is any magic to this provision 
other than to provide equitable treatment. 


Miss Nicholson: I am not convinced. 


The Vice-Chairman: Let us see if we can satisfy our 
committee member at a later stage with more information 
about that particular clause. But in the meantime, in 
terms of its legality, shall clause 38 carry? 


Clause 38 agreed to on division. 
Clause 39 agreed to. 
On clause 40 


Mr. Ernewein: There are two amendments, and they 
are quite technical. The first clarifies that the taxation 
year referred to in paragraph 40.(111)(4)(e) is the taxation 
year immediately preceding a change of control of a 
corporation. That is what the subsection is concerned 
with. 


The other amendment corrects a timing deficiency 
inasmuch as a capital gain or loss arising on this change 
of control may or may not have been accounted for in a 
capital dividend account which is a special account 
provided to private corporations. This attempts to correct 
that timing problem. 


Amendment agreed to. 
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M. Farber: Le gain réalisé sur ces actions devrait étre 
traité de la méme fagon que le gain réalisé sur les autres 
actions. Il n’y a pas de raison de les traiter différemment. 


Le vice-président: Le gain n’entre certainement pas 
dans le salaire ou dans le revenu. 


M. Farber: C’est juste. 


Mme Nicholson: Aux fins de lVimpét, il est traité 
comme un gain en capital. 


Le vice-président: Le gain seulement. 

Mme Nicholson: Ce n’est pas un gain en capital. 

Le vice-président: Oui, l’option peut étre également 
vendue avant qu’il y ait gain; l’option n’est peut-étre pas 
exercée s'il n’y a pas de gain. 

Mme Nicholson: C’est une question assez complexe, 
n’est-ce pas? N’y-t-il pas une fagon plus simple de 
Vaborder? 

Le vice-président: Dans le but de faire avancer nos 


travaux, je vais devoir demander que les questions et les 
réponses soient bréves et qu’elles aillent droit au but. 


M. Farber: Monsieur le président, le traitement est le 
méme que dans les autres cas semblables. Lorsque vous 
réalisez un gain en disposant d’une action, votre gain est 
imposable. Lorsque vous exercez une option, vous ne 
réalisez pas nécessairement tout de suite un gain; a ce 
moment-la, il ne doit rien y avoir d’imposable. 


Je ne vois rien de mystérieux dans ces dispositions; 
elles ont tout simplement pour but de traiter les intéressés 
de fagon équitable. 


Mme Nicholson: Je ne suis pas convaincu. 


Le vice-président: Voyons plus tard si nous ne pouvons 
pas donner satisfaction a notre collegue au sujet de cette 
question particuliére. En attendant, officiellement, 
article 38 est-il adopté? 


L’article 38 modifié est adopté a la majorité des voix. 
L’article 39 est adopté. 
Article 40 


M. Ernewein: Il y a deux amendements a cet article et 
ils sont trés techniques. Le premier précise que |’année 
d’imposition mentionnait l’alinéa 40.(111)(4)e) et l'année 
d’imposition qui précede immédiatement le changement 
de contréle de la corporation. C’est l’objet du paragraphe 
de fagon générale. 


L’autre amendement corrige un probleme de 
synchronisation en ce sens que le gain ou la perte en 
capital découlant du changement de contréle peut avoir 
été Ou ne pas avoir été porté au compte de dividendes en 
capital qui est un compte spécial établi par les 
corporations privées. Donc, il s’agit de savoir quand un 
certain nombre de conditions doivent étre réputées 
applicables. 


L’amendement est adopte. 
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Clause 40 as amended agreed to. 


On clause 41 


Mr. Farber: The amendment, Mr. Chairman, merely 
corrects a cross-reference in the French version of the 
Bill. 


Amendment agreed to. 
Clause 41 as amended agreed to. 
On Clause 42 


Mr. Ernewein: This amendment to clause 42 simply 
provides that the depreciable property to which it refers— 
it adds a reference of a prescribed class, which has some 
meaning in the act and depreciable property of a 
prescribed class is that for which capital costs allowance is 
allowed under the regulations. . . 


Amendment agreed to. 

Clause 42 as amended agreed to. 
Clauses 43 and 44 agreed to. 

On clause 45 


The Vice-Chairman: Clause 45 has an amendment. The 
purpose of the motion is to correct a grammatical error. 


Amendment agreed to. 


Clause 45 as amended agreed to 


eS/l5 


Clauses 46 to 48 inclusive agreed to. 


On clause 49 


The Vice-Chairman: We turn to clause 49, where there 
is an amendment and again a need for explanation. 


Mr. White: Bill C-64 provides for deductibility of 
interest,  [{naudible—Editor| a deposit insurance 
corporation to fund its operations as a deposit insurance 
corporation. This motion adds another one of those 
Operations of the deposit insurance corporation for which 
interest will be deductible if it is borrowed to fund that 
Operation. 


The other half of the motion provides a new exception 
from the rules which provide that the investments of a 
deposit insurance corporation must meet certain 
eligibility requirements. The exception is only for the 
share of a capital stock of a member institution that is in 
financial difficulty. 


Amendment agreed to. 
Clause 49 as amended agreed to. 
On clause 50 


Mr. White: Mr. Chairman, there is an amendment to 
section 149 of the Income Tax Act which requires a 
Corporation to recognize any accrued gains or losses 
‘before it becomes tax exempt. 


[Traduction] 
L’article 40 modifié est adopté. 
Article 41 
M. Farber: Cet amendement, monsieur le président, 


corrige un renvoi dans la version francaise du projet de 
loi. 

L’amendement est adopté. 

L’article 41 modifié est adopté. 

Article 42 

M. Ernewein: Cet amendement 4 larticle 42 ajoute a 
«biens amortissables» la mention «d’une catégorie 
prescrite»; c’est important dans la Loi parce qu’un bien 
amortissable d’une catégorie prescrite est un bien pour 


lequel une déduction pour amortissement est permise en 
vertu des réglements. . . 


L’amendement est adopté. 
L’article 42 modifié est adopté. 
Les articles 43 et 44 sont adoptés. 
Article 45 


Le vice-président: [1 y a un amendement 4 I’article 45. 
Il s’agit de corriger une erreur grammaticale. 


L’amendement est adopté. 


L’article 45 tel que modifié est adopté. 


Les articles 46 a 48 sont adoptés. 
Article 49 


Le vice-président: Nous passons 4 larticle 49, qui fait 
objet d’un amendement qui requiert une explication. 


M. White: Le projet de loi C-64 permet de déduire 
[Inaudible—Editeur]| qu’une corporation d’assurance- 
depots paie pour financer ses opérations. Cette motion 
ajoute une autre de ces opérations d’une corporation 
d’assurance-dép6ts pour laquelle l’intérét sera déductible 
si les fonds sont empruntés pour financer l’opération. 


L’autre moitié de la motion introduit une nouvelle 
exemption des régles voulant que les placements d’une 
société d’assurance-dépéts répondent 4 certains critéres. 
L’exemption ne vise que la partie des actions du capital- 


actions d’une_ institution membre en _ difficultés 
financiéres. 

L’amendement est adopté. 

L’article 49, tel qu’amendé, est adopté. 

Article 50 

M. White: Monsieur le président, il y a une 


modification a l’article 149 de la Loi de l’impét sur le 
revenu qui exige que les gains ou les pertes accumulés 
d’une corporation soient reconnus avant l’exonération 
fiscale. 
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[Text] 

The motion being proposed here merely provides more 
grandfathering for that change to accommodate 
transactions in progress at the time the change was 
announced. 


Amendment agreed to. 

Clause 50 as amended carried. 
Clauses 51 to 53 inclusive agreed to. 
On clause 54 


Mr. Ernewein: This amendment adds or provides for 
offset interest, as it were. If you make a deficient payment 
or installment on your tax, this allows you to make up 
that interest liability by pre-paying or paying in excess of 
your later liability, so it all offsets. 


This amendment is essentially intended to add to its 
ambit both interest owing on the net tax payable on your 
return and interest on installments. The addition is with 
respect to interest on instalments. 


Amendment agreed to. 

Clause 50 as amended agreed to. 
Clauses 55 and 56 agreed to. 

On clause 57 


Mr. White: Mr. Chairman, these amendments are 
amendments to the special tax being introduced as an anti- 
avoidance provision to discourage the distribution of 
corporation surplus to shareholders in a way that allows 
what should be treated as dividends to in effect be treated 
as tax-free capital gains under the lifetime capital gains 
exemption. 

The amendments being proposed here simply remove 
an unnecessary reference in one of the provisions. They 
narrow the purpose test that determines whether the 
Special tax applies, and they generally clarify the 
circumstances in which the tax applies. 


Mr. McCrossan: Does this clause affect the capital 
dividend account, in effect? 


Mr. White: I do not believe so, Mr. Chairman. 


Mr. McCrossan: Okay. There was a clause in here that 
affected the capital dividend account distributions from 
life insurance policies. I thought this was the one. 
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Amendment agreed to. 
Clause 57 as amended agreed to. 


On clause 58 


Mr. Minaker: When we reviewed this earlier I made 
notes and I have a question mark beside clause 58 in the 
notes about Quebec Venture Corporation. I am trying to 
remember why we raised the question. 
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L’amendement proposé ici élargit la disposition 
d’antériorité, l’appliquant aux opérations en cours au 
moment ou le changement a été annoncé. 


L’amendement est adopté. 

L’article 50, tel qu’amendé, est adopteé. 
Les articles 51 4 53 sont adoptés. 
Article 54 


M. Ernewein: Cet amendement  introduit une 
compensation au titre des intéréts, en quelque sorte. Si on 
est en retard dans ses paiements d’impot provisionnels, 
ceci permet de compenser l’intérét du de ce fait en 


versant par la suite des acomptes anticipés ou 
excédentaires, en guise de compensation. 
Cet amendement ajoute donc a cette disposition 


Vintérét dd sur les acomptes provisionnels a celui du sur 
V’impot payable en fin d’année. 


L’amendement est adopté. 

L’article 50, tel qu’amendé, est adopte. 
Les articles 55 et 56 sont adoptés. 
Article 57 


M. White: Monsieur le président, il s’agit la de 
modifications a la taxe spéciale introduite en tant que 
mesure anti-évitement pour décourager la distribution de 
dividendes excédentaires aux actionnaires d’une société de 
maniére a ce que ces dividendes bénéficient du régime des 
gains en capital exonérés en vertu de l’exemption viagére. 


Les amendements proposés ici suppriment simplement 
une mention inutile dans l’une des dispositions. Ils 
restreignent le critére de l’objet qui détermine le champ 
d’application de la taxe spéciale et clarifient de maniére 
générale les circonstances dans lesquelles  celles-ci 
s’appliquent. 

M. McCrossan: Est-ce que cet article affecte le compte 
des dividendes en capital? 

M. White: Je ne le crois pas, monsieur le président. 


M. McCrossan: Bien. Il y a la-dedans une clause qui 
concerne les dividendes en capital distribués au titre des 
polices d’assurance-vie. Je pensais que c’était celle-ci. 


L’amendement est adopte. 
L’article 57 tel qu’amendé est adopté. 
Article 58 


M. Minaker: Lorsque j’ai examiné cet article tout a 
Vheure j’ai pris quelques notes et j’ai placé un point 
d’interrogation dans la marge des notes concernant la 
Quebec Venture Corporation, au sujet de larticle 58. 
J’essaie de me souvenir pourquoi on a soulevé cette 
question. 
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The Vice-Chairman: Can the department find any 
reference in their notes to the issue raised? 


Mr. Minaker: I do not know if one of our colleagues 
from Quebec raised the question on whether it applied 
tOme 


Mr. Farber: If my memory serves me correctly, Mr. 
Chairman, this amendment deals with an exemption from 
Part IV tax, the dividends received by a venture capital 
corporation. It ensures that these dividends are received 
from other venture capital corporations rather than 
having dividends from a host of different companies being 
used as an investment vehicle. I believe it was the 
question raised at that time. I do not know if that 
addresses your concern, but it is what it does and it does 
not do much more than that. 


Clauses 58 to 61 inclusive agreed to. 
On clause 62 


The Vice-Chairman: We have an amendment on clause 
62. 


Mr. White: Clause 62 relates to retirement 
compensation arrangements. The amendments proposed 
are designed to ensure that a retirement compensation 
arrangement funded through a life insurance policy is 
treated on the same basis as a retirement compensation 
funded otherwise. It also improves the grandfathering for 
arrangements funded through a life insurance policy as 
well as improving the  grandfathering for any 
arrangements established on or after October 9, 1986, the 
date these measures were announced, pursuant to 
agreements entered into on or before that date. 


_ The amendment also clarifies that benefits under 
retirement compensation arrangement may be either 
vested or contingent. It allows foreign pension plans to 
apply to employees transferred to Canada for up to five 
years rather than three years as formerly proposed 
without the retirement compensation rules being applied 
to those plans. 


Amendment agreed to. 
Clause 62 as amended agreed to. 
Clauses 63 to 65 inclusive agreed to. 
On clause 66 
The Chairman: We have an amendment on clause 66. 


Mr. Bert Waslander (Committee Research Director): 
We have received representations that the clause should 
be deleted and, failing that, that the clause should be 
proclaimed separately from the law at some future date, 
the idea being that the clause would be reconsidered after 
ithe review of the Bankruptcy Act. This clause provides for 
the government to engage in garnishment action on 
income directed to a secured creditor. 


' We have approached the Canadian Insolvency 
Association and the Canadian Bankers’ Association on 


[Traduction] 


Le vice-président: Le ministére trouve-t-il mention de 
cette question dans ses notes? 


M. Minaker: Je ne sais plus si c’est l’un de nos 
collegues du Québec qui a soulevé la question ou bien 
Sin 


M. Farber: Si j€é me souviens bien, monsieur le 
président, cette modification intéresse exemption de 
Vimpot de la Partie IV des dividendes percus par une 
corporation a capital de risque. Elle fait en sorte que ces 
dividendes proviennent d’autres sociétés de capital a 
risque plutdt que de voir les dividendes de toute une série 
de compagnies différentes servir d’instruments de 
placement. Je crois que c’était la question qui avait été 
soulevée a l’€poque. Je ne sais pas si cela répond a votre 
question, mais voila l’effet de cette modification, et c’est a 
peu pres tout. 


Les articles 58 a 61 sont adoptés. 


Article 62 

Le vice-président: Nous avons un amendement a 
article 62. 

M. White: L/’article 62 traite de Vimpét sur les 


conventions de retraite. Les amendements proposés font 
en sorte qu’une convention de retraite financée par une 
police d’assurance-vie soit traitée de la méme maniére 
qu’une convention financée autrement. Elle améliore 
également les conventions financées précédemment par 
une politique d’assurance-vie ainsi que les conventions 
signées avant le 9 octobre 1986, date o& ces mesures ont 
été annoncées, conformément a des ententes conclues ce 
jour Ou auparavant. 


L’amendement précise également que les prestations 
versées au titre des conventions puissent étre Capitalisées 
ou versées. Et l’un porte de trois ans a cing ans la durée 
pendant laquelle des régimes de retraite étrangers sont 
applicables a des employés mutés au Canada avant que les 
régles régissant les conventions de retraite puissent €tre 
appliquées a ces régimes. 


L’amendement est adopté. 

L’article 62 tel qu’amendé est adopté. 
Les articles 63 a 65 sont adoptés. 
Article 66 


Le président: Nous avons un amendement 4 U’article 
66. 


M. Bert Waslander (directeur de la recherche du 
Comité): On nous a demandé soit de supprimer cette 
Clause, soit, a défaut, de la promulguer séparément du 
restant du projet de loi, a une date ultérieure, afin qu’elle 
puisse €tre reconsidérée aprés la refonte de la Loi sur les 
faillites. Elle permet, en effet, au gouvernement de saisir 
des revenus versés a un créancier protégé. 


Nous avons contacté le Conseil canadien d’insolvabilité 
et l’Association des banquiers canadiens 4 ce sujet et tous 
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| Text] 


this clause and both have come back to us with the 
representations to which I just referred. It is a matter 
which ought not to be considered in isolation from the 
Bankruptcy Act. To them the measure itself is 
unacceptable. 


Suigie5 


Miss Nicholson: There is a precedent because in 1985 
the Finance committee of the day refused to take action 
similar to this and defeated the clause, deferring it to be 
dealt with under bankruptcy legislation which is more 
appropriate. 


The Vice-Chairman: So if the committee would like to 
agree with that precedent and also’ with the 
recommendation made and explained, it would mean you 
would vote against this particular clause. 


Mr. Farber: Mr. Chairman, I wonder if we can address 
that before the committee decides to vote on it. 


The Vice-Chairman: Yes, I was just explaining it. 


Mr. Farber: I will give some opening comments and I 
will ask my colleague to address some of the legal 
precedents underlying this. 


This is not a clause that is relevant only in bankruptcy 
situations, but in many situations other than bankruptcy. 
We are particularly dealing with source deductions that 
are put in trust for the employee. The employees get 
credit for income tax, UIC and CPP immediately and 
therefore these funds should not get caught up with all 
other funds of a particular company under any kind of 
proceeding and should be remitted to the government 
because in fact they are government funds. They have 
nothing to do with the operation of a company. Therefore 
dealing with this kind of a provision under the 
bankruptcy provisions does not deal with this particular 
problem in the manner that is actually laid out here. 


Mr. McCrossan: Let me just ask you if you have seen 
that particular suggestion, the proposed amendment, 
rather than deleting the clause. 


Mr. Farber: I have seen the proposed amendment and | 
will ask my colleague to speak to it. My understanding is 
that would leave it open until the date of proclamation 
which may well be three our four months into the future. 
We are talking about uncollected source deductions that 
are reported annually by Revenue Canada somewhat in 
the order of $140 million. 


Mr. Marc Cuerrier (Tax Policy Officer, Tax Policy and 
Legislation Branch, Department of Finance): The average 
of the last three years of uncollected source deduction has 
been $355 million and $334 million. It is expected that 
this measure—the super priority measure which this is a 
sister provision to—in Revenue Canada’s estimation 
would enable them to collect as much as $149 million 
more annually out of those uncollectibles. 


It is a very important revenue collection measure that 
the Minister of Revenue has been insisting upon for quite 
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deux nous ont fait la demande que je viens de dire. Ils 
considérent que cette question ne devrait pas étre tranchée 
séparément de la Loi sur les faillites. Cette mesure leur est 
inacceptable. 


Mme Nicholson: Il y a un précédent parce qu’en 1985, 
le comité des Finances a refusé une mesure analogue a 
celle-ci et l’a rejetée, la renvoyant pour étre intégrée dans 
un projet de loi sur les faillites ou elle paraissait mieux a 
sa place. 


Le vice-président: Si le Comité veut donc accepter ce 
précédent et la recommandation faite, cela signifierait 
qu'il faudrait voter contre cet article du projet de loi. 


M. Farber: Monsieur le président, pourrions-nous 
traiter de ce point avant que le Comité passe au vote? 


Le vice-président: Oui, je ne faisais qu’expliquer la 
situation. 


M. Farber: Je voudrais d’abord faire quelques 
remarques liminaires et demander ensuite a mes collegues 
de parler des précédents juridiques. 


Cette disposition ne concerne pas que les cas de faillite, 
loin de 1a. Il s’agit des retenues a la source qui sont 
placées en fiducie pour l’employé. Celui-ci bénéficie 
immeédiatement des crédits aux fins de l’impot sur le 
revenu, de l’assurance-chOmage et du régime de retraite, 
si bien que ces fonds ne doivent pas étre mélangés avec 
tous les autres d’une société en particulier et doivent étre 
versés 4 l’Etat car c’est a lui qu’ils appartiennent. Ils n’ont 
absolument rien 4 voir avec |’exploitation de l’entreprise. 


Par conséquent, le fait d’inclure ce genre de dispositions | 
dans un texte de loi sur les faillites ne résout pas ce | 


probléme particulier de la maniére qui est prévue ici. 


M. McCrossan: Avez-vous vu cet amendement, celui 


qui propose de modifier le texte et non pas de le. 


supprimer purement et simplement? 


M. Farber: J’ai vu l’amendement et je vais demander a 


| 


| 


mon collégue de vous en parler. Je crois savoir qu’il’ 


laisserait en suspens la date de promulgation, la 
retarderait peut-étre ainsi de trois ou quatre mois. Nous 
parlons 1a de retenues a la source non versées a Revenu | 
Canada, que l’on peut estimer a quelque 140 millions de’ 
dollars. 


M. Marc Cuerrier (agent de politique fiscale, Direction, 
de la politique et de la législation de l’impot, ministere) 
des Finances): La moyenne des trois derniéres années des 
retenues a la source non percues se situe entre 355 et 334! 
millions de dollars. Cette mesure—la disposition am 
priorité dont celle-ci est le pendant—permettrait au’ 
ministére du Revenu de percevoir jusqu’a 149 millions de’ 
dollars par an de ces créances. | 

C’est done une mesure fiscale tres importante que le. 
ministre du Revenu réclame depuis pas mal de temps et, 
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some time and that is rather crucial to the protection of 
the revenue base. 


On that basis we believe, Mr. Chairman, that even a 
three or four or five month deferral of this measure might 
bring about some rather serious revenue implications 
given that this measure deals with a rather special group 
of people. We are talking about delinquent employers that 
are in default of remitting source deductions. So this is 
not a measure that attempts to deal with the ordinary 
taxpayers but rather with a special category of taxpayers 
who are delinquent taxpayers or absconding taxpayers. 
The measure is a rather extreme measure to try and 
control this leakage of the revenues. 


The Vice-Chairman: First of all there is no vote until 
someone wishes to move this amendment which would be 
to delete or delay. So I look around amongst my 
colleagues, including Aideen, and ask do you want to 
actually move this amendment. 


Miss Nicholson: I would like to have some further 
discussion on it because the explanation that has been 
given puts a different light on it. I suppose most of us 
have looked at subclause 66.(1) on its own and there as 
One reads it, it looks as though the government is taking 
to itself a super-priority over secured creditors in all and 
every situation. However, I guess the point is that 
subclause 66.(1) is amending section 224 of the Income 
Tax Act. From what we have just heard section 224 of the 
Income Tax Act deals with delinquent employers. 
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Mr. Cuerrier: More precisely, it deals with a collection 
procedure that is put forward to go against those 
employers that have failed to remit source deductions. It 
is a collection measure. 


Miss Nicholson: Could you possibly just give us a brief 


Overview of section 224, because I do not have trouble 


with subclause 66.(1) if its scope is really limited to the 
Kind of employers you describe. I have a lot of trouble 


with it if it is wider than that. 


Mr. Cuerrier: Well, section 224 is known as a 
garnishment or third-party demand provision. It is a 
collection provision that enables the Department of 
Revenue to intercept payments going to a tax debtor or a 
taxpayer who himself owes money to the Crown. 


_ Now, that provision was found to be deficient, in that 
| there was some recent case law that a tax debtor could get 
around that provision if he were to transfer or assign 


‘some of his assets as part of a security arrangement with a 
‘bank or a financial institution. So because of that 
loophole, the government felt the need to intervene and 
to buttress, I guess, the collection provision in question, 
and this is precisely what subsection 224(1.2) does. It 
‘enables the government to intercept payments going to a 


| Traduction| 


qui est trés importante si nous voulons protéger l’assiette 
fiscale. 


Pour cette raison, monsieur le président, nous pensons 
que meme trois ou quatre mois de retard auraient des 
cons€quences graves sur les recettes fiscales, sachant que 
cette mesure touche une catégorie bien particuliére de 
citoyens, a savoir les employeurs qui gardent par devers 
eux l’impot déduit a la source sur les salaires de leurs 
employés. Ce n’est donc pas une mesure qui concerne un 
contribuable ordinaire mais plutét une catégorie bien 
speciale de contribuables fautifs. C’est une mesure plutot 
draconienne qui tente de contréler cette perte de recettes. 


Le vice-président: Premiérement, il n’y aura pas de 
vote tant que quelqu’un n’aura pas proposé un 
amendement visant 4 supprimer cet article ou a retarder 
son entrée en vigueur. Est-ce qu’il en est parmi mes 
collegues, et je pense 4 Aideen, qui voudrait le proposer? 


Mme Nicholson: Je voudrais continuer a y réfléchir car 
explication qui vient de nous étre donnée Jette une 
lumiére un peu différente sur l’article. La plupart d’entre 
nous, je suppose, l’ont lu isolément et tiré V’impression 
que le gouvernement se donne a lui-méme priorité sur 
tous les autres créanciers garantis, et ce dans toutes les 
circonstances. Cependant, je suppose que le paragraphe 
66.(1) modifie l’article 224 de la Loi de Vimpot sur le 
revenu. Or, d’aprés ce que l’on vient de nous dire, celui-ci 
concerne les employeurs qui ont commis des irrégularités 
fiscales. 


M. Cuerrier: Plus précisément, c’est une procédure de 
recouvrement qui vise les employeurs qui omettent de 
reverser les retenues opérées a la source. C’est une mesure 
de recouvrement. 


Mme_ Nicholson: Pourriez-vous nous indiquer 
briévement la teneur de I’article 224, car je ne vois pas de 
difficulté avec le paragraphe 66.(1)  s’il s’applique 
uniquement au genre d’employeurs que vous décrivez. 
Par contre, s’il va plus loin, j’aurais de nombreuses 
objections. 


M. Cuerrier: Eh bien, l’article 224 est une disposition 
de saisie. C’est une mesure de recouvrement qui permet 
au ministere du Revenu d’intercepter les versements 
effectués 4 un débiteur fiscal ou un contribuable qui doit 
lui-méme des imp6ots a la Couronne. 


Cette disposition comporte une lacune en ce sens que 
la jurisprudence récente permet au créancier de 
contourner la disposition en transférant ou cédant une 
partie de son actif, a titre de garantie de prét, 4 une 
banque ou a un établissement financier. Donc, du fait de 
cette €chappatoire, le gouvernement a voulu renforcer 
cette disposition de recouvrement et c’est précisément ce 
que fait ce projet d’alinéa 224(1.2). Il pourrait étre permis 
au gouvernement d’intercepter les paiements destinés a 
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secured creditor of a tax debtor, which was a neat trick to 
get around the original provision. 


Miss Nicholson: Is section 224 a lengthy section? 


Mr. Cuerrier: Section 224 has a number of subsections: 
224.1 is the main garnishment provision; 224(1.1) deals 
with another type of garnishment. Then there are a 
number of rules that affect the consequence, I guess, of a 
garnishment and the provisions for what happens upon 
failure to comply with a garnishment order. It is a one- 
page section. 


Mrs. Collins: There is on file a copy of a letter from 
The Canadian Bankers’ Association which objects to this. 
I wondered if you have looked at that and if you could 
respond to it. 


Mr. Cuerrier: We have received, in the course of 
dealing with subsection 224(1.2) and also the mother 
provision, 227(10.2), a number of representations. 
Obviously, the financial institutions are not too keen on 
these types of enhanced collection provisions for the 
government. The one my attention was directed to was a 
representation by the Canadian Construction Association. 


But we have indeed, I recall, received some 
representations as well from the Canadian Insolvency 
Association and The Canadian Bankers’ Association. 
Essentially, the common denominator in_ those 
representations has always been that they do not like the 
fact that government might set a priority over their types 
of security arrangements. And I suspect this is a 
reasonable position for them. 


However, as a matter of tax policy, the Minister of 
Finance and the Minister of Revenue insist that the 
greater good is better served by enhancing the collection 
provisions of the Income Tax Act to make sure the 
revenue flows to the government. 


Mrs. Collins: As you indicated earlier, this would 
include deductions for CPP and UI. 


Mr. Cuerrier: Exactly. 


Mrs. Collins: Which are really to the benefit of the 
employee. 


Mr. Farber: Well, this only includes income tax, CPP 
and UIC. 


Mr. Cuerrier: Source deductions. 


Mr. Farber: They are source deductions. These are not 
funds that belong to the employer. 


Mrs. Collins: They belong to the employee. 


Mr. Farber: They are the employee’s deductions, which 
in theory should be remitted the same day they are 
deducted, except that there is some time given to remit 
source deductions under the Income Tax Act. So these are 
not ordinary trade-receiveables that can be assigned. But 
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un créancier garanti d’un débiteur fiscal, ce qui était un 
procédé retors permettant de contourner la_ regle 
d’origine. 

Mme Nicholson: Est-ce que le texte de l’article 224 est 
trés long? 


M. Cuerrier: L’article 224 comporte un certain nombre 
de paragraphes: le paragraphe (1) est la disposition de 
saisie principale; l’alinéa 224(1.1) traite d’un autre type de 
saisie. Il y a ensuite un certain nombre de reégles qui 
intéressent les conséquences d’une  saisie et des 
dispositions sanctionnant le non-respect d’une 
ordonnance de saisie. Le texte fait a peu prés une page. 


Mme Collins: Nous avons dans le dossier copie d’une 
lettre de l’Association des banquiers canadiens qui 
s’oppose a cette mesure. Est-ce que vous en avez pris 
connaissance et pourriez-vous répondre a ces objections? 


M. Cuerrier: Nous avons regu un certain nombre 
d’interventions concernant le paragraphe 224(1.2) et 
également celui qui lui fait suite, le paragraphe 227(10.2). 
De toute évidence, les établissements bancaires ne sont pas 
rayis de voir s’accroitre les moyens de recouvrement de 
VEtat. J’ai surtout étudié intervention de |’Association 
canadienne de la construction. 


Mais je me souviens effectivement que nous avons requ 
également des interventions de l’Association canadienne | 
d’insovabilité et de |’Association des banquiers canadiens. 
Leur point commun, en gros, est qu’elles n’apprécient pas 
le fait que le gouvernement puisse avoir préséance sur les | 
garanties qu’elles possédent elles-mémes. Je suppose que 
cela est trés compréhensible. 


Cependant, du point de vue de la politique fiscale, le 
ministre des Finances et le ministre du Revenu affirment | 
qu’il est dans l’intérét général de renforcer les moyens de _ 
recouvrement aux termes de la Loi de l’impét sur le | 
revenu afin que |’Etat soit assuré de toucher son du. 


Mme Collins: Ainsi que vous l’avez dit, cela engloberait 
les retenues au titre du régime des pensions et de | 
l’assurance-chomage. 


M. Cuerrier: Exactement. 


Mme Collins: Qui bénéficient en fait a l’employé. 


M. Farber: Oui, ceci se limite a l’imp6t sur le revenu, 
aux cotisations aux Régimes des pensions du Canada et | 
d’assurance-chomage. 


M. Cuerrier: Les retenues opérées a la source. 


M. Farber: Ce sont des retenues a la source. Ce n’est 
pas de l’argent qui appartient a l’employeur. 


Mme Collins: Il appartient a l’employe. | 


| 

M. Farber: Ce sont des retenues opérées sur le salaire | 
de l’employé, qui en théorie devraient étre remises le- 
méme jour, sauf que la Loi de l’impot sur le revenu | 
accorde a l’employeur un certain délai de grace. Ce ne’ 
sont donc pas des effets négociables ordinaires. Mais, du 
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because of this court case my colleague was talking about, 
that was the mechanism to get around this. 


Mrs. Collins: It is the 
corporation is owing? 


not income tax that the 


251735 


Mr. Cuerrier: No, this does not address at all the 
personal tax liability or a corporate tax liability. It is 
strictly— 


Mr. McCrossan: I had another question on this. I just 
want to get to the example. Suppose a bank loans money 
to a corporation and takes as collateral for the loan 
security of—it does not matter—a building. 


Mr. Cuerrier: This would not apply to real property. 

Let me continue with your example. Suppose a bank 

loans money and gets as collateral accounts receivable of 

the taxpayer. The case law I was referring to has said that 

if an account receivable is assigned or transferred to the 

_ bank, subsection 224.(1) does not apply because it would 
_ apply only to property that is owned by the tax debtor. 


| To the extent that the tax debtor assigns the property to 
_ another secured creditor, he would frustrate Revenue’s 

collection. This is exactly what we are trying to correct. 
_ We are trying to say that notwithstanding the fact that a 

tax debtor might assign his property to a secured creditor, 
the garnishment action can still take places® The 
garnishment action effectively has priority over an 
assignment that— 


The Vice-Chairman: The value of the assignment 
_ should be after tax. 


Mr. Cuerrier: Exactly. 


_ Mr. Farber: Not quite after tax; after the employees’ 
_ tax—money that does not belong to the person. 


Mr. Cuerrier: Yes, it is an important— 


The Vice-Chairman: This is what clause 66 provides. If 
I do not have a mover for an amendment, then I shall ask 
if clause 66 shall carry. 


Clause 66 agreed to. 
/ On clause 67 


_ Mr. White: Mr. Chairman, the amendment merely 
‘corrects a cross-reference. 


Amendment agreed to. 

Clause 67 as amended agreed to. 
Clause 68 agreed to. 

On clause 69 


___ The Vice-Chairman: Clause 69 has an amendment. 
Here we are looking at some dates. 


Mr. White: Mr. Chairman, this relates to retirement 
;compensation arrangements. It deals with rights that are 
‘contingent rather than vested, to make sure those rights 


| 
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fait de ces jugements dont mon collégue a parlé, un 
mécanisme est apparu qui permettait de contourner la loi. 


Mme Collins: Il ne s’agit pas de Vimpét sur le revenu 
que la société doit au fisc? 


M. Cuerrier: Non, il ne s’agit pas du tout des montants 
d’impot sur le revenu d’un particulier ou d’une société. Il 
s’agit strictement. . . 


M. McCrossan: J’ai une autre question 1a-dessus. 
Pourriez-vous nous donner un exemple. Supposons 
qu’une banque accorde un prét a une société et prenne 
comme garantie—peu importe—un bien immobilier. 


M. Cuerrier: Ceci ne s’applique pas du tout a des biens 
immobiliers. Permettez-moi de poursuivre votre exemple. 
Supposons qu’une banque accorde un prét et prenne 
comme garantie les comptes a recevoir du contribuable. 
La jurisprudence dont j’ai parlé dit que si un compte a 
recevoir est assigné ou est cédé a une banque, le 
paragraphe 224.(1) ne s’applique pas car il est applicable 
uniquement a un bien que posséde le débitaire fiscal. 


Dans la mesure ou le débiteur fiscal attribue la 
propriété de ses comptes a un autre créancier garanti, il 
soustrait a la main du fisc. C’est exactement ce que nous 
essayons d’éviter. Nous disons que, méme si un débiteur 
fiscal attribue son bien a un créancier garanti, il peut étre 
néanmoins saisi. L’ordonnance de. saisie a, dans la 
pratique, priorité sur une cession qui. . . 


Le vice-président: La valeur du bien cédé ne peut étre 
que celle aprés impéts. 


M. Cuerrier: Exactement. 


M. Farber: Pas tout a fait, aprés que l’impét déduit sur 
les salaires des employés soit versé, c’est-a-dire de l’argent 
qui n’appartient pas a la société. 


M. Cuerrier: Oui, c’est important. . . 


Le vice-président: C’est ce que dit l’article 66. Je n’ai 
personne pour proposer d’amendements et je mets donc 
l’article 66 aux voix. 


L’article 66 est adopteé. 
Article 67 


M. White: Monsieur le président, cet article rectifie 
uniquement un renvoi. 


L’amendement est adopté. 

L’article 67 tel qu’amendé est adopté. 
L’article 68 est adopté. 

Article 69 


Le vice-président: Il y a un amendement a I’article 69. 
C’est une question de dates. 


M. White: Monsieur le président, cet amendement 
concerne les conventions de retraite, et notamment les 
droits qui sont conditionnels plutét qu’automatiquement 
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can also be covered under a retirement compensation 
arrangement. It also provides additional grandfathering. 


Amendment agreed to. 
Clause 69 as amended agreed to. 
On clause 70 


The Vice-Chairman: We turn to an amendment in 
clause 70. On the home stretch. 


Mr. Ernewein: Mr. Chairman, the basic provision that 
is added by Bill C-64 is proposed subsection 249.(4), 
which deems a corporation to have ended its taxation year 
where control of the corporation changes. There are 
essentially two amendments to this provision. The first 
tends to clarify our intention that if a change of control 
occurs within seven days after a normal year-end, you will 
be able to extend the normal year-end to the change of 
control date so you do not have to make up your accounts 
for two years just because of that short period. 


The second change is to extend the date for filing 
returns under the Income Tax Act caused by this deemed 
year-end rule to 90 days after the day on which the 
legislation receives Royal Assent. 


Amendment agreed to. 
Clause 70 as amended agreed to. 
On clause 71 


The Vice-Chairman: There is an amendment on clause 
71. We need unanimous consent to introduce it. 


Some hon. members: Agreed. 


Mr. White: Mr. Chairman, one of the budget 
provisions in Bill C-64 changes the basis of measurements 
of property held by deferred income plans for the 
purposes of the special tax on excess foreign property 
holdings of deferred income plans. This change is merely 
consequential on it. It picks up a reference change 
corresponding to that change in basis. 


° 1740 
Amendment agreed to. 
Clause 71 as amended agreed to. 
Clauses 72 to 78 inclusive agreed to. 
The Vice-Chairman: Shall the title carry? 
Some hon. members: Agreed. 
The Vice-Chairman: Shall the Bill as amended carry? 


Some hon. members: Agreed to on division. 


The Vice-Chairman: Shall 
reprint for use at report stage? 


the committee order a 


Some hon. members: Agreed. 
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acquis et nous voulons veiller a ce que ces droits soient 


également couverts par la définition de «convention de_ 


retraite». En outre, l’amendement 


dispositions transitoires. 


élargit quelques 
L’amendement est adopté. 

L’article 69 tel qu’amendeé est adopte. 

Article 70 


Le vice-président: Nous passons a l’amendement a 
Varticle 70. Nous arrivons 4 la fin. 


M. Ernewein: Monsieur le président, la disposition 
principale ajoutée par le projet de loi C-64 est le projet de 
paragraphe 249.(4), qui dit que l’année d’imposition 


d’une corporation est censé prendre fin a la date ou la_ 


société change de main. Il y a, en gros, deux modifications 


a cette disposition. La premiére tend a préciser que si le 
contréle de la corporation change de main dans les sept 
jours aprés la fin normale de l’année d’imposition, celle-ci 
pourra étre prolongée d’autant, de fagon a ne pas avoir a 
soumettre une comptabilité pour deux années, dont l’une 
ne comporterait que quelques jours. 


La deuxiéme modification prolonge la date pour le 
dépét de la déclaration d’impot a remettre aux termes de 


cette régle de fin d’année d’imposition jusqu’a 90 jours | 


aprés la date de sanction de la loi. 
L’amendement est adopté. 
L’article 70 tel qu’amendé est adopté. 
Article 71 


Le vice-président: [1 y a un amendement a l’article 71. 
Nous avons besoin du consentement unanime pour 
recevoir l’amendement. 


Des voix: D’accord. 


M. White: Monsieur le président, l’une des dispositions | 
budgétaires du projet de loi C-64 modifie les criteres de_ 


calcul de la valeur de biens détenus par un régime de 
report de revenu aux fins de la taxe spéciale sur les biens 
étrangers excédentaires détenus par de tels régimes. Il 
s’agit-la simplement d’une modification corrélative. Il 


s’agit simplement de modifier une date de référence 


conformément a un changement apporté plus haut. 


L’amendement est adopté. 

L’article 71 tel qu’amendé est adopté. 
‘Les articles 72 a 78 sont adoptés. 

Le vice-président: Le titre est-il adopté? 
Des voix: Adopté. 


Le vice-président: Le projet de loi tel qu’amendé est-il 
adopté? | 


Des voix: Adopté, sur s€paration des voix. 


Le vice-president: Le comité veut-il ordonner une ! 
réimpression du projet de loi aux fins du rapport? 


Des voix: D’accord. 
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The Vice-Chairman: Shall I report the Bill as Le vice-président: Dois-je faire rapport du projet de loi 
amended? 


tel qu’amendé? 


Some hon. members: Agreed. Des voix: D’accord. 


The Vice-Chairman: A special word of thanks to our 
witnesses who have been patient with us and to all of you 
who have made it possible. 


Le vice-président: Je tiens 4 remercier particuliérement 
nos témoins qui ont fait preuve d’une grande patience, 


ainsi que vous tous qui avez rendu possible l’adoption de 
ce projet de loi. 


The meeting is adjourned to the call of the Chair. La séance est levée jusqu’a nouvel ordre. 
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MINUTES OF PROCEEDINGS 


THURSDAY, JANUARY 21, 1988 
(201) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 10:07 o’clock a.m. this day, in 112-N, 
Centre Block, the Vice-Chairman, Robert Layton, 
presiding. 


Members of the Committee present: Michael Cassidy, 
Mary Collins, Murray Dorin, Raymond Garneau, Robert 
Layton and Norman Warner. 


Acting Member present: Steven W. Langdon for Simon 
de Jong. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas, 
Research Officer. 


Witness: From the Bank of Canada: John Crow 
Governor. 


vd 


Pursuant to Standing Order 96(2), the Committee 
commenced consideration of questions relating to the 
economic outlook. 


The witness made an opening statement and answered 
questions. 


At 12:14 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE JEUDI 21 JANVIER 1988 
(201) 
[Traduction| 
Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui 4 10 h 07, dans la 


piéce 112-N de l’Edifice du centre, sous la présidence de 
Robert Layton, ( vice-président). 


Membres du Comité présents: Michael Cassidy, Mary 


Collins, Murray Dorin, Raymond Garneau, Robert 
Layton et Norman Warner. 
Membre suppléant présent: Steven W. Langdon 


remplace Simon de Jong. 


Aussi présents: Du personnel de recherche du Comite: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliotheque du Parlement: Terrence 
J. Thomas, attaché de recherche. 

Témoin: 
gouverneur. 


De la Banque du Canada: John Crow, 


Conformément aux dispositions du paragraphe 96(2) 
du Reglement, le Comité entreprend d’étudier les 
questions relatives aux perspectives économiques. 


Le témoin fait une déclaration préliminaire et répond 
aux questions. 


A 12 h 14, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 


ey) oa! 
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Thursday, January 21, 1988 


- 1008 
The Vice-Chairman: Order, please. 


Pursuant to Standing Order 96.(2), the committee 
meets today on questions relating to the economic 
outlook. 


Our special witness for this meeting is Mr. John Crow, 
the Governor of the Bank of Canada. 


I invite the governor to present his colleagues and his 
remarks, and then we will subject them to questions by 
members of the committee. 


Mr. John Crow (Governor of the Bank of Canada): 
Thank you, Mr. Chairman. I regard it as a privilege to be 
here this morning. 


My colleagues, Mr. White and Mr. Freedman, advise 
the governor. 


- 1010 


I do not have an opening statement, though I do 
believe that committee members did receive a copy of an 
address I gave on Monday in Alberta, called “The Work of 
Canadian Monetary Policy”. To the extent that one needs 
an opening statement, that stands as an opening statement, 
Mr. Chairman. 


Mr. Garneau: I wish you could explain your statement 
a bit, because it is not that easy to understand. Even 
though we know a little bit about the economy, your 
statement in Edmonton was a very complex one, and not 
easy to understand. 


In fact what you are saying to Canadians is that 
inflation is the base of the monetary policy,and it should 
be, and it should remain even though the inflation being 
on the downturn—well my interpretation of what you 
said—it is still the main preoccupation of the Governor of 
the Bank of Canada. Is that right, or is my reading of your 
speech not good? 


Mr. Crow: That is not a bad paraphrase of 21 pages, 
Mr. Garneau. 


The way I would put it is that the institution that has 
direct responsibility for monetary policy, for monetary 
expansion, has also responsibility for maintaining 
confidence in the nation’s currency. Confidence in the 
nation’s currency comes to very much the same thing as 
ensuring it maintains its value. Maintaining its value 
means the general price level stays as stable as is possible. 


Mr. Garneau: I certainly can agree with you on the 
long term, but when you look at the situation now, 
inflation seems to be under control even though the last 
couple of years our rate has been a little higher than the 
one in the United States. 


TEMOIGNAGES 
[Enregistrement électronique] 
| Traduction| 

Le jeudi 21 janvier 1988 


Le vice-président: La séance est ouverte. 


Le comité se réunit aujourd’hui en vertu de l’article 
96.(2) du réglement pour examiner certaines questions 
relatives aux perspectives Economiques. 


Nous sommes ravis d’accueillir M. 
gouverneur de 1a Banque du Canada. 


John Crow, 


Jinvite maintenant le gouverneur 4 nous présenter ses 
collégues et son exposé et nous passerons ensuite aux 
questions. 


M. John Crow (gouverneur de la Banque du Canada): 
Merci, monsieur le président. C’est pour moi un privilege 
d’étre des v6tres ce matin. 


Mes collégues et conseillers sont M. White et M. 
Freedman. 


Je n’ai pas préparé d’exposé comme tel mais les 
membres du Comité ont regu, je crois, copie d’une 
allocution que j’ai prononcée lundi en Alberta et qui 
sintitule The Work of Canadian Monetary Policy. Ce 
texte pourra servir d’exposé liminaire, monsieur le 
président. 


M. Garneau: J’aimerais bien que vous nous |’expliquiez 
parce qu’il n’est pas du tout facile a comprendre. Méme si 
nous nous y connaissons un peu en matiere d’économie, 
Vallocution que vous avez prononcée a Edmonton était 
trés complexe et pas du tout facile a comprendre. 


Vous dites en fait aux Canadiens que la politique 
monétaire est dictée par le taux d’inflation, comme cela se 
doit, et—si j’ai bien interprété vos propos—l inflation 
demeure la principale préoccupation du Gouverneur de 
la Banque du Canada méme si elle est a la baisse. Est-ce 
exact ou ai-je mal interprété votre discours? 


M. Crow: Ce n’est pas une mauvaise paraphrase des 21 
pages de l’allocution, monsieur Garneau? 


A mon avis, l’institution directement responsable de la 
politique et de l’expansion monétaires doit aussi veiller au 
mdintien de la confiance dans la monnaie nationale. Le 
maintien de cette confiance équivaut au maintien de la 
valeur de la monnaie. Pour se faire, il faut que le niveau 
général des prix soit aussi stable que possible. 


M. Garneau: Je suis tout a fait d’accord avec vous pour 
ce qui est du long terme mais, a l’heure actuelle, 
inflation semble étre sous contréle méme si depuis 
quelques années notre taux est légérement plus éleve que 
celui des Etats-Unis. 
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If you compare the inflation situation today with the 
value of the dollar, our dollar is going up, and still the 
bank decided to keep the rate of interest at a comparable 
high level. I wonder why you are keeping that policy of a 
high interest rate even though the dollar is going up. The 
dollar is now more than 70¢—77¢—and you still keep the 
rate at the higher level, and the spread between the 
United States and Canada. 


For example, when you compare the end of October 
with today, the spread between the short-term rate in 
Canada and in the states went up from 111 points to 174 
points. Even though the spread is high and the value of 
the dollar is going up, you are keeping an interest-rate 
policy very tight. Can you explain please? 


Mr. Crow: There are a number of points you made, 
Mr. Garneau. You said that you believe inflation is under 
control. 


Mr. Garneau: That is what everybody says. 


Mr. Crow: It is certainly true that inflation has come 
down a long way from where it was a few years ago when 
it was in double digits, and I am sure we are all very 
happy about that. 


However to say that inflation is under control is more 
than I would say. I do not think that is the case. I think 
we are making excellent progress, and we have to 
continue to make progress. 


I would also point out that in the period over which 
inflation came down, the Canadian economy did rather 
well. As regards the Canadian dollar. it is certainly the 
case that there has been recovery in the Canadian dollar 
viewed against the U.S. dollar. It is relatively high at the 
moment, by recent standards. 


ig KUN S) 


If you look at the Canadian dollar against the 
currencies of all the countries with which we trade, and 
even if you, as you must, give the U-S. dollar a very high 
weight in that comparison, it is also the case that on that 
dasis, on let us say a weighted average basis which some 
deople even call an effective basis, the Canadian currency 
las not risen a great deal, certainly not in 1987, and not 
Yefore. This is because the Canadian dollar, like the U.S. 
lollar, has fallen a great deal against those currencies of 
‘he major countries overseas with which we trade, that are 
"ery large in world trade, not only just with Canada. That 
‘$a relevant consideration. 


: 


The Canadian economy has continued through 1987 to 
‘Xpand very strongly, with strong increases in spending, 
‘rong increases in money, and strong increases in credit. 
“he strength in the Canadian dollar we have seen against 
ae US. dollar reflects the weakness of the U.S. dollar to 
me degree against overseas currencies. It also reflects the 
€rception of an improvement in our economic situation. 


[ Traduction} 


Si l'on compare le taux d’inflation a la valeur de notre 
dollar aujourd’hui, nous constatons que ce dernier est a la 
hausse mais que la banque a néanmoins décidé de 
maintenir les taux d’intérét a un niveau comparativement 
élevé. Je me demande pourquoi vous maintenez cette 
politique de taux d’intérét élevés alors méme que le dollar 
S’apprécie. Le dollar a maintenant dépassé le cap des 
70c.—il est 4 77c.—et vous continuez de maintenir les 
taux d’intérét et l’écart entre les taux américains et 
canadiens a un niveau élevé. 


Par exemple, entre le mois d’octobre et aujourd’hui, 
Vécart entre le taux des effets 4 court terme au Canada et 
aux Etats-Unis est passé de 111 points a 174. Or, malgré 
cet écart et l’appréciation de notre dollar, vous pratiquez 
une politique des taux d’intérét trés serrée. Pouvez-vous 
nous expliquer cela, s’il-vous-plait? 


M. Crow: Monsieur Garneau, vous avez soulevé la un 
certain nombre de points. Vous avez dit, il me semble, 
que |’inflation est sous contréle. 


M. Garneau: C’est bien le consensus. 


M. Crow: Il est parfaitement vrai que les taux 
d’inflation ont beaucoup diminué depuis le temps ow ils 
dépassaient le cap des 10 p. 100 et nous en sommes tous 
ravis. 


Toutefois, je n’irai pas jusqu’a dire que nous avons 
jugulé Vinflation. Je ne crois pas que ce soit le cas. Nous 
avons fait des progrés appréciables mais nous devons 
poursuivre nos efforts. 


Je vous signale par ailleurs qu’au cours de la période 
sur laquelle les taux d’inflation ont diminué, l’économie 
canadienne se portait assez bien. En ce qui concerne le 
dollar canadien, il est vrai qu’il s’est apprécié par rapport 
au dollar américain. Il se porte relativement bien 
maintenant si l’on songe au niveau qu'il a atteint 
précédemment: 


Si vous comparez le dollar canadien aux devises de nos 
principaux partenaires commerciaux et méme si vous 
accordez une pondération plus lourde au dollar 
américain, comme il se doit, il reste néanmoins que selon 
cette pondération que certains jugent préférable aux fins 
de la comparaison, le dollar canadien ne s’est gueére 
apprécié ni en 1987, ni avant. Cela s’explique du fait que 
le dollar canadien, comme le dollar amé€ricain, s’est 
dépréci€é énormément par rapport aux devises des 
principaux pays qui tiennent une place importante dans 
le commerce international et pas uniquement par leurs 
€changes avec le Canada. C’est la une considération 
pertinente. 


L’économie canadienne a connu une forte poussée de 
croissance en 1987 alliée a de fortes augmentations des 
dépenses, de la masse monétaire et du crédit. La vigueur 
du dollar canadien par rapport au dollar américain 
refléte, dans une certaine mesure, la faiblesse de ce 
dernier par rapport aux autres devises. Elle refléte aussi la 
réaction des investisseurs 4 l’amélioration de notre 
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It tends to be that when an economy looks as if it is doing 
rather well that its currency tends to do rather better. 
That has been something that has been apparent in the 
market. There are various indications that the market has 
seen that the Canadian economy is performing rather 
better, and that has also helped the currency recently. 


Mr. Garneau: When I look at the statistics and consider 
the spread between the rate of interest in commercial 
paper in the States and in Canada, one can appreciate the 
fact that the spread has increased and the value of the 
dollar has increased. So if the Bank of Canada could 
accept, as suggested by the Chamber of Commerce, a little 
lower rate of interest, the value of our dollar would not 
fluctuate that much, and could help to create jobs. 


How do you react to this suggestion of the Chamber of 
Commerce of Canada which said that the Bank of Canada 
should lower the rate of interest to prevent a negative 
reaction to the crash of the stock exchange in October? 
This is what they presented to Parliament in terms of 
suggestions for the coming year, and I wonder if you 
accept this suggestion as a basis for your action or not. 


Mr. Crow: I find it a little difficult to accept that 
suggestion, because, in fact, interest rates are lower than 
they were before the crash. The prime rate is, three= 
quarters of a point below where it was before the crash. 
Money market rates are about a percentage point below 
where they were before the crash. 


As I interpreted the Chamber of Commerce statement, 
what it was saying was if there has to be easing in the 
Canadian economy, it should not come through fiscal 
easing, it should come through monetary easing. I think it 
was a hypothetical statement in relation to the way they 
saw the performance of the Canadian economy, which 
still remains to be seen. They are concerned about the 
need to reduce the deficit. I think that is what they were 
emphasizing, and it is a concern I share. 


Mr. Garneau: If the deficit is a concern, you can 
imagine and appreciate the result on the deficit of a lower 
rate of interest due to the amount of the national debt. 
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If you lower the rate of interest a bit it has a direct 
impact on the deficit. But from what you said we cannot 
expect to have a lower rate of interest in Canada during 
the coming months. I am very much preoccupied by the 
fact that the real rate of interest is higher than ever before, 
except for 1984. I beleive the real rate is around 5%. Do 
you not think it is much too high? All political parties 
around this table would like to see job creation. To have a 
real rate of 5% compared to the standard we had in the 
past, which was around 2%, I think is too high. It adds to 
the cost of our economy and affects our competitiveness 
with other nations. In fact, in the long term it may have a 
very negative impact on the development of this country. 
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performance économique. Quand une économie se porte 
bien, la monnaie nationale a tendance a s’apprécier. Nous 
avons pu le constater sur le marché. Certains indices nous 
permettent de croire que la bonne tenue de Véconomie 
canadienne a été notée par le marché et cela a donné un 
coup de pouce au dollar canadien ces derniers temps. 


M. Garneau: Quand j’examine les statistiques et que je 
tiens compte de l’écart entre les taux d’interét du papier 
commercial aux Etats-Unis et au Canada, je constate que 
Vécart s’est élargi et que la valeur du dollar a augmente. 
Ainsi, si la Banque du Canada pouvait accepter la 
proposition de la Chambre de commerce qui préconise 
un abaissement des taux d’intérét, la valeur du dollar ne 
varierait pas tellement mais cela favoriserait la création 
d’emplois. 


Que pensez-vous de la suggestion de la Chambre de 
commerce du Canada selon laquelle la Banque du Canada 
devrait abaisser les taux d’intérét pour empécher une 
réaction négative 4 la dégringolade boursiére d’octobre? 
Voila la recommendation qu’elle a faite au Parlement 
pour la nouvelle année et je me demande si vous étes 
préts 4 agir conformémemt a cette suggestion. 


M. Crow: J’ai de la difficulté a l’accepter parce que les 
taux d’intérét sont plus bas qu’ils ne l’étaient avant le 
krach. Le taux préférentiel est inférieur de trois quart 
d’un point a ce qu’il était avant le krach. Les taux du 
marché monétaire sont inférieurs d’un point de base a ce 
qu’ils étaient avant le krach. 


Sauf erreur de ma part, la Chambre de commerce dit 
que s’il s’avére nécessaire de donner un ballon d’oxygene 
a Véconomie canadienne, il vaut mieux le faire en 
desserrant la politique monétaire plutot que la fiscalite. 
Elle exprimait ainsi une préférence hypothétique compte 
tenu de l’évolution prévue de |’économie canadienne sur 
laquelle il est encore trop t6t pour se prononcer. La 
Chambre de commerce préconise la réduction du déficit 
et c’est 1a-dessus qu’elle mettait l’accent et je partage ses 
préoccupations a cet égard. 


M. Garneau: Si le déficit vous préoccupe effectivement, 
vous ne pouvez qu’étre conscient de l’incidence qu’aurait 
sur ce déficit un taux d’intérét plus bas, étant donné 
V’ampleur de la dette nationale. 


La moindre baisse du taux d’intérét se répercute 
directement sur le déficit. Mais d’aprés ce que vous dites, 
nous ne pouvons pas nous attendre a voir le taux d’intérét 
baisser au Canada au cours des prochains mois. Je trouve 
trés inquiétant que le taux d’intérét réel soit plus élevé 
que jamais, sauf en 1984. Je crois qu’il se situe aux 
alentours de 5 p. 100. Ne pensez-vous pas que c’est 
beaucoup trop élevé? Tous les partis politiques 
représentés ici sont pour la création d’emplois. Un taux 
réel de 5 p. 100 au lieu des 2 p. 100 que nous avions 
habituellement dans le passé me parait beaucoup trop 
élevé. Cela alourdit le fardeau financier de notre 
économie et compromet notre compétitivité avec les 
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What would be the real rate of interest, because at 5% 
it seems to be very, very high? 


Mr. Crow: I do ‘not think it is quite as high as 5%. It 
depends of course on the rate of interest one is looking at 
vis-a-vis the price change. But I do not want to quibble 
Over numbers. On some basis it will look higher than it 
was. 


It is a Curious situation in some ways, Mr. Garneau. 
Employment in 1987 grew by 4.2%. In the fourth quarter, 
it grew at an annual rate of something like 5%. The real 
rate of interest on some measures looks higher than it 
used to be. 


How can you reconcile those two things? Maybe those 
real rates are not quite as high as they look. Maybe people 
have fears about inflation; maybe they find money rather 
cheaper than it looks in terms of statistics and in terms of 
the current numbers. That is one possibility. 


The financial system has changed over the years and 
nas become much more competitive. There was much 
nore credit rationing, if we go back, in terms of the 
location of funds. Interest rates did not clear the market, 
fI can put it that way, in quite the way they do now. 


If you compare those two periods, you would see a 
endency towards what seem to be higher real rates 
‘ompared with the earlier period. That is another point I 
vill make. 
| Finally, as regards real interest rates, there is some 
Ontrol that can be exercised in the short run in Canada 
ver real interest rates, but we should not forget that there 
3 a world capital market, a real demand and a real supply 
f funds. Those real interest rates very much influence 
‘hat happens to the demand and supply of funds in the 
‘orld capital market, which we are linked to and will 
‘Ontinue to be linked to, including demands for funds on 
le parts of governments, fiscal deficits. 


_ They are part of the demand for savings and therefore 
te demand for funds. They tend to induce higher rather 
tan lower real interest rates. 


_ Mr. Cassidy: I welcome you, Mr. Crow, and I hope that 
is becomes a more frequent occurrence. I believe this is 
‘aly the second time you have appeared in front of the 
’mmittee. The last time we were charged with making 
‘commendations as to whether we thought your 
/pointment was a good one, given this is a partial step of 
iliamentary reform. 

| 


What is the inflation target of the Bank of Canada? 
’u have indicated that this is the primary target of 
| snetary policy, as you are directing it. 


[Traduction] 


autres pays. A long terme, cela peut méme avoir des 
répercussions trés négatives sur le développement du 
Canada. 


Quel sera le taux d’intérét réel, étant donné qu’un taux 
de 5 p. 100 me parait excessif? 


M. Crow: Je ne pense pas qu’il atteigne 5 p. 100. Bien 
sir, cela dépend du taux d’intérét que vous considérez par 
rapport a la hausse de prix. Mais je ne veux pas ergoter a 
propos de chiffres. D’un certain point de vue, le taux réel 
paraitra plus élevé. 


La situation est assez curieuse, monsieur Garneau. En 
1987, il y a eu une croissance de Vemploi de 4,2 p. 100. 
Au cours du quatriéme trimestre, cette croissance a atteint 
un taux annuel d’environ 5 p. 100. Dans certains 
contextes, le taux d’intérét réel semble plus élevé qu’il ne 
l’était dans le passé. 


Comment peut-on concilier les deux? Ces taux réels ne 
sont peut-€tre pas aussi élevés qu’ils semblent l’étre. II se 
peut que les gens craignent l’inflation; peut-€tre l’argent 
leur parait-il moins cher qu’il n’y parait d’aprés les 
Statistiques et les chiffres réels. C’est une possibilité. 


Le systeme financier a évolué au cours des années et il 
est devenu beaucoup plus concurrentiel. Dans le passé, le 
crédit était beaucoup plus rationné. Les taux d’intéréts 
n’avaient pas pour effet de dégager le marché, si je puis 
dire, comme c’est le cas maintenant. 


Si vous comparez ces deux périodes, vous constaterez 
que les taux réels ont tendance 4a étre plus élevés qu’ils ne 
l’taient. Voila un autre point sur lequel j’insisterai. 


Enfin, nous pouvons exercer un certain controle sur 
les taux d’intérét réels, a court terme, mais il faut 
également tenir compte du marché mondial des Capitaux, 
de la demande réelle et de l’offre réelle de capitaux. Les 
taux d’intérét réels influencent dans une large mesure 
offre et la demande de capitaux sur le marché monétaire 
international dont nous ne pouvons pas nous dissocier, et 
cela vaut également pour les fonds dont les 
gouvernements ont besoin pour couvrir leurs déficits. 


Ces déficits exercent une demande sur Vépargne et 
donc sur les fonds disponibles. Ils ont tendance 4 faire 
augmenter, plutdt qu’a abaisser, les taux d’intérét réels. 


M. Cassidy: Monsieur Crow, je vous souhaite la 
bienvenue et j’espére que nous aurons plus souvent 
l’occasion de vous entendre. C’est seulement la deuxiéme 
fois, je crois, que vous comparaissez devant le Comité. La 
derniére fois, nous étions chargés de faire des 
recommandations au sujet de votre nomination étant 
donné qu’il s’agit la d’une des étapes de la réforme 
parlementaire. 


Quel est l’objectif de la Banque du Canada A Végard de 
l’inflation? Vous avez dit qu’il s’agissait du but premier de 
votre politique monétaire. 
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Mr. Crow: The target of monetary policy over time is 
to work towards price stability, stability of the general 
price level. 


Mr. Cassidy: When you came before us last time, you 
indicated that stability, in your terms, was in fact a zero 
rate of inflation. Is that still your view? 


Mr. Crow: That would be the ideal, Mr. Cassidy. 


Mr. Cassidy: In an economy as open as Canada’s, and 
given the tendency of what we have seen over two 
generations or more to a continuing, if gradual, rate of 
price inflation in the industrialized world, does that not 
therefore mean that what you are advocating for Canada 
is, to the extent that domestic price levels can be 
controlled, that we should have consistent deflation in 
terms of domestic price levels to offset the degree to 
which we import rising prices of the goods we trade in 
from abroad? 


Mr. Crow: I am not suggesting that, Mr. Cassidy. 


Mr. Cassidy: Are you not then suggesting absolute price 
stability, but a price level somewhat higher than 0% 
inflation? 


Mr. Crow: No. I am not. I am suggesting that we work 
towards zero price inflation. I think maybe I should 
expand upon this. 


Mr. Cassidy: If Canada imports a certain amount of 
inflation from abroad, because of the generally rising 
levels of inflation, that may be partly because of the sins 
and pecadilloes of politicians in different industrial 
countries, who perhaps are more tolerant of inflation than 
the central bank is. Does it not then mean that if we work 
towards absolute price stability in this country, to offset 
some inflation in the prices of imports, we have to have a 
falling price level on production and of goods and services 
in Canada, to come out to a zero inflation rate? 


Mr. Crow: It just does not follow that way, Mr. Cassidy. 


I think there is one variable that clearly is not in the 
way you are looking at it, namely what happens to the 
value of the Canadian dollar over time. There is at work 
an international adjustment mechanism that somehow 
reconciles a country’s economic performance on the 
world scene, and that is the exchange rate. It is driven by 
a number of things, but, over time, it will be driven by 
the movement of a nation’s currency against the 
movement of the currencies of its trading partners as a 
function of relative performances on inflation. 


Mr. Cassidy: I can see that if you compare Japan and 
West Germany, both of which have in fact had price 
stability over the last two to several years, Japan has 
continued to have a relatively dynamic economy and 
price stability. West Germany, frequently criticized for not 
doing its bit in refreighting demand, has had price 
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M. Crow: Notre politique monétaire vise a assurer la 
stabilité des prix, la stabilité de l’indice général des prix. 


M. Cassidy: A Voccasion de votre premiere 
comparution devant le Comité, vous avez dit que, pour 
vous, la stabilité correspondait a un taux d’inflation nul. 
Etes-vous toujours de cet avis? 


M. Crow: Ce serait idéal, monsieur Cassidy. 


M. Cassidy: Dans une économie aussi ouverte que celle 
du Canada, étant donné Vl inflation continue, voire 
graduelle, observée dans le monde industrialisé depuis au 
moins deux générations, ne faut-il pas en conclure que 
vous préconisez pour le Canada une déflation soutenue 
des prix intérieurs, dans la mesure ou il est possible 
d’excercer un contréle sur ces prix, pour compenser la 
hausse de prix des marchandises importées? 


M. Crow: Ce n’est pas ce que je veux dire, monsieur 
Cassidy. 


M. Cassidy: Donc, vous proposez non pas une stabilité 
absolue des prix, mais un taux d’inflation supérieur a 0 p. 
100? 


M. Crow: Non. Je préconise de viser un taux 
d’inflation nul. Peut-étre devrais-je fournir des 
explications supplémentaires a ce sujet. 


M. Cassidy: Si le Canada importe une certaine inflation 
de l’étranger, du fait que les taux d’inflation ont tendance 
a augmenter un peu partout, la faute peut en étre 
attribuée, en partie, aux politiciens de divers pays 
industriels qui sont sans doute plus tolérents vis-a-vis de 
Vinflation que la banque centrale. Ne faut-il pas en 
conclure que si nous visons, au Canada, une stabilité 
absolue des prix, pour compenser la hausse du prix des 
importations, nous allons devoir abaisser le prix des biens 
et services produits au Canada, de fagon a parvenir a un 
taux d’inflation nul? 


M. Crow: Les choses ne se passent pas ainsi, monsieur 
Cassidy. 


De toute évidence, vous oubliez un facteur, soit les 
variations du cours du dollar canadien. Il existe un 
mécanisme de redressement international qui tient 
compte de la performance économique d’un pays sur la 
scene mondiale, A savoir le taux de change. Ce taux est 
fonction de plusieurs variables, mais il est surtout régi par 
Vévolution de la monnaie d’un pays, par rapport 4 celle 
de ses partenaires commerciaux, et cela, selon les résultats 
obtenus par chacun des pays en question, sur le plan de 
Vinflation. 


M. Cassidy: Si vous comparez le Japon et |’Allemagne 
de l'Ouest, deux pays ow les prix ont été stables depuis au 
moins deux ans, il est certain que le Japon a conserve une 
économie relativement dynamique et une stabilité des 
prix. L’Allemagne de l’Ouest, a laquelle on reproche 
souvent de ne pas faire sa part pour refréner la demande 


Stability. Its exchange rate has been rising, but one cost of 
that has been a rate of unemployment I believe has in fact 
exceeded that of Canada. 


Is it not therefore possible that the pursuit of price 
Stability can lead us to the German result rather than the 
_ Japanese result, to levels of unemployment that may well 
be considered to be unacceptably high? 


Mr. Crow: Good monetary policy, monetary policy that 
promotes confidence in the value of the Currency issued, 
is an important condition for good economic 
_ performance, but not a sufficient condition for good 
| economic performance. 


| Mr. Cassidy: That is a somewhat Delphic response to 
_ my question, Governor. 


Mr. Crow: The 
Mr. Cassidy. 


Mr. Cassidy: A week or so ago you stated that the 

Current rate of inflation, although stable, is not rising, but 

_ is nonetheless not low enough to allow a cut in interest 
_ rates. 


question was going in many directions, 


___ Can you give us some indication whether it is only 
| when we get to zero inflation that you believe we can 
make some solid cuts in interest rates? Is there a point of 
inflation where the inflation rate might see you feeling 
_that it was the time to allow reductions in interest rates in 
Canada, prior to— 
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Mr. Crow: All I can say, simply, is that I have no 
‘recollection whatsoever of having made the statement Mr. 
‘Cassidy has attributed to me. I have seen statements 
attributed to me like that in the press—and this may be 
‘where you saw it—but I did not make it. 


Mr. Cassidy: I would like to ask about the impact of 
ithe current levels of interest rates on both economic 
growth and investment needs, and also about your 
perception of the degree to which the economy of the 
country may be in danger of heating up now because of 
heavy demand in southern Ontario and to some extent in 
she Montreal Island region and in the province of 
Manitoba. 


Do you consider that demand levels in that region, in 
-€ntral Canada, are in fact close to a position where they 
“nay be threatening to initiate some kind of a wage-price 
Piral or of an inflationary spiral? 


| Mr. Crow: Yes, I think there is that danger. 


Mr. Cassidy: I do not agree with this, but nonetheless 
‘lany economists have argued that one now should talk 
bout a non-inflationary rate of employment and that if 
nemployment falls below a certain level then it is bound 
) produce inflation. They have also argued that the non- 
Aflationary rate of unemployment has been rising over 
te last few years, from the time back in the 1960s, for 
fample, when the Economic Council thought we could 
“ive unemployment rates as low as 3% or 3.5%. 
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est également parvenue A la stabilité des prix. La valeur de 
Sa monnaie a augmenté, ce qui lui a vallu un taux de 
chomage qui, je crois, dépassait celui du Canada. 


Par conséquent, en visant la Stabilité des prix, ne 
risquons-nous pas d’obtenir les mémes résultats que 
l’Allemagne plutét que ceux du Japon, soit un taux de 
chomage excessif? 


M. Crow: Une bonne politique monétaire propre A 
donner confiance dans la valeur de la monnaie du pays et 
une condition importante a remplir pour obtenir de bons 
résultats économiques, mais cela ne suffit pas. 


M. Cassidy: Voila une réponse plutét nébuleuse, 
monsieur le gouverneur. 


M. Crow: Votre question s’orientait dans plusieurs 
directions, monsieur Cassidy. 


M. Cassidy: Il y a une huitaine de jours, vous avez dit 
que le taux d’inflation actuel demeurait Stable, mais qu’il 
n’était pas assez bas pour permettre de réduire les taux 
d’intérét. 

Pourriez-vous nous dire s’il faudra attendre de parvenir 
a un taux d’inflation nul pour pouvoir  abaisser 
sérieusement les taux d’intérét? Si le taux d’inflation 
tombe en-dessous d’un certain seuil pensez-vous pouvoir 
réduire les taux d’intérét, au Canada. . . 


M. Crow: Je ne me souviens pas d’avoir tenu les 
Propos que m/attribue M. Cassidy. La presse m’a attribué 
ce genre de déclaration, et c’est peut-étre 1A que vous 
l’avez lue, mais je n’ai rien dit de tel. 


M. Cassidy: Je voudrais vous demander quel est l’effet 
des taux d’intérét actuels sur la croissance économique et 
l’investissement et dans quelle mesure, selon vous, 
l’e€conomie du pays risque une surchauffe a la Suite de la 
forte demande émanant du sud de l'Ontario, de méme 
que de I’Ile de Montréal et du Manitoba. 


Pensez-vous que la forte demande émanant de cette 
région, soit du centre du pays, risque d’entrainer une 
inflation en spirale des prix et des salaires? 


M. Crow: Oui, ce risque me parait bien réel. 


M. Cassidy: Je ne suis pas d’accord avec eux, mais de 
nombreux économistes préconisent un taux d’emploi non 
inflationniste en faisant valoir que si le chOmage tombe en- 
dessous d’un certain niveau, il tend a créer de inflation. 
Ils affirment également que le taux de chomage non 
inflationniste a augmenté ces derniéres années, par 
exemple, depuis les années 1960 ou le Conseil 
économique pensait que nous pouvions avoir un taux de 
chémage ne dépassant pas 3 ou 3,5 p. 100. 
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Does the bank accept the view of many conventional 
or orthodox economists that this concept of a non- 
inflationary rate of unemployment is a valid one? 


Mr. Crow: Yes, we do accept that concept. 


Mr. Cassidy: Can you indicate for Canada what you 
believe the non-inflationary minimum rate of 
unemployment would be under 1988 conditions? That is 
a very real question, because these are prebudgetary 
hearings and this is one of the questions that is very 
important in light of the fiscal side of policy, on which 
the Minister of Finance is presumably putting the 
finishing touches right now. 


Mr. Crow: I am not prepared to give a point number to 
such a broad concept. What one can talk about is a zone 
of not non-inflation so much as... “Non-accelerating 
inflation rate of unemployment” is the technical term, 
and I think we are talking about the same thing. 


Mr. Cassidy: Yes. 


Mr. Crow: I think we are very close to that zone as I 
see developments on the cost/price side. 


Mr. Cassidy: If you say we are very Close, I take it then 
that you are saying that if unemployment were to drop, 
let us say, by more than a point from the present level 
then in effect we would have gone over that dividing line. 
Is that right? 


Mr. Crow: We would be very, very close. That you are 
getting warm is what I am saying. 


Mr. Cassidy: I asked this because of the degree to which 
we have seen the emergence of two Canadas. 


I travel frequently to England because my wife’s 
mother lives there and I lived there myself for six years 
and, as you know, in England it is even more marked and 
evident because it is a small country. You travel 
traditionally 150 miles north of London to find the 
dividing line, and then—as you know, being of British 
origin—that dividing line has been moved down to the 
point where it was within 35 or 40 miles of London four 
or five years ago. Now it is moving back up again, but 
there is no question of there being two economies in 
England, and we have the same thing here. 


If you say that we are very close and could be very, 
very close if there is any further reduction in 
unemployment, that means then that, for regions of the 
country like Atlantic Canada, like large parts of Quebec, 
like substantial parts of the Western Provinces and British 
Columbia, there is literally no hope in their view, for 
them, of having their unemployment rates fall below, let 
us say, 10% or 12% levels, which in the past have been 
treated as being totally unacceptable. The disparities in 
the country are such that for their rates to fall below 10% 
or 12%, the national average rate of unemployment will 
have gone out of the danger zone, and we are going to get 
the Bank of Canada crashing in with monetary moves in 


[Translation| 


La Banque est-elle d’accord avec de nombreux 
économistes orthodoxes quant 4 la validité du principe du 
taux de chomage non inflationniste? 


M. Crow: Oui, nous acceptons ce principe. 


M. Cassidy: Pouvez-vous nous dire quel serait, pour le 
Canada, le taux de chémage non inflationniste minimum 
en 1988? C’est une question trés sérieuse étant donné que 
nous tenons actuellement des audiences prébudgétaires et 
qu’il s’agit la d’un des aspects trés important de la 
politique financiére que le ministre des Finances est sans 
doute en train de peaufiner. 


M. Crow: Je ne peux pas citer de chiffres précis pour 
un principe aussi général. Nous pouvons parler d’un 
«taux de chOmage n’accélérant pas l’inflation», car il s’agit 
du terme technique, plutét que d’un taux de non- 
inflation, mais je pense que nous parlons de la méme 
chose. 


M. Cassidy: En effet. 


M. Crow: Je crois que nous en sommes trés preés Si je 
tiens compte de l’évolution des colts et des prix. 


M. Cassidy: Si vous dites que nous en sommes trés preés, 
jen conclus que si le taux de chomage diminuait, disons 
de plus d’un point, nous franchirions cette ligne de 
démarcation. Est-ce exact? 


M. Crow: Nous en serions trés trés prés. Je dis 
simplement que nous nous en rapprochons. 


M. Cassidy: Si je pose la question c’est parce que nous 
voyons se créer deux Canada. 


Je vais souvent en Angleterre, car ma belle-meére y 
habite et j’y ai moi-méme vécu pendant six ans. Comme 
vous le savez, ce phénoméne est encore plus marqué en 
Angleterre étant donné qu'il s’agit d’un petit pays. Avant, 
cette ligne de démarcation se trouvait a 150 milles au 
nord de Londres et, comme vous le savez, étant d’origine 
britannique, elle s’est rapprochée a 35 ou 40 milles de 
Londres, il y a quatre ou cing ans. Elle s’éloigne de 
nouveau, mais il ne fait aucun doute qu’il existe deux 
économies en Angleterre et que la méme chose se produit 
chez nous. 


Si vous dites que nous en sommes trés pres et que nous 
en serons encore plus pres si le taux de chomage diminue 
davantage, cela veut dire que les régions comme celles de 
Atlantique, et de grandes parties du Québec, des 
provinces de |’Ouest et de la Colombie-Britannique n’ont 
pratiquement aucun espoir de voir leur taux de chomage 
baisser en-dessous de 10 ou 12 p. 100, disons, ce qui était 
jugé tout a fait inacceptable jusqu’ici. Etant donné les 
disparités qui existent au Canada, pour que leur taux de 
chémage tombe en dessous de 10 ou 12 p. 100, il faudrait 
que le taux de chémage national moyen descende en 
dessous du seuil de danger. La Banque du Canada 
interviendra alors pour limiter la masse monétaire OU 
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order to basically restrict the money supply or drive up 
interest rates or another means, to prevent unemployment 
from falling any further. 
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Would that not be an accurate understanding of the 
view you are presenting? 


Mr. Crow: Not at all, Mr. Cassidy. There are a number 
of points I will have to make here. 


It is true that we have important economic disparities 
_ in the country, and they are unusually large, or have been 
unusually large. I think they were beginning to narrow as 
we went through 1987, by the way. Commodity prices 
improved, and the economic conditions in a number of 
the areas, outside the ones that you singled out as being 
highly manned, did get better. 


Distribution does matter here. When we look at, aS you 
know, an 8.1% recorded rate of unemployment, that 
hides or masks a wide variation in recorded 
unemployment rates. With a more even distribution of 
unemployment or labour market conditions—put it that 
way—across the country, that in itself, I think, would help 
to improve the overall functioning of the labour market 
in the way we have been analysing it. I think there were 
some hopeful signs in that direction as we went through 
1987, and we should welcome them. I welcome them, 
anyway. 


As regards unemployment, it is true that there is only a 
limited amount that can be done vis-a-vis unemployment 
through general-demand policies. It certainly is the case, 
and we know that very well now, that you do not increase 
employment in any kind of sustained way at all, if at all, 
‘through policies that are continually pressing against the 
limits of demand and causing inflation. 


\ 


It is also well known that there are important 
‘Structural considerations, in terms of the way an economy 
‘runs its affairs, that are relevant to how unemployment 
develops in an economy, as recorded. And to the extent 
‘One can improve the function of a labour market, one can 
hope to reduce the non-accelerating inflation rate of 
unemployment over time. 


Mr. Cassidy: I thank you for the comments, but you 
indicate that if we were able to have a more even 
listribution of employment, then it would be possible for 
he average rate to come down lower. Nonetheless— 


Mr. Crow: That would be one factor, yes, Mr. Cassidy. 

Mr. Cassidy: But right now we have disparities, as you 
‘mow, where the unemployment rates in southern 
Intario are down to levels very close to what was 
“Onsidered full employment 20 years ago. They are down 
‘to 5% or in certain cases 4% or even a bit below. And 
‘he major obstacles to increased employment in those 
‘Teas are such factors as the cost of housing and other 
_bstacles to mobility of labour moving into those areas, 
€Cause people just cannot afford to go. 
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[Traduction] 


faire grimper les taux d’intérét pour empécher le taux de 
chomage de tomber encore plus bas. 


N’est-ce 
politique? 


pas une bonne interprétation de votre 


M. Crow: Absolument pas, monsieur Cassidy. Il y a 
plusieurs points que je voudrais faire valoir. 


Il est vrai qu’il existe d’importantes disparités 
économiques au Canada et que ces disparités ont été 
extrémement marquées. En tout cas, elles ont commencé 
a s’atténuer en 1987. Le prix des denrées a augmenté et la 
Situation économique s’est améliorée dans plusieurs 
régions, en dehors de celles que vous avez citées. 


Cela souléve la question de la répartition. Si vous 
prenez un taux de chdmage officiel de 8,1 p. 100, ce 
chiffre masque une importante variation dans les taux de 
chomage. Si le chémage ou la situation du marché du 


travail, si je puis dire, étaient mieux répartis entre les 
régions du _ pays, cela suffirait A améliorer le 
fonctionnement global du marché du travail, selon 


l’analyse que nous en avons faite. Je pense que nous avons 
constaté une tendance dans cette voie en 1987, ce qui est 
une bonne chose. En tout cas, je m’en réjouis. 


Pour ce qui est du chomage, la politique générale a 
Végard de la demande ne permet d’y remédier que dans 
une certaine mesure. Comme chacun sait, le fait est qu’il 
est impossible d’accroitre Vemploi de fagon soutenue au 
moyen de politiques qui exercent des pressions constantes 
sur la demande et entrainent une inflation. 


D’autre part, comme chacun sait, la fagon dont le 
chomage se développe dans une économique est fonction 
d’importantes considérations structurelles quant a la fagon 
dont l’economie en question gére ses affaires. Et dans la 
mesure ou il est possible d’améliorer le fonctionnement 
du marché du travail, on peut espérer réduire, avec le 
temps, le taux de chOmage n’accélérant pas l’inflation. 


M. Cassidy: Je vous remercie de vos explications, mais 
vous dites que si nous pouvions mieux répartir le 
chomage, il serait possible d’abaisser le taux moyen. 
Néanmoins. . . 


M. Crow: II s’agirait d’un facteur, en effet, monsieur 
Cassidy. 


M. Cassidy: Mais pour le moment, les disparités sont 
telles que dans le sud de 1’Ontario le taux de chémage ne 
dépasse pas un niveau considéré trés prés du plein 
emploi, il y a 20 ans. Il n’est que de 5 p. 100, ou méme de 
4 p. 100 ou moins encore. Les principaux obstacles a la 
croissance de l’emploi dans ces régions sont le coat du 
logement et les autres facteurs qui empéchent les gens 
d’aller chercher du travail la-bas, parce qu’ils n’en ont pas 
les moyens. 
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[Text] 


But at the same time we have rates of unemployment 
in Newfoundland, for example, which remain at three or 
four times that level—which is surely unacceptable in 
anybody’s language. What I would gather is that for the 
short and probably the medium term, however desirable 
it may be to have structural changes from more even 
distribution of employment... at least for the short and 
medium term, the message I am hearing from the Bank of 
Canada is that you are not prepared to tolerate an 
acceleration of growth and a further substantial reduction 
of unemployment on average across the country because 
of the fears of inflation, and that those regions with high 
rates of unemployment are therefore going to have to grin 
and bear it while they watch on television to see how 
prosperous, relatively speaking, central Canada is 
becoming. For the short and medium term that is the 
message, is that not correct? 


- 1040 
Mr. Crow: That is not correct, Mr. Cassidy. 


Iam concerned that this country has a good economic 
performance over time, as are you. We have to follow the 
kinds of policies that are likely to generate good economic 
performance over time; that is what monetary policy has 
to be concerned with. 


Economic conditions themselves change relative levels 
of unemployment across the country. That was the point I 
was making in terms of regional distribution. What we 
saw was, I would say, a tendency towards better balance in 
the course of 1987 from development of market forces, if 
you wish, not changing structural arrangements 
particularly. That was an important element and the 
improvement was beginning to show up in 1987. 


There is another question which is a longer term and a 
deeper question: to what extent can one improve upon the 
operations of the labour market to bring down the 
structural obstacles in the way of lower unemployment? It 
is a very serious question and it is a long-term general 
question for the Canadian economy, as for a number of 
other economies. . 


Mr. Cassidy: Is the bank prepared, and does the bank 
have policies by which it would seek, using the monetary 
instruments at your disposal, to try to contribute to a 
more even distribution of economic growth and therefore 
to a less inequitable distribution of unemployment than 
exists right now? 


Mr. Crow: There is a fundamental point about 
monetary policy that I perhaps should state now. You can 
only have one monetary policy for the country. We have 
one financial market, and we should be happy about that 
since we are one country, and funds flow across the 
country. What this means in very practical terms is that 
you have one set of interest rates across the country, 
depending upon risk elements as perceived by borrowers 
and lenders, but the structure of interest rates is the same 
across the country. 


[Translation| 


En méme temps, nous avons, a Terre-Neuve, par 
exemple, des taux de chomage qui demeurent trois ou 
quatre fois plus élevés, ce qui est certainement 
inacceptable. Si j’ai bien compris, aussi souhaitable soit-il 
d’apporter des changements structurels et en méme temps 
une meilleure répartition de l’emploi... du moins a 
court et A moyen termes, la Banque du Canada n’est pas 
disposée 4 accepter une accélération de la croissance et 
une nouvelle réduction importante du taux de chomage 
national moyen par crainte de l’inflation. Autrement dit, 
les régions durement touchées par le chomage devront se 
résigner pendant qu’elles verront, a la télévision, le centre 
du pays devenir de plus en plus prospére. Est-ce bien ce 
qu’il faut comprendre, en ce qui concerne la situation a 
court et 4 moyen terme? 


M. Crow: C’est inexact, monsieur Cassidy. 


Je tiens, autant que vous, a ce que notre pays ait une 
bonne économie. Nous devons adopter des politiques 
propres a donner de bons résultats économiques et tel doit 
étre le but de notre politique monétaire. 


La situation économique contribue, elle-méme, 4 
modifier les taux de chémage relatifs dans les diverses 
régions du pays. Voila ce que je voulais dire 4 propos de 
la répartition régionale. En 1987, cette répartition a 
commencé A mieux s’équilibrer, sous l’effet des forces du 
marché et non pas de changements structurels. Il s’agissait 
la d’un élément important et cette amélioration a 
commencé 4 se manifester en 1987. 


Cela souléve un autre probléme plus profond et a plus 
long terme: dans quelle mesure est-il possible d’améliorer 
la performance du marché du travail de fagon a abaisser 
les obstacles structurels qui s’opposent 4 la réduction du 
chémage? II s’agit 1a d’une question trés importante qui se 
pose, a long terme, a Véconomie canadienne de méme 
qu’a plusieurs autres Economies. 


M. Cassidy: La banque est-elle préte a utiliser les 
instruments monétaires 4 sa disposition pour favoriser 
une répartition plus équitable de la croissance 
économique et, par conséquent, une répartition moins 
inéquitable du chomage qu’actuellement. 


M. Crow: Sans doute devrais-je énoncer un principe 
fondamental de la politique monétaire. Nous ne pouvons 
adopter qu’une seule et unique politique monétaire pour 
le Canada. Nous avons un marché financier, ce dont nous 
devrions nous réjouir étant donné que nous constituons 
un seul et méme pays et que l’argent y circule d’un bout 4 
autre. En pratique, cela veut dire que les taux d’intérét 
sont les mémes d’un bout a l’autre du pays, et quiils 
dépendent des facteurs de risque pergus par les 
emprunteurs et les préteurs. Néanmoins, la structure des) 
taux d’intérét est la méme d’un bout a l’autre du Canada. 


Texte | 


We look at economic developments for the country as 
_ a whole. The numbers I was quoting to you in terms of 
- growth of employment—we could also quote numbers on 
_ the growth of production, etc.—are for the country as a 
whole. Every part of the country is included in those 
numbers, so it follows that they include the parts which 
have not been doing as well as the centre. 


It is also the case that we look at the distribution of 

economic conditions and from time to time perhaps have 
_ tempered our policies, bearing in mind that some areas 
are not doing as well as others, and perhaps the 
conditions will even out in a little while. I think we have 
followed a very careful set of policies in the course of 
1987 in this regard. 


Coming back to the point I made at the beginning, you 
cannot have different monetary policies for different 
_Tegions; you have to look at the whole country and then 
make up your mind what is the right policy for the whole 
country. 


__ Mr. Cassidy: I will end this round with this question, 
Governor, and then perhaps come back. I do not want to 
take up too much time from my colleagues. 


If you say that it is not possible for monetary policy to 
help to iron out the regional disparities in the country, 
then the burden of that occurring is left either to the 
‘Market or to structural labour market policies which have 
been pursued in this country for 25 years without as 
‘much success as all of us would hope—in fact we seem to 
be going the other way in many respects—and thirdly 
through fiscal policies. 
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_ It is my impression that the free trade agreement is 
oing to put major obstacles into the path of structural 
and regionally oriented policies that are designed to try to 
“nsure better distribution of employment opportunities. 
Specifically, every time we bring in some kind of program 
of regional incentives or regional development subsidies 
4 those kinds of things, if the affected industries become 
‘ubject to countervail by the Americans or become 
‘ubject to American intervention because of the way we 
‘arry out our economic and fiscal policies in this country, 
hen where is the way out of disparities, which have 
‘xisted in this country since Confederation? 


Do the people in Alberta or the Maritimes Just simply 
‘ave to wait until the market in its benificence decides 
‘at it is their turn again? Maybe wooden sailing ships 
“ill come back into vogue or something else like that will 
elp to bring the Maritime economy around. If we cannot 
Ork on the monetary side, as you say, and if we cut off 
Dility to apply many structural and fiscal policies on a 
‘gional basis, then what is left beyond leaving those 
gions to simply live or die on a market that has 
-monstrated in the past it is not very kind to them. In 
€ United States also it has been demonstrated that it is 
ot kind to the remoter regions, many of which are along 
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Nous examinons la situation économique du pays dans 
son ensemble. Les chiffres que je vous ai cités en ce qui 
concerne la croissance de Vemploi—et nous pourrions 
également en citer pour la croissance de la production, 
etc.—valent pour l’ensemble du pays. Ces chiffres 
englobent chaque région du Canada et comprennent donc 
les régions qui ne s’en tirent Pas aussi bien que le centre. 


D’autre part, nous examinons la répartition des 
conditions économiques ce qui nous a parfois amenés 4 
modérer nos politiques en nous disant que certaines 
régions étaient moins prospéres que d’autres et que la 
situation s’équilibrerait peut-etre dans quelque temps. 
Nous avons suivi, je pense, une série de politiques 
soigneusement étudiées en 1987, a cet égard. 


Pour en revenir a ce que je disais tout a l’heure, vous 
ne pouvez pas avoir de politiques monétaires différentes 
pour chaque région; vous devez décider de la politique a 
adopter pour le Canada en tenant compte du pays dans 
son ensemble. 


M. Cassidy: Je vais poser une derniére question, 
monsieur le gouverneur, et je pourrais peut-étre entamer 
une nouvelle série de questions plus tard. Je dois laisser 
du temps pour mes collegues. 


Si vous dites que la politique monétaire ne peut pas 
atténuer les disparités régionales au Canada, cette tache 
revient au marché ou aux politiques structurelles, visant 
le marché du travail, qui ont été mises en oeuvre au 
Canada depuis 25 ans, sans autant de succes que nous 
laurions tous espéré—en fait, nous semblons aller dans la 
direction opposée a bien des égards—et, troisiémement, il 
faut le faire au moyen de la politique financiére. 


J’ai Vimpression que l’accord de 
opposer des obstacles importants aux politiques 
structurelles, orientées sur les régions, et destinées 4 
mieux répartir l'emploi. Plus précisément, si chaque fois 
que nous introduisons un programme d’encouragements 
régionaux ou de développement régional, ce genre de 
choses, les industries concernées courent le risque de 
mesures compensatoires de la part des Américains; si les 
Américains risquent d’intervenir pour protester contre 
nos politiques Economiques et fiscales, comment ferons- 
nous pour supprimer ces disparités qui existent depuis la 
Confédération? 


libre-€change va 


Est-ce que la population de l’Alberta et des Maritimes 
devra attendre que le marché, dans sa grande bonté, 
décide que c’est de nouveau leur tour? Peut-étre qu’on va 
recommencer a construire des navires en bois, c’est une 
idée, pour redresser l’économie des Maritimes. Si nous ne 
pouvons pas intervenir sur le plan monétaire, comme 
vous le dites, et si nous rendons impossibles les politiques 
Structurelles et fiscales axées sur les régions, quelles 
solutions reste-t-il, sinon laisser ces régions survivre ou 
disparaitre dans un marché qui a prouvé déja qu’il ne 
leur était pas trés favorable. C’est une politique qui ne 
s’est pas avérée trés favorable non plus pour les régions 
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| Text] 

the Canada-U.S. border and which also have a low growth 
rate and a lower per capita income than many of the 
other more prosperous areas in the United States. 


Mr. Crow: I really have no comment, Mr. Chairman, 
because we are getting away from monetary policy in 
areas I do not think it is appropriate for me to comment 
upon. However, I think there are a number of premises in 
your comments, Mr. Cassidy, that not everybody would 
necessarily share. 


Mr. Warner: In the last few months, the major 
economic powers of the world have been intervening in 
currency markets to support the U.S. dollar and, I 
suppose, the Canadian dollar as well. The extent of this 
support has really become quite substantial. As indicated 
by the Bank of Japan, they show foreign reserves at a 
record high of some $81.5 billion at the end of December. 
According to the French Finance Minister, there was a 
secret agreement among the G-7 Finance Ministers in 
December that the G-7 countries are going to continue 
this intervention and with much more effort and much 


more force than before. 


I am wondering what the extent of your involvement is 
and I am also wondering what the cost of this 
involvement is. 


Mr. Crow: The Bank of Canada is involved in one 
sense, Mr. Warner, as agent for the Government of 
Canada, for the Minister of Finance in this particular 
instance. We do conduct the intervention operations on 
behalf of the exchange stabilization fund, which is the 
property of the Government of Canada. It is not on our 
books. 


The information on reserves is published every month 
by the Minister of Finance, not by the Bank of Canada. 
We just carry the numbers in our reports, the public 
documentation. It is true, if you look at those numbers, 
that Canada’s dollar reserves have been rising. This has 
reflected the currency movements that have taken place. 


As you mentioned, the French Minister of Finance said 
this was a secret agreement. If there is such a thing, I 
think we should let it remain secret. As you said, it is 
between Ministers of Finance. 
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Mr. Warner: The Federal Reserve Board was buying $2 
or $3 billion a day. That intervention is fairly costly. And 
if they are doing that, I would assume that your activity 
has increased as well. As you say, your foreign reserves 
are probably at least double what they were in your last 
visit. Can you give any indication of this increased 
volume and this increased commitment, and can you give 
an idea of how much it is going to cost our government? 


[Translation] 

isolées des Etats-Unis, trés souvent le long de la frontiere 
Canada-Etats-Unis ot le taux de croissance est faible et le 
revenu par habitant inférieur a ce qu’il est dans d’autres 
régions plus prosperes des Etats-Unis. 


M. Crow: Monsieur le président, je n’ai_ pas 
d’observation a faire car nous sortons du domaine de la 
politique monétaire pour pénétrer dans des domaines 
qu’il ne m’appartient pas de commenter. Cela dit, 
monsieur Cassidy, vous avez avancé un certain nombre 
d’hypothéses qui ne sont peut-étre pas partagées par tout 
le monde. 


M. Warner: Depuis quelques mois, les principales 
puissances économiques du monde sont intervenues pour 
soutenir le dollar ameéricain et, jimagine, le dollar 
canadien également, sur les marchés monétaires. Cette 
intervention a fini par étre considérable. Comme la 
Banque du Japon l’a annoncé, ses réserves de monnaies 
étrangéres ont atteint un niveau record, 81.5 milliards de 
dollars a la fin de décembre. D’apres le ministre des 
Finances frangais, les ministres des Finances du Groupe 
des sept se sont mis d’accord en secret, en décembre, pour 
continuer cette intervention, mais avec beaucoup plus de 
vigueur. 


J’aimerais savoir dans quelle mesure vous participez a 
cet effort, j’aimerais savoir également combien il en coute. 


M. Crow: D’une certaine fagon, monsieur Warner, la 
Banque du Canada participe en tant qu’agent du 
gouvernement du Canada et, dans ce cas particulier, du 
ministre des Finances. Nous organisons les interventions 
au nom du Fonds de stabilisation du change qui 
appartient au gouvernement du Canada. Cela ne fait pas 
partir de notre comptabilite. 


Des informations sur les réserves sont publiées chaque 
mois par le ministre des Finances et non pas par la 
Banque du Canada. Nous nous contentons d’indiquer les 
chiffres dans nos rapports, dans la documentation qué 
nous publions. Si l’on consulte ces chiffres, il est exact 
que les réserves du Canada en dollars ont augmenté. C’es! 
le résultat des mouvements de monnaies auxquels nou! 
avons assisté. 


Comme vous l’avez dit, le ministre frangais de 
Finances a déclaré qu’il s’agissait d’une entente secréte. S 
ce genre de chose est possible, je pense que nous devrion 
le laisser le secret. Comme vous l’avez dit, cela se pass 
entre ministres des Finances. | 


M. Warner: Apparemment, le Federal Reserve Boar 
achetait deux ou trois milliards de dollars par jour; ¢ 
genre de choses est assez cotteux. S’ils font cela, j’imagin 
que vos activités ont du augmenter également. Comm 
vous l’avez dit, vos réserves étrangéres ont probablemé! 
doublé par rapport a ce qu’elles étaient au moment ¢ 
votre derniére visite. Pouvez-vous nous donner la mesul 
de cette augmentation, de cette intervention accrue, nov 
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) [Texte] 


Mr. Crow: In terms of cost, it really depends. You can 

do it as a profit-and-loss transaction. You buy and sell and 
asset, and depending upon the price at which you want to 
_ value that asset, and the Currency you want to value it in, 
you. will generate over time a series of profit-and-loss 
Statements on the inventory of the assets you buy at the 
| Price you buy them and the price you sell them. I think 
the Bank of Canada’s record, if one wants to look at it 
_that way, has not been bad. We have not generated 


_ systematic losses. 


q 


I did notice that the Bundesbank has maybe generated 
_a large loss this year through an increase in its holdings of 
_US. dollars, the U.S. dollar having declined over that 
‘period against the Deutschemark. So if you count in 
Deutschemarks, you have made a loss. 


It also depends upon the Starting point for that kind of 
Operation. As currencies move around like this, it is clear 
‘that you can get different results depending upon what the 
point of initial valuation is of the Operations over the time 
)period. 

The basic operations conducted for the exchange fund, 
as the Minister has said on many occasions, are essentially 
smoothing operations to make sure that the market does 
mot leap over points of trade. That essentially is what our 
Operations represent. It is also true that there are 
fagreements On a broader frame, international economic 
iCO-Operation, that 


in a public forum. In fact, I really do not have the right to 
di It is really the Department of Finance’s 
“esponsibility to do that, Mr. Warner. 


Mr. Warner: This activity, I would assume, would be 
yell co-ordinated among other members of the G-7, and 
hat is something that the Finance Minister rather than 
“ourself would be involved with, is that right? 


Mr. Crow: Not exactly. Some G-7 meetings take place 
‘mong Finance Ministers only. Most have taken place 
vith Ministers and governors there. But in any case, the 
/Osition that Canada adopts at these meetings is one in 
“hich the Bank of Canada is involved in the preparation. 
Ve maintain very close contacts at all levels with the 
epartment of Finance, and I have regular consultations 
ith the Minister. We discuss these things as well as many 
thers, and the bank is involved in the preparation of the 
anadian position on the whole range of G-7 issues. 


Mr. Warner: Did you attend the meeting in December? 


Mr. Crow: There was not a meeting in December. 
yhere was a series of telephone conversations and 
changes of messages. 
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donner une idée de ce qu'il va en coidter 4 notre 
gouvernement? 


M. Crow: Pour ce qui est du cout, cela dépend. On 
peut mener |’opération dans un esprit commercial. II 
s’agit d’acheter et de vendre un bien et, en fonction de la 
valeur que vous attribuez a ce bien, et de la monnaie que 
vous choisissez pour exprimer ces valeur; avec le temps, 
vous obtenez une série de bilans de profits et pertes pour 
le bien que vous achetez au prix ou vous l’achetez et au 
prix ou vous le vendez. Si vous regardez les choses de 
cette fagon, la Banque du Canada ne s’est pas trop mal 
débrouillée par le passé. Nous n’avons pas subi des pertes 
systematiques. 


J’ai remarqué 4 la Bundesbank avait éprouve des pertes 
importantes cette année aprés avoir acquis des dollars 
amé€ricains qui, par la suite, ont perdu de leur valeur par 
rapport au mark allemand. Par conséquent, si vous 
comptez en marks, il y a perte. 


Cela dépend également du point de départ de ces 
transactions. Dans une période ow les monnaies circulent 
rapidement de cette facon, il est évident que les résultats 
different selon le moment choisi comme point de départ 
des opérations. 


Comme le ministre I’a répété a plusieurs reprises, le 
Fonds des changes agit surtout pour faciliter les 
Operations et s’assurer que le marché ne s’emballe pas. 
Voila, au fond, la raison d’étre de nos Opérations. I] existe 
également, c’est certain, des ententes sur un plan plus 
vaste, des  ententes de coopération économique 
internationale qui peuvent comporter certains types 
d’interventions. Cela dit, je considére que ces opérations- 
la ont leur place sur le marché et ne doivent pas étre 
disséquées dans une tribune publique. Monsieur Warner, 
cette responsabilité appartient au ministére des Finances. 


M. Warner: J’imagine que cette activité est bien 
coordonnée entre les différents membres du Groupe des 
sept et que c’est surtout le ministre des Finances qui s’en 
occupe, beaucoup plus que vous? 


M. Crow: Pas exactement. Certaines réunions du 
Groupe des sept sont réservées aux ministres des Finances 
exclusivement. Dans la plupart des cas, les ministres et les 
gouverneurs sont présents. Cela dit, lors de ces réunions, 
le Canada adopte une position qui a été arrétée avec la 
participation de la Banque du Canada. A tous les niveaux 
nous entretenons des contacts trés étroits avec le ministére 
des Finances et j’ai moi-méme des consultations réguliéres 
avec le ministre. Nous discutons de ces problémes, entre 
autres, et la Banque participe a la définition de la position 
canadienne pour tout ce qui intéresse le Groupe des sept. 


M. Warner: 
décembre? 


Avez-vous assisté a la réunion de 


M. Crow: Il n’y a pas eu de réunion en décembre. II y 
a eu une séries de conversations téléphoniques et de 
messages. 


| Text] 


Mr. Warner: Do you feel the activities in the exchange 
markets in the last year, where we have seen volatile 
changes, are pushing the G-7 countries closer to 
considering monetary union than perhaps in the past? 


Mr. Crow: I think it is certainly making people think 
about the kind of system they want. 


sELU55 


There is no doubt that there has been some interest 
within that range of issues in the question of monetary 
union. It is a little bit of a flight of fancy, I think, if one 
thinks of this for the world as a whole, perhaps less of a 
flight of fancy if one thinks of it in terms of Europe. | 
think that is where the most serious and searching 
discussions of this kind of idea are being conducted at the 
present time. But that is also part of a much broader 
concept or framework, which is European economic and 
political unity. 1 know many people in Europe see the 
monetary union as a way of promoting even political 
unity as well as, say, economic unity. 


I think some people in Europe see this more than 
others do, and one sees indications of this exchange of 
views, if I can put it that way, in the press even in the last 
few days vis-a-vis the question of whether or not there 
should be a European central bank and who is going to 
run it. It seems that question is very much on the front 
burner in Europe, at least for the while, according to the 
reports I see. But that is a very special kind of situation, I 
would suggest. 


Mr. Warner: Do you know if there are any discussions 
going on now among the G-7 countries on this particular 
topic? 


Mr. Crow: Not to my knowledge, Mr. Warner. 


Mr. Warner: Do you feel we could be better off with 
certain fixed rates than the floating rate system? 


Mr. Crow: It is a very big question, and one should not 
give short answers to big questions, but I think the short 
answer is no. I think the basic issue is the quality of the 
underlying economic policies that countries pursue. pie 
only case, | think, for a fixed rate system is if somehow 
that would bring about a clear improvement in the kinds 
of policies that particular countries pursue, and I think 
that remains to be demonstrated. 


The virtue of a floating-rate system is that it can absorb 
shocks in the system and differences in economic 
performance. It can also generate misalignments in 
exchange rates, it seems, as Currency markets overshoot—I 
think that is the term used—or get excited or jittery, and 
that is an issue and a problem. 


I think one of the nice questions that has been thrown 
up is: to what extent is that a function of a poor mix of 
policies around the world, and to what extent is it a 
function of the fact that financial markets do move rather 
fast? I am of the view that we have to work at the 
underlying policies, and I would rather stress that than 
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M. Warner: Pensez-vous qu’avec le caractére volatile 
des marchés des changes, au cours de l’année passée, les 
pays du Groupe des sept sont plus pres d’envisager une 
union monétaire que par le passé? 


M. Crow: II est certain que cela fait réflechir les gens 
au systeme le plus souhaitable. 


Il est certain que toute cette situation a suscité un 
certain intérét pour la possibilité d’une union monétaire. 
Evidemment, si l’on envisage cela pour le monde entier, 
c’est assez fantaisiste, mais moins fantaisiste si l’on pense a 
Europe. C’est 1a qu’on assiste aux discussions les plus 
sérieuses et les plus approfondies sur cette possibilité. 
Mais c’est également un élément d’un concept ou d’un 
principe bien plus vaste, celui de l’unité économique et 
politique de l’Europe. Je sais qu’en Europe beaucoup de 
gens considérent que l’union monétaire est un jalon dans 
la voie d’une unité politique qui viendrait compleéter 
Vunité économique. 


En Europe, il y a des gens qui voient cela plus 
clairement que d’autres, et ces réflexions transparaissent 
dans la presse comme cela a encore été le cas depuis 
quelques jours 4 propos du projet de Banque centrale 
européenne et de la question de savoir qui la dirigerait. 
C’est une question qui semble trés présente dans 
Vactualité européenne, du moins pour l’instant, d’aprés 
les rapports que j’ai pu voir. Mais c’est une situation trés 
particuliere, a mon avis. 


M. Warner: Savez-vous si les pays du groupe des sept 
discutent actuellement de cette question? 


M. Crow: Pas que je sache, monsieur Warner. 


M. Warner: Pensez-vous qu’il vaudrait 
remplacer les taux flottants par des taux fixes? 


mieux 


M. Crow: C’est une trés grosse question, et il ne faut 
jamais chercher 4 donner une réponse rapide aux grosses 
questions, cela dit, je crois que rapidement la réponse est 
tout de méme non. La question fondamentale, c’est la 
qualité des politiques économiques sous-jacentes des 
divers pays. Le seul argument en faveur d’un systeme de 
taux fixes serait une amélioration nette des politiques 
individuelles des pays, ce qui reste a prouver. 


La vertu d’un systeme de taux flottants est qu’il peut 
absorber les chocs et répercuter les différences de 
performance économique. Il peut également deérégler les 
taux de change, lorsque les marchés des monnaies 
surréagissent, je crois que c’est le bon terme, ou lorsqu’ils 
deviennent instables ou _ volatiles, et c’est une 
préoccupation et un probleme. 


Une question intéressante a été posée: Dans quelle 
mesure cela est-il fonction de la mauvaise politique de 
certains pays du monde et dans quelle mesure fonction de 
la rapidité avec laquelle les marchés financiers bougent? 
Personnellement, je considére que nous devons travailler 
sur les politiques sous-jacentes et c’est la-dessus qué 


21-1-1988 Finances et affaires économiques 132 2 ao 


[Texte] 


move to a fixed-rate system, somehow, that would 
improve the policies. That remains to be demonstrated, as 
far as I am concerned. 


Mr. Warner: Where there is economic co-operation 
with regard to policy, such as the European Community, 
it becomes feasible. They can consider that sort of 
scenario because there is a mechanism in place for 
economic co-operation. Perhaps in theory—and we will 
probably not reach the day this becomes reality for many 
years—if you had international economic co-operation as 
to policy, perhaps involving giving up a little bit of 
economic sovereignty, it would most likely be possible to 
have stable rates and have a fixed-rate system with a 
review process in an adequate time period. Do you 
concur? 


Mr. Crow: If you had all the other mechanisms in 
place for economic transfers across the regions of this 
_ monetary union, that would mean bringing in fiscal 
policy as well as monetary policy and exchange rates, and 
_4 number of the other issues that we referred to earlier in 
discussion of unemployment rates in regions. 


* 1100 


Mr. Warner: Thank you very much. We may have this 
conversation again in the future. 


Mr. Dorin: I would just like to raise one subject, and I 
/am not sure whether you either are prepared to or have 
any comments to make about it. It was raised indirectly 
_by Mr. Cassidy when he talked about regional disparities 
_and the possibility that the free trade agreement might 
take away some fiscal capacity to deal with them. 


I come from a different point of view. I think that one 
‘of the reasons for the regional disparities, as you have 
‘Mentioned yourself to some degree, is a certain rigidity or 
‘stickiness in markets, labour markets and movement, and 
‘that one of the advantages of the free trade agreement is 
‘that in my view it will reduce some of that rigidity, 
‘because there will be other alternatives. 

} 


I am sure the free trade agreement must be of interest 
to you. What impact would this have on the Canadian 
‘economy, as well as your own situation perhaps in terms 
Of monetary policy? You must have at least considered the 
matter, have you? Do you have anything to say, and are 
you prepared to say it? 


Mr. Crow: Oh, yes, Mr. Dorin. 


Mr. Dorin: If you are prepared to talk about it, then I 
May ask you some more questions. 


' Mr. Crow: That is an offer I cannot refuse, Mr. Dorin. 
lease ask me some more questions. Maybe I should in 
act talk about it. The only area I feel I can competently 
eal with in public on such a broad question is the issue 
if monetary policy and free trade, and what I have to say 


[Traduction] 


j’insisterais plutét que de mettre en place un systéme de 
taux fixes pour améliorer les politiques; personnellement 
jestime que l’efficacité de cette solution reste a prouver. 


? 


M. Warner: Lorsque certains Pays, comme ceux de la 
Communauté européenne coopérent sur le plan de la 
politique, cela devient possible. Ils peuvent envisager ce 
type de scénario, car ils ont un mécanisme de coopération 
économique qui est déja en place. En théorie peut-étre, il 
faudra probablement attendre de nombreuses années pour 
que cela devienne une réalité, avec un systeme de 
coopération économique internationale sur le plan de la 
politique, un systéme qui supposerait que les pays cédent 
une petite partie de leur souveraineté économique, il 
serait probablement possible de stabiliser les taux, de 
mettre en place un systeéme de taux fixes avec un 
Processus de révision périodique. Est-ce que vous étes 
d’accord? 


M. Crow: Si tous les autres mécanismes de transfert 
économique étaient en place dans toutes les régions 
participant 4 cette union monétaire, cela impliquerait les 
politiques fiscales en plus des politiques monétaires et des 
taux de change, et un certain nombre de domaines dont 
nous avons discuté tout a l’heure 4 propos des taux de 
chomage dans les régions. 


M. Warner: Merci beaucoup. Nous 
peut-€tre cette conversation une autre fois. 


reprendrons 


M. Dorin: J’ai une seule question A soulever, je ne sais 
d’ailleurs pas si vous avez des observations a ce Sujet Ou Si 
vous accepterez d’en parler. C’est un sujet qui a été 
soulevé indirectement par M. Cassidy quand il a parlé des 
disparités régionales et quand il a dit que l’entente de 
libre-échange risquait de nous priver d’outils fiscaux pour 
y faire face. 


J’aborde le probléme d’un autre point de vue; une des 
causes de ces disparités régionales, comme vous |’avez dit 
vous-méme dans une certaine mesure, tient a une certaine 
rigidité ou raideur des marchés, marchés du travail, entre 
autres, et un des avantages de l’accord de libre-échange, 
c’est qu’il attaquera cette rigidité en offrant de nouvelles 
possibilités. 

Je suis certain que l’accord de libre-€change doit vous 
intéresser particuliérement. Quels en seront les effets sur 
l’€conomie canadienne et également sur votre situation et 
sur la politique monétaire? Vous avez da certainement 
réfléchir a la question? Avez-vous quelque chose a dire, 
acceptez-vous d’en parler? 


M. Crow: Oh, certainement, monsieur Dorin. 


M. Dorin: Si vous acceptez d’en parler, je vais vous 
poser quelques questions. 


M. Crow: C’est une offre que je ne peux pas refuser, 
monsieur Dorin. Je vous en prie, posez-moi des questions. 
Mais peut-étre devrais-je commencer par certaines 
observations. Le seul domaine que je Puisse traiter avec 
une certaine compétence en public, c’est la question de la 
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is less than many people think there is to say about that, I 
must say. 


There really is not any very direct relationship at all 
between free trade, as we all generally understand it, and 
monetary policy. There is no restriction that stems from 
free trade on the exercise of monetary policy, on our 
country’s ability to manage its monetary affairs in an 
intelligent way. There are no particular relationships of 
the exchange rate that are preordained by free trade, nor 
should there be, because we are talking about very 
different areas of economic policy. 


Some people seem to think there has to be some 
relationship between the Canadian dollar and the U.S. 
dollar that comes out of free trade, and the fact is there is 
not. We will still have the responsibility for our own 
monetary policy, as we will for our own fiscal policy in 
the large, and we will still have to make the best job we 
can with the tools at our disposal in those areas, and free 
trade will not change that situation. 


Mr. Dorin: I can appreciate that there is no direct 
relationship perhaps in terms of monetary policy, but I 
mean trade flows affect currency flows, obviously, which 
obviously have something to do with exchange rates. To 
my mind, no economic analysis from anywhere, by 
anyone, has concluded that it would be negative for the 
economy. I am not aware of any anyway. Every study that 
I know of, from C.D. Howe Research Institute to the 
Economic Council of Canada, and all of... There are 
arguments as to the degree of benefit or whatever, and 
range, but I am not aware of anyone that concluded 
overall in the negative. 


So I guess if we could assume to whatever degree there 
was an increased economic performance or economic 
benefits due to reduction in consumer prices and 
increased activity, whatever, that would presumably be 
good for the Canadian economy. It seems to me that may 
cause some impact on the value of the Canadian dollar 
vis-a-vis the United States. 


° 1105 


As you said earlier, one of the things about the floating 
exchange rates is that there is that mechanism of exchange 
rates to iron out differences of economic performance. 
Now, that being the case, I would presume that there may 
be some impact one way or the other, positive or negative. 
Do you have an opinion on that? 


Mr. Crow: Maybe I should explain why it is very 
difficult to have a preconceived notion of what will 
happen to the exchange rate, if anything or very much. In 
fact I do not think a great deal will happen; we are not 
talking about the difference between night and day. A 
change in real economic conditions is what free trade is 


[Translation] 

politique monétaire et du libre-échange, et je dois 
reconnaitre que j’ai moins a dire sur cette question que la 
plupart des gens. 


En fait, il n’y a pas vraiment de relation directe entre 
le libre-échange, comme nous Ventendons tous, et la 
politique moneétaire. Le libre-échange n’impose pas de 
restriction a lexercice d’une politique monétaire, a la 
possibilité pour notre pays de gérer ses propres affaires 
monétaires d’une fagon intelligente. Il n’y a pas de lien 
particulier entre les taux de change, qui sont fonction du 
libre-échange, et c’est normal, car il s’agit de secteurs trés 
différents de la politique économique. 


Il y a des gens qui pensent qu’il y a forcément un lien 
entre le dollar canadien et le dollar américain, et que ce 
lien est fonction du libre-échange: en réalité, ce n’est pas 
le cas. Nous continuerons 4 assumer la responsabilité de 
notre propre politique monétaire, tout comme nous 
assumerons la responsabilité de notre politique fiscale, 
nous continuerons a faire notre possible avec les outils 
dont nous disposons dans ces secteurs, et le libre-€change 
n’y changera rien. 


M. Dorin: Je comprends qu’il n’existe pas de relation 
directe dans le cas de la politique monétaire, mais on ne 
saurait nier que les mouvements commerciaux affectent 
les mouvements de la monnaie, qui, de leur cété, ont 
quelque chose a voir avec les taux de change. Aucune 
analyse économique n’a jamais conclu, du moins je ne le 
crois pas, que cela aurait des effets négatifs 


sur | 


Véconomie. En tout cas, je n’en connais pas. Toutes les | 
études que j’ai pu voir, qu’elles aient été préparées par | 


VInstitut de recherche C.D. Howe ou 


l'ensemble c’était négatif. 


Par conséquent, si nous pouvions prévoir 
augmentation de la performance économique ou 
augmentation des avantages économiques grace a 
réduction des prix a la consommation et a une 
augmentation de l’activité, ce serait une bonne nouvelle 
pour |’économie canadienne. Il me semble que cela risque 
d’avoir un certain impact sur la valeur du dollar canadien 
par rapport au dollar américain. 


Comme vous l’avez dit tout a l’heure, un désavantage 
du taux flottant, c’est qu’il offre un mé€canisme qui 


permet de minimiser les différences de performance | 
économique. Dans ces conditions, j’imagine qu’il faut 
s’attendre a un impact, positif ou négatif. Avez-vous une | 

i 


opinion a ce sujet? 


M. Crow: Peut-étre devrais-je expliquer pourquoi il est 
tres difficile de prévoir comment le taux de change) 
réagira, que ce soit brutal ou imperceptible. En fait, je 
pense qu’il ne se passera pas grand-chose. Ce ne sera pas! 
le jour ou la nuit. En réalité, le libre-échange modifie les) 
conditions économiques réelles. Si l’on ne s’attendait pas’ 


| 


| 


le Conseil . 
économique du Canada et... On n’est pas d’accord sur | 
Vimportance des avantages, sur la portée de l’entente, | 
mais que je sache, personne n’a conclu que dans | 
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about. If one did not think it was going to change the 
_ world for the better one would not do it, and that is 
_ relevant to balance of payments and exchange rates and 
everything else. 


I do not want to speak for the United States, but 
_ presumably the United States thought it was a good idea 
to have free trade. So did the Government of Canada. 
Both countries can stand to gain from free trade, 
according to the basic principles of economics. But if 
both countries gain, what is going to happen to the 
exchange rate between them? The answer is 
indeterminate. It does not necessarily go one way or the 
other. It depends on the process of adjustment. I guess 
there are relative gains. 


We start off I think, on balance, with higher tariffs than 
the U.S., and that could be relevant to what will happen 
_in terms of prices and in terms of trade. But it seems to 
me that a lot in the free trade agreement goes beyond 
_ tariffs. Some of the major obstacles to trade these days are 
Rt tariffs. They are non-tariff barriers, and that area is 
| much more difficult to quantify. 
| 
| 


So fundamentally the answer is indeterminate until 
One goes through the particular elements of the 
‘agreement. I think in some areas you would guess rather 
than estimate the non-tariff barriers. It is very difficult to 
‘put a number on the kinds of investments that will take 
‘Place. One can believe that a lot more investment will 
‘take place in industries which: will benefit strongly, as 
Many will, from free trade. Over what time period that 
will take place and how that will be financed are also 
‘relevant from the point of view of the performance, the 
balance of payments, and the currency. 


I can agree to all that, but at the same time I think I 
‘ran also comfortably say that it is not a major issue for 
Monetary policy in the broad sense, although it is relevant 
0 monetary policy, like every economic and financial 


evelopment is relevant to monetary policy. 
i 


Mr. Dorin: Presumably the same comments would 
ipply vis-a-vis interest rates as well. There have been some 
‘omments about the difference in interest rates between 


she two countries. 
| 


, Mr. Crow: If we do indeed generate a good inflation 
/erformance in_ this country, that will do more than 
-nything else to bring down interest rates, in my view. If 
)1€ United States also has a good performance, that will 
elp them. I think that is about all one can say. 
. 
) Mr. Dorin: You say more than tariffs are involved in 
le free trade ageement. There are some impacts in terms 
if the banking sector, the ability of banks to do business 
1 a reciprocal basis in each other’s country. Right now 
; ¢ Canadian banks are quite active in the United States, 
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a une amélioration de la situation, On n’en prendrait pas 
la peine, et cela a une incidence sur la balance des 
paiements et les taux de change, entre autres. 


Je ne veux pas parler pour les Etats-Unis, mais 
j/imagine que 1a-bas on a da penser que c’était une bonne 
idée. C’est également ce qu’a pensé le gouvernement du 
Canada. Les deux pays ont beaucoup a4 gagner au 
libre-€change si l’on se fonde sur les principes 
économiques fondamentaux. Mais si les deux pays 
gagnent, que deviendra le taux de change entre eux? La 
réponse n’est pas nette. Elle ne va pas forcément dans un 


sens ou dans l’autre, elle dépend du processus 
d’ajustement, et je pense qu'il faut prévoir des gains 
relatifs. 


Dans l’ensemble, je pense qu’au départ nous avons des 
tarifs douaniers plus élevés que les Etats-Unis, un fait qui 
pourrait déterminer l’évolution des prix et du commerce. 
Mais a mon avis, dans une large mesure, l’entente de 
libre-6change va bien au-dela des tarifs. Les _ tarifs 
douaniers sont loin d’étre le principal obstacle 
commercial a l’heure actuelle. Les plus gros obstacles sont 
non tarifaires et, dans ce domaine, il est beaucoup plus 
difficile de quantifier. 


Fondamentalement donc, il est impossible de préciser 
la réponse avant de passer par les divers éléments de 
l'accord. Dans certains cas, les barriéres non tarifaires 
doivent €tre devinées plutét qu’évaluées. II est tras difficile 
de traduire les investissements futurs en chiffres. On peut 
s’attendre a de nombreux investissements nouveaux dans 
les industries qui profiteront nettement du libre-€change, 
et il y en a beaucoup. Combien de temps faudra-t-il pour 
assister 4 un changement, quelles seront les sources de 
financement, autant de questions qui intéressent la 
performance, la balance des paiements et la monnaie. 


Dans tous ces cas, je suis d’accord, mais en méme 
temps, je crois pouvoir dire sans hésitation que ce n’est 
pas un probléme majeur pour la politique monétaire, 
bien qu’un lien existe tout comme il existe un lien entre 
les développements économique et financier et la 
politique monétaire. 


M. Dorin: J’imagine que ces observations s’appliquent 
autant au taux d’intérét. On a parlé de la différence entre 
les taux d’intérét des deux pays. 


M. Crow: Effectivement, si nous réussissons bien a 
controler l’inflation dans ce pays, c’est ce qui sera le plus 
utile pour faire baisser les taux d’intérét. Si les Etats-Unis 
aussi obtiennent de bons résultats, leur situation sera 
améliorée d’autant. C’est a peu prés tout ce qu’on peut en 
dire. 


M. Dorin: Vous dites que les tarifs douaniers ne sont 
pas les seuls éléments de l’entente de libre-€change. Le 
secteur bancaire, les possibilités d’échange entre les 
banques des deux pays sont également en cause. A l’heure 
actuelle, les banques canadiennes sont trés actives aux 
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the major ones anyway. From this point of view, do you 
foresee any impact on your operations, monetary or 
otherwise? 


ag GH) 


Mr. Crow: No, not really Mr. Dorin. There will be 
some different institutions here that might be of different 
size from what they would have been in the absence of the 
free trade agreement. As you know, there are some 
provisions for U.S.-based deposit-taking institutions 
vis-a-vis Canada. 


The essential point for our control is that we are able 
to control the supply of the balances that banks in 
Canada, including foreign-owned as well as Canadian- 
owned banks, need to settle their accounts between them. 
We do control this and we do not see such control being 
diminished in any way by the fact that foreign banks are 
here. 


Perhaps I might expand a bit on this question from 
another angle; I think there is another side that influences 
many people’s thinking. I think somehow there sis ta 
Canadian financial system that is very separate from the 
international financial system and they behave in very 
different ways. 


The fact of the matter is that the world financial system 
is very integrated these days. Borrowing and lending by 
Canadians takes place outside our border to an important 
extent, as it does for every other major industrial country. 


Notwithstanding these major flows of funds, we are 
able to control our own destiny with regard to monetary 
policy and the control of monetary expansion in the 
Canadian economy. These arrangements for the financial 
services under free trade do not affect it any more than 
does the fact that the Canadian economy is an open 
economy in terms of international financial flows and has 
always been. 


M. Garneau: Monsieur le gouverneur, je voudrais 
revenir a la question de la politique de taux d’intérét de la 
Banque du Canada. Evidemment, c’est la responsabilité de 
la Banque du Canada. 


Au cours des derniers mois, la politique que vous avez 
suivie a amené des taux d’intéréts sensiblement differents 
de ceux des Etats-Unis ainsi que l’appréciation du dollar 
canadien. Est-ce que c’est une conséquence des consensus 
dégagés au Groupe des sept en vue d’essayer de stabiliser 
davantage la devise monétaire américaine? 


M. Crow: Franchement, la réponse est non, monsieur 
Garneau. La politique monétaire suivie par le Canada est 
surtout élaborée dans Vintérét du Canada, et non dans 
Vintérét des Etats-Unis. On peut espérer que nos efforts 
pour collaborer entre nous aboutiront a une uniformité 
globale de la politique monétaire financiere, dans Vinterét 
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Etats-Unis, les grandes, en tout Cas. En prévoyez-vous des 
répercussions sur vos opérations, monétaires ou autres? 


M. Crow: Pas vraiment, monsieur Dorin. Il y a 
peut-étre certains établissements ici dont la taille sera 
différente de ce qu’elle aurait été n’etit été l'accord sur le 
libre-échange. Comme vous le savez, il y a certaines 
dispositions, au niveau du Canada, pour les établissements 
bancaires d’origine américaine qui acceptent les depots 
ici. 


L’essentiel, au niveau de notre contr6le, c’est qu'il 
nous revienne de décider quelle réserve les banques 
faisant affaire au Canada doivent entretenir afin de régler 
leurs comptes entre eux, quil s’agisse de banques 
étrangéres ou canadiennes. C’est nous qui en deécidons, 
pour l’heure, et nous ne croyons pas que cela change du 
simple fait de la présence de banques étrangeéres dans nos 
frontiéres. 


Encore un mot d’un autre point de vue: il y a autre 
chose qui influence la pensée des gens. Je crois qu’il existe 
un réseau financier canadien qui est tout a fait distinct du 
réseau financier international et l’on retrouve des 
comportements trés différents au sein de ces deux réseaux. 


En vérité, le réseau financier international est tres 
intégré aujourd’hui. Les Canadiens empruntent et prétent 
a l’extérieur de nos frontiéres et c’est une part importante 
de leur activité, comme c’est le cas pour tout autre grand 
pays industrialisé. 


Nonobstant ces mouvements importants de capitaux, 
nous réussissons a étre les maitres de notre propre 
destinée pour ce qui est de la politique monétaire et de 
l’expansion monétaire de notre économie canadienne. Les 
accords conclus en matiére de services financiers au 
niveau du libre-échange n’altérent en rien cette situation, 
non plus que le fait que l’économie canadienne soit une 
économie ouverte au niveau des mouvements 
internationaux de capitaux, comme cela a toujours été le 
cas d’ailleurs. 


Mr. Garneau: Governor, I would like to get back to the 
question of the Bank of Canada’s interest rate policy. Of 
course, that is the purview of the Bank of Canada. 


During the last few months, the policy you have 
followed has meant interest rates that are quite different 
from those practiced in the U.S.A., as well as an increase — 
in the Canadian dollar. Is that a consequence of the | 
consensus eminating from the Group of Seven with 4 / 
view to trying to further stabilize the American dollar? 


Mr. Crow: Frankly, the answer is no, Mr. Garneau. | 


The monetary policy followed by Canada is based on | 
Canada’s interests and not on the U.S.A.’s. It can be * 
hoped that our efforts at co-operation will bring about | 


world-wide uniformity of financial monetary policy, in 


the interests of the world economy, but, in the a 


21-1-1988 Finances et affaires économiques 1325 2h 
ee ABO 


[Texte] 


de l'économie globale, mais en fin de compte, nous avons 
la responsabilité de gérer la politique monétaire dans le 
meilleur intérét des Canadiens. 


M. Garneau: Je ne dis pas que vous avez pris des 
décisions contraires aux intéréts du Canada. Mais les faits 
sont la. Le ministre des Finances nous a dit que le Canada 
jouait un rdle important au niveau du Groupe des sept. 
Vous nous avez dit vous-méme que la Banque du Canada 
participe a titre consultatif ou méme, a l’occasion, aux 
reunions des ministres du Groupe des sept. Les journaux 
ont rapporté a plusieurs reprises les difficultés que créait, 
pour l’€conomie internationale, la volatilité de la valeur 
du dollar américain. 


bu 


Au cours des derniéres années, on a vu une baisse du 
dollar américain par rapport aux monnaies d’un groupe 
de pays. Selon les statistiques publiées par la Revue de la 
Banque du Canada ou celle du ministére des Finances, au 
cours des 15 derniéres années, il y a eu un cycle 
important de variations de la valeur du dollar américain 
Par rapport a un panier de dix monnaies. Tout 4 coup, au 
début des années 80, il y a eu une dépréciation et la 
politique américaine a fait grimper la valeur du dollar. 


M. Crow: Des montagnes russes, pourrait-on dire. 


M. Garneau: C’est cela, des montagnes russes. Alors, je 
regarde les faits et je constate que les propos des ministres 
des Finances des pays industrialisés et les préoccupations 
de M. Baker ont entrainé des consultations plus 
fréquentes dans le Groupe des sept. Le ministre nous dit 
qu’il-y a participé. Je n’y vois pas d’objections et je 
n’essaie pas de vous faire dire que vous travaillez contre 
Vintérét du Canada, mais je constate qu’a la suite de ces 
réunions, la politique de la Banque du Canada a été de 
maintenir un taux d’intérét relativement élevé, ce qui a eu 
comme conséquence de faire augmenter la valeur du 
dollar canadien. Cela correspond aux souhaits exprimés a 
naintes reprises par M. Baker. Est-ce une coincidence ou 
‘i c’est le résultat du consensus qui se dégage au Groupe 
les sept? 


| M. Crow: Je dois dire trés clairement que je n’ai jamais 
lemandé a un responsable de la politique économique ou 
Inanciére aux Etats-Unis si notre politique monétaire ou 
€ taux de change plaisait aux Américains. 


} Lors de ces réunions du Groupe des sept, il y a des 
‘Changes de points vue, de renseignements. On veut 
Vassurer qu’on envisage autant que possible les mémes 
‘ténarios, le méme panorama pour les mois suivants, mais 
‘fl ne céde pas notre autorité en ce qui concerne la mise 
‘oeuvre de nos politiques intérieures. 


| Je vais revenir a la question que vous avez soulevée 
/oncernant le comportement du dollar canadien par 
Apport au dollar américain. Comme je l’ai signalé au 
‘but de cette séance, on peut regarder le comportement 
i dollar canadien de deux facons: du cété bilatéral, par 


[Traduction] 


analysis, we are responsible for managing monetary policy 
in the best interests of Canadians. 


Mr. Garneau: I am not saying that you have made any 
decision contrary to Canada’s interests. But the facts 
remain. The Minister of Finance has told us that Canada 
plays an important role in the Group of Seven. You have 
told us yourself that the Bank of Canada is involved, on a 
consultation basis or sometimes even directly, in the 
meetings of the ministers making up the Group of Seven. 
The media have often reported on the problems the 
volatility of the American dollar’s value has meant for the 
international economy. 


During the last few years the American dollar has lost 
a lot of ground relative to the currencies of a group of 
countries. According to the statistics published in the 
Bank of Canada Review or the Department of Finance’s 
review, during the last 15 years, there has been an cycle of 
quite wide variations in the value of the American dollar 
as compared to a basket of 10 currencies. All of a sudden, 
at the beginning of the 1980s, depreciation occurred and 
the effective American policy led to an increase in the 
value of the dollar. 


Mr. Crow: A rollercoaster, you might say. 


Mr. Garneau: That is it, a rollercoaster. So when I look 
at the facts I see that the statements made by the Ministers 
of Finance of the industrialized countries and the 
concerns of Mr. Baker have led to far more frequent 
consultation within the Group of Seven. The Minister has 
told us that he has participated in discussions. I have no 
objection to that, and I am not trying to get you to say 
that you are working against Canada’s own interests, but I 
do notice that after these meetings the policy of the Bank 
of Canada has been to maintain a relatively high rate of 
interest and the consequence of that was to increase the 
value of the Canadian dollar. That happens to coincide 
with the wishes that Mr. Baker has expressed quite 
frequently. Is this mere coincidence or is it the result of 
the consensus reached by the Group of Seven? 


Mr. Crow: I must say quite clearly that I have never 
asked anyone responsible for the financial or economic 
policy of the United States of America if our monetary 
policy or our exchange rate was pleasing to the 
Americans. 


During these Group of Seven meetings, there is an 
exchange of points of view and of information. One wants 
to ensure that one is, insofar as possible, looking at the 
same scenarios and the same panorama for coming 
months but one does not yield one’s authority over the 
implementation of one’s internal policies. 


I would like to get back to the question you raised 
concerning the performance of the Canadian dollar as 
compared to the American dollar. As I said at the 
beginning of this meeting, we can look at the performance 
of the Canadian dollar in two ways: on the bilateral side 
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rapport au dollar américain et, comme vous l’avez fait 
vous-méme, par rapport a un panier de monnaies. Si on 
le regarde par rapport a un panier de monnaies, on n’a 
pas la méme impression quant a son comportement. Par 
rapport au panier, pendant 1987, le dollar canadien n’a 
eu aucune tendance. Je crois que c’est pertinent a la 
discussion. 


M. Garneau: Je comprends, mais nous faisons 75 p. 
100 de notre commerce international avec les Etats-Unis. 
Je n’essaie pas de vous blamer, mais plutdt de voir ou est 
la vérité, car la coincidence existe bel et bien. 


Comme question supplémentaire, est-ce une bonne 
chose pour l’économie mondiale? M. Baker a souvent 
exprimé sa préoccupation quant au déficit commercial 
américain vis-a-vis du Canada. Il a fait 4 maintes reprises 
des déclarations publiques pour demander un peu d'aide, 
disant qu’autrement, il devrait prendre des mesures plus 
strictes pour corriger ce déséquilibre de la balance 
commerciale. 


« 1120 


On voit que la politique que vous suivez coincide avec 
les préoccupations maintes fois exprimées par M. Baker, a 
savoir qu’une des facons de corriger la _ balance 
commerciale déficitaire américaine vis-a-vis du Canada est 
d’avoir un dollar canadien a la hausse, donc replacer la 
compétitivité des deux économies, favoriser davantage les 
exportations américaines vers le Canada et corriger cette 
balance-la. 


Je ne veux rien critiquer, car c’est peut-€tre une bonne 
chose sur le plan international, mais je regarde les faits et 
je me dis que cela a dt étre accepté quelque part. Est-ce 
par l’opération du Saint-Esprit ou si c’est a la suite d’un 
consensus qui s’est dégagé au Groupe des sept, ce que je 
pourrais comprendre? Je regarde cela et je me dis: M. 
Baker demande que le dollar canadien augmente et le 
dollar canadien augmente; donc, cela a du étre décidé 
quelque part, probablement au Groupe des sept. C’était la 
question bien simple que je vous posais et vous, vous me 
dites que non, que c’est tout simplement dans le meilleur 
intérét du Canada que vous favorisez des taux d’intérét 
plus élevés qui favorisent la hausse du dollar et diminuent 
jusqu’a un certain point notre compétitivité sur notre 
principal marché. C’est la constatation que je fais en 
regardant les faits. 


M. Crow: Je crois que vous précisez un peu trop mes 
observations, monsieur Garneau. 


M. Garneau: I] ne s’agit aucunement de ce que vous 
avez dit. Je regarde tout simplement les faits! Vous dites 
que c’est le hasard. 


M. Crow: Oui. Vous avez supposé que j’ai sous-entendu 
des choses dans ce que j’ai dit. Peut-€tre que je ne l’ai pas 
dit, mais je vais le dire maintenant: on n’a pas de cible 
pour le dollar canadien. Le comportement du dollar 
canadien—on peut le regarder de différentes fagons et il a 
des aspects différents selon la mesure—est pertinent dans 
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as compared to the American dollar and, as you have 
done yourself, as compared to a basket of currencies. If 
you compare it to a currency basket, you do not get the 
same impression as to its performance. Relative to the 
basket, for 1987, the Canadian dollar did not move. I 
think that is quite germane to this discussion. 


Mr. Garneau: I understand that, but 75% of our 
international trade involves the U.S.A. I am not trying to 
blame you in any way, I am just trying to find where the 
truth lies, because that coincidence does exist, just the 
same. 


As a supplementary question, is it good for the world 
economy? Mr. Baker has often expressed his concern 
about the American trade deficit with Canada. He has 
often made public statements to ask for a bit of help and 
say that, otherwise, he would have to take far more drastic 
steps to correct this unbalanced trade deficit. 


It can be seen that the policy you have followed 
coincides with Mr. Baker’s oft-expressed concerns, which 
are that one of the ways to correct the American’s trade 
balance deficit with Canada is to have a higher Canadian 
dollar and, in effect, realign the competitivity of both 
economies by further promoting American exports 
towards Canada with a view to correcting that imbalance. 


I do not want to criticize, because this may be a good 
thing, internationally speaking, but just looking at the 
facts, I tell myself someone must have accepted this. Did it 
come about through the operation of the Holy Ghost or 
did it simply follow the consensus arrived at by the Group 
of Seven, which is something I could understand? When I 
look at that, I figure: Mr. Baker wants the Canadian dollar 
to go up, and the Canadian dollar goes up; so the decision 
must have been made somewhere, probably by the Group 
of Seven. That was the very simple question I was putting 
to you and you tell me that, no, it is simply in the best 
interests of Canada that you are promoting higher interest 
rates, which encourage an increase in the dollar’s value 
and, to a certain extent, decrease our competitivity on our 
main market. That is the conclusion I come to when I 
look at the facts. 


Mr. Crow: I think that you are putting a few extra 
words into my mouth, Mr. Garneau. 


Mr. Garneau: This has nothing to do with what you 
have said. I am simply going by the facts! You say it is 
mere coincidence. 


Mr. Crow: Yes. You simply imagine that I implied 
certain things by my statements. Maybe I did not say it in 
so many words, but I will say it clearly now: we have no 
target value for the Canadian dollar. The performance of 
the Canadian dollar, and you can look at that in different 
ways, there are different aspects depending on the 
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la mise en oeuvre de la politique financiére générale au 
pays. C’est une chose qu’on ne peut pas ignorer, mais je 
ne peux pas dire que je suis d’accord avec vous pour 
laisser entendre qu’on essaie de pousser le dollar canadien 
dans une certaine direction pour satisfaire aux besoins de 
M. Baker, par exemple. 


Ma derniére observation a cet égard est qu’il y a un 
marché pour les devises. On regarde la situation de la 
balance commerciale déficitaire des Etats-Unis et le 
marché réagit. D’un autre cété, on regarde la 
performance des Allemands ou des Japonais en ce qui 
concerne la balance commerciale, et le marché réagit la 
aussi de méme quici. Donc, il y a un processus 
d’ajustement dans le monde. II est possible de suivre des 
politiques internes favorisant un ajustement plus ou 
moins €quilibré si on le peut, et on parle beaucoup de 
cela aux réunions du Groupe des septy tly ya un 
paragraphe sur l’orientation des politiques de chaque pays 
membre du Groupe des sept. 


Au Canada, en va suivre la politique suivante. Je 
regrette infiniment, mais je n’ai que la version anglaise: 


Monetary policy remains geared to non-inflationary 
growth in a climate of orderly exchange markets. 


Il s’agit de l’engagement du Canada au Groupe des 
sept. 


M. Garneau: Il est dommage que je ne puisse pas 
continuer a parler indéfiniment des faits que je constate. 
Je voudrais poser deux derniéres questions. 


ous 


Revenons d’abord au Groupe des sept. Si je posais la 
méme question aux gouverneurs des banques nationales 
de France et d’Allemagne et aux gens de la Federal 
Reserve aux Etats-Unis, ils me répondraient sans doute 
que leur politique monétaire est décidée au niveau 
national, personne ne voulant admettre qu’un instrument 
de souveraineté politique aussi important puisse €tre cédé. 
Cela dit, si c’était le cas, a quoi servirait le Groupe des 
sept, et jusqu’a quel point? Est-ce un cas d’osmose? Est-ce 
que les gens €coutent les conversations que vous tenez 
autour de la table et prennent leur  décision 
Mdividuellement, ou si le Groupe des sept, quand il se 
‘éunit, en arrive a un consensus qui influence 
véritablement les politiques monétaires de chacun des 
;ouverneurs des banques nationales? 


M. Crow: Je ne peux pas répondre au nom des autres 
sOuverneurs, monsieur Garneau. Il y a un échange de 
ints de vue, de renseignements. On regarde le 
anorama, On se met d’accord sur un communiqué et on 
Ssaie de résumer les attitudes des gouvernements qui 
‘Ssistent 4 la réunion. On est toujours en contact. Pour 
fa part, je participe réguliérement 4 des réunions a Bale 
vec mes collegues, les gouverneurs des banques centrales. 
Jn discute de l’évolution des politiques et c’est trés, trés 
tile. Peut-étre pourra-t-on un jour aller plus loin dans la 
‘irection youlue par M. Warner, soit un monde plus 
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measure chosen, is germane to the implementation of our 
country’s general financial policy. That is something we 
cannot ignore, but I cannot say that I agree with you 
when you say that we are trying to push the Canadian 
dollar in a certain direction to please Mr. Baker, for 
example. 


My last comment on this is that there is a market for 
Currencies. People see the U.S.A.’s trade balance deficit 
and the market reacts to that. On the other hand, you 
look at the performance of the German or Japanese trade 
balance and the market reacts to that also. So there is a 
world-wide give and take. It is possible to adopt internal 
policy that encourages more or less balanced adjustment, 
if you can, and there is a lot of talk about that during 
Group of Seven meetings. There is a paragraph on the 
policy trends of each member country of the Group of 
Seven. 


In Canada, this is our policy. I am awfully sorry, I only 
have the English version: 


Monetary policy remains geared to non-inflationary 
growth in a climate of orderly exchange markets. 


That is Canada’s commitment to the Group of Seven. 


Mr. Garneau: It is too bad that I could not just go on 
indefinitely about the facts as I see them. I have two last 
questions. 


Let us go back to the Group of Seven. If I asked the 
same question of the governors of the national banks of 
France and Germany and of the people at the US. 
Federal Reserve, they would say that their monetary 
policy is determined at the national level, because no one 
will admit that such an important instrument of political 
sovereignty is being abandoned. If such were the case, 
what would there be left for the Group of Seven to do? 
Do these people listen to your conversations and then 
take decisions individually, or does the Group of Seven 
during its meetings arrive at a consensus which has a real 
inference on the monetary policies of each of the 
governors of the national banks? 


Mr. Crow: I cannot speak for the other governors, Mr. 
Garneau. There is an exchange of views and of 
information. We agree on a communiqué which expresses 
the attitudes of the participating governments. We are in 
constant contact. For my part, I regularly attend the 
meetings of the governors of central banks held in Basle. 
We discuss policies, and that is very, very useful. Maybe 
one day we will be able to have a more integrated 
monetary policy, as Mr. Warner suggested, but we are not 
there yet. 
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intégré en ce qui concerne la monnaie, mais on n’est pas 
encore 1a. 


M. Garneau: Non, je ne pense pas qu’on parvienne a 
établir une devise monétaire internationale au cours des 
prochaines années. 


Je reviens toujours 4 mes questions du début sur la 
politique monétaire, parce que c’est un point important. 
De ce cété-ci de la table, on n’a pas a faire de budget, ni a 
établir de politique fiscale. On a a les critiquer et 
peut-étre a proposer des solutions de  rechange. 
Cependant, dans notre cadre de réflexion, apres avoir 
entendu ce que vous avez dit depuis le début, je crois 
comprendre que la préoccupation premiere de la Banque 
du Canada et de son gouverneur est l’inflation, la 
possibilité d’une reprise inflationniste. Dans ce contexte- 
la, votre attitude est de conserver un controle serré de la 
devise, ce qui peut provoquer une légére hausse des taux 
d’intéréts. On ne peut certainement pas s’attendre a des 
baisses de taux qui correspondraient 4 une politique a 
moyen terme. Méme si vous ne pouvez pas le dire, on doit 
conclure, devant les chiffres et devant votre attitude, que 
les Canadiens, l’industrie canadienne et le gouvernement 
canadien ne peuvent pas s’attendre a ce que la Banque du 
Canada favorise une baisse des taux d’intérét au cours des 
prochains mois. C’est ce que je retiens de vos propos. Est- 
ce que je suis complétement dans l’erreur ou si je n’ai pas 
le droit d’interpréter vos propos? 


M. Crow: Je ne peux pas répondre a votre question 
aussi concrétement que vous le désirez, monsieur 
Garneau. Franchement, je ne veux pas, je ne peux pas et 
je ne dois pas faire des prévisions concernant les taux 
d’intéreét. 


Quant au taux de change, ce n’est pas un objectif de 
notre politique. C’est pertinent, mais ce n’est pas un 
objectif. L’objectif de base est la stabilité des prix 
intérieurs au pays. 


Nous regardons de trés prés l’évolution de l’inflation 
au Canada, et nous souhaitons que l’inflation accuse une 
tendance 4 la baisse plut6t qu’a la hausse a l’avenir. Nous 
croyons que c’est le moyen le plus sir d’obtenir des taux 
d’intérét peu élevés. 


* 1130 
Le vice-président: Monsieur Langdon. 


Mr. Langdon: There were three issues I wanted to 
explore with you. The first is a question that has come up 
with me. I want to put the question to you with the least 
possible inflammatory implications. 


Mr. Crow: How about none? 


Mr. Langdon: I will try none. Fundamentally, who is 
responsible for monetary policy in this country? Who is 
ultimately responsible for the direction of decision- 
making with respect to the monetary policy factors you 
have been talking about this morning, such as the 
importance attached to the rate of inflation, the rate of 
interest, the value of the Canadian dollar? Is that you as 
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Mr. Garneau: I do not expect an international currency 
within the next few years. 


I can’t get past my question about monetary policy, 
because this is a very important point. On this side of the 
table we do not write the budget nor establish fiscal 
policy. We are supposed to criticize policies and offer 
different options. Do I take it from what you said that the 
main concern of the Bank of Canada and of its governor 
is still the danger of rising inflation? In order to avert this 
danger, your main tool is tight control of the Canadian 
dollar, with the risk of nudging interest rates upward. So 
we should not expect a decrease in interest rates in the 
short term. Even though you are not saying so yourself, 
figures tell us that we should not expect the Bank of 
Canada to promote lower interest in the coming months. 
Is that a correct interpretation of what you have just said? 


Mr. Crow: I am not in a position to answer you as 
completely as you might have wished, Mr. Garneau. I 
cannot, will not and must not make any forecasts as to 
interest rates. 


The exchange rate, though, is not one of our policy 
objects, even though it is relevant. Our basic objective is 
to ensure price stability in Canada. 


We are monitoring the rate of inflation very closely in 
Canada and we hope that in future inflation will have a 
tendency to fall rather than rise. That is the best way to 
lower interest rates. 


The Vice-Chairman: Mr. Langdon. 


M. Langdon: Il y a trois questions que je voudrais— 
aborder avec vous et je vais essayer de le faire de fagon | 
aussi nette que possible. 


M. Crow: Tant mieux. 


M. Langdon: Je voudrais donc savoir qui est en dernier 
ressort le premier responsable de notre politique’ 
monétaire et notamment des questions touchant au taux 
d’inflation, au taux d’intérét et a la parité de notre devise. 
Est-ce le gouverneur de la Banque du Canada, est-ce le 
gouverneur de la Banque du Canada de concert avec le} 
ministre des Finances ou bien est-ce le gouvernement lui- | 
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the Governor of the Bank? Is it you in consultation with 
the Minister of Finance? Or is it ultimately, in the final 
analysis, as I would have thought the coin affair 
demonstrated definitively, the government that is 
ultimately responsible for monetary policy? 


Mr. Crow: It is very clear from the Bank of Canada 
Act, Mr. Langdon, that the Government of Canada has 
ultimate responsibility for the monetary policy pursuit in 
Canada, and there are provisions in the Bank of Canada 
Act to ensure that is very clear. 


Mr. Langdon: It is very good to have that put clearly on 
the record. 


May I also ask, in respect to that, if in addition to the 
clear points in the Bank of Canada Act there is a process 
of consultation of a more informal sort that takes place 
between you, as the Governor of the Bank, and the 
government with respect to these issues? 


Mr. Crow: Yes, Mr. Langdon, there is a procedure for 
consultation, which is earlier in the act than this. What it 
says here— 


Mr. Langdon: Unless it listed perhaps, Mr. Crow, in 
what it says, rather than in the process by which it 
actually operates. 


Mr. Crow: What is says is a very clear description of 
the process: 


The Minister and the Governor shall consult regularly 
On monetary policy and on its relation to general 
economic policy. 


‘I and the Minister consult regularly, pursuant to that 
provision of the Bank of Canada Act. 


Mr. Langdon: So any suggestion that, for instance, the 
Bank of Canada itself is independent in shaping monetary 
policy, or setting such things as interest rates, would be a 
'mis-statement of the facts. 


Mr. Crow: I am not sure; there are so many negatives 
‘In your question, Mr. Langdon. I am not sure whether I 
said yes or no. I still do not know whether I gave the right 
answer. I will make a statement. 
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According to the act, the Bank of Canada has the 
‘responsibility for the formulation and conduct of 
monetary policy in the absence of a directive from the 
Minister, which has to be approved by the Cabinet. Such 
a directive would have to be specific and would have to be 
for a limited period and would have to be published 
forthwith. That directive would not be issued, according 
‘0 the act, unless there had been further consultations 
‘etween the governor and the Minister on the course of 
nonetary policy in addition to the regular consultations. 


| Mr. Langdon: But the regular consultations, if I 


Inderstand their nature correctly, would also give 


[Traduction] 


méme qui est responsable de notre politique monétaire 
comme semble lindiquer l’affaire de la piéce de 
monnaie? 


M. Crow: Aux termes de la Loi sur la Banque du 
Canada, c’est le gouvernement du Canada qui est en 
derniere analyse chargé de déterminer la politique 
monétaire du pays, les dispositions de ladite loi ne laissant 
aucun doute a ce sujet. 


M. Langdon: Je vous remercie de cette précision. 


Outre donc ces dispositions de la Banque du Canada, y 
a-t-il des consultations officieuses entre le gouverneur de 
la Banque centrale et le gouvernement relatives a toutes 
ces questions? 


M. Crow: Effectivement des consultations sont prévues 
dans la loi. 


M. Langdon: La loi ne précise pas les modalités de 
fonctionnement. 


M. Crow: Au contraire la loi est parfaitement claire: 


Le ministre et le gouverneur doivent se consulter 
périodiquement relativement a la politique monétaire 
et aux répercussions de cette derniére sur la politique 
économique générale. 


Donc comme le prévoit la loi, je consulte périodiquement 
le ministre sur toutes ces questions. 


M. Langdon: Donc il est faux de dire que la Banque du 
Canada est libre de fixer la politique monétaire ou les 
taux d’intérét en toute indépendance? 


M. Crow: Votre question est a tel point emberlificotée 
que je ne suis pas sur d’y avoir bien répondu. Permettez- 
moi donc de faire une mise au point. 


Aux termes de la loi, la Banque du Canada est chargée 
d’élaborer et d’appliquer la politique monétaire en 
absence de directives du ministre, politique monétaire 
qui doit €tre approuvée par le Cabinet. Les directives 
doivent €tre précises, valables pour une durée limitée et 
elles doivent étre rendues publiques immédiatement. 
Toujours d’aprés la loi, les directives ne sont publiées qu’a 
l’issue de consultations spéciales entre le gouverneur et le 
ministre relativement a la politique monétaire, ces 
consultations spéciales venant en sus des consultations 
réguliéres. 


M. Langdon: Mais mémes ces consultations réguliéres 
permettent au gouvernement d’influer sur les décisions du 
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considerable influence to the government in offering 
direction insofar as it is done informally with respect to 
these monetary policy issues. 


Mr. Crow: What it says is that we shall consult 
regularly. But of course if “consultation” meant, in 
subsection 14.(1), that the governor would go to receive 
directions from the Minister then there would be no 
necessity for subsections 14.(2) and (3), which provide for 
directive power. So I think it is very clear—and that is the 
way it has always been interpreted—that the consultation 
is consultation, not going to receive instructions. That is 
the way I have conducted it—and they are very 
constructive consultations—and that is the way Ministers 
have seen it over the years, I understand. I have only dealt 
with one Minister so I cannot really generalize, but 
certainly my conversations with Mr. Bouey would 
indicate that has been the situation, and that is what ts 
consistent with the provisions of the act as everybody has 
interpreted them from the beginning. 


Mr. Langdon: But, as you say, because of that power of 
directive and the fact that the power of directive lies there 
at any time consultations are taking place, the ultimate 
responsibility does rest with the government itself. 


Mr. Crow: Oh, yes, because the government can always 
issue a directive. 


Mr. Langdon: On a second but related topic, the trade 
deal, on which you offered some extremely cautious 
comments earlier, I must say that as we crossed the 
country prior to Christmas receiving input from a great 
many people—not nearly as many as we would have liked 
to have seen, but from a fair number of people—one of 
the constant questions that came up was at what level of 
the exchange rate a particular industry would start to lose 
its export markets within the United States. 


You have said that the potential outcome of the impact 
on exchange rates is indeterminate. Do I take that as 
saying that it is certainly possible that one could see a 
significant increase in the value of the Canadian dollar 
vis-a-vis the American dollar as a consequence of the 
trade deal going through? That is a possible outcome. 
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Mr. Crow: In general terms, it is possible it could 
happen both ways. If, as I said it is, it is indeterminate, 
there could be. 


But I think one has to take the question a bit further. 
One has to ask one’s self, Mr. Langdon, under what 
conditions might there be an increase in the Canadian 
dollar because of free trade. There are many other things 
going on in the world economy, the Canadian economy, 
and the U.S. economy that could affect the Canadian 
dollar, but let us just isolate free trade as one single 
element. In hypothesis we can ascribe something in the 
exchange market to free trade, which is kind of a big 
concept. Why would that happen? 


Finance and Economic Affairs 


21-1-1988 


[Translation| 


gouverneur de la Banque centrale en matiére de politique 
monétaire. 


M. Crow: Les consultations doivent en principe avoir 
lieu périodiquement. Si par consultation lalinéa 14.(1) 
voulait dire que le ministre donnerait des directives au 
gouverneur de la Banque, les alinéa 14.(2) et (3) qui 
touchent justement aux directives n’ont plus leur raison 
d’étre. Il est donc tout a fait évident que c’est ainsi que la 
loi a toujours été interprétée, consultation signifie 
simplement consultation et non pas instruction. C’est 
ainsi que la loi a toujours été interprétée aussi bien en ce 
qui concerne les gouverneurs de la Banque centrale que 
les différents ministres. Personnellement je n’ai eu a faire 
qu’a un seul ministre, je ne peux donc pas généraliser; 
mais d’aprés mes entretiens avec M. Bouey a ce sujet, c’est 
ainsi que les choses se passaient également de son temps 
car c’est de cette fagon que la loi a toujours été 
interprétée. 


M. Langdon: Mais vous avez dit vous-méme qu’en 
derniére analyse c’est le gouvernement qui est responsable 
de notre politique monétaire, justement parce que c’est le 
gouvernement qui est habilité 4 émettre des directives. 


M. Crow: Oui, en effet, le gouvernement est toujours 
libre d’€mettre une directive. 


M. Langdon: En ce qui concerne laccord de 
libre-€change au sujet duquel vous vous étes exprimé avec 
une extréme circonspection, une des questions qui 
revenait le plus souvent lors de notre tournée a travers le 
pays juste avant les vacances de Noél, c’était la question de 
savoir a quel niveau du taux de change telle ou telle 
industrie canadienne commencerait a perdre des 
débouchés aux Etats-Unis. 


Vous avez dit vous-méme qu’il est impossible de 
prévoir les répercussions de cet accord sur les taux de 
change. Dois-je donc en conclure que l’accord de 
libre-€change pourrait entrainer la renchérissement du 
dollar canadien par rapport au dollar américain? Ce serait 
un des effets possibles. 


M. Crow: Les taux de change pourraient fluctuer dans 
un sens comme dans |’autre. 


La question est de savoir dans quelles conditions 
V’accord de libre-échange entrainerait une hausse de la 
valeur du dollar canadien par rapport au _ dollar 
américain. La parité du dollar dépend entre autres de la 
conjoncture internationale ainsi que de la situation 
économique au Canada et aux Etats-Unis, mais nous 
pouvons chercher a déterminer les effets éventuels du seul 
accord de libre-échange. Mais pourquoi le libre-échange 
devrait-il se répercuter sur les taux de change? 
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Mr. Langdon: Excuse me, Mr. Crow, the trade deal, 
which is different from free trade. 


Mr. Crow: I did not want to be 
Langdon. 


inflammatory, Mr. 


Why would that happen? The Only way I could see it 
happen as a clear result is there were major gains to the 
Canadian economy out of free trade. People saw export 
markets Opening up, major investments to supply those 
markets. That would have an effect upon the Canadian 
dollar, presumably, among other things. In other words, 
there were sizeable real gains, economic gains, realized 
from free trade, and the exchange market would, as it 
reacts to everything, react to that and bid up the Canadian 
dollar. I think the important point is there is something 
real behind it. 


Mr. Langdon: What could be real behind it. if we are 
talking about what is most likely to be real that would 
cause this, is the flows of foreign Currency into the 
country, foreign capital for investment purposes. If that 
flow of foreign currency, for example, as it historically 
has, is concentrated in central Canada, the consequence 
could be a bidding up of the exchange rate and a 
consequent difficulty with respect to competitiveness of 
exports from periphery parts of the country to the United 
States market. 


Mr. Crow: I think what you are supposing, Mr. 
Langdon, is a static situation. When one talks about 
Opening up barriers to trade or reducing barriers to trade, 
One is talking about a dynamic situation where change 
will happen. I do not think One can assume that all the 
change will be bad change. The peripheries may have 
some good changes. 


Mr. Langdon: You have suggested that it is a static 
situation. I positive it is not a static situation but a change 
which would comprise investment flows into central 
Canada. That was the real phenomenon that took place 
which led to a rise in the exchange rate. The exports of 
raw material products from outlying parts of the country, 
depending on the degree of the exchange rate change, 
would certainly face higher prices in their competition 
with the United States. Is that not correct? 


Mr. Crow: I am not sure it is correct, Mr. Langdon. 
What you are supposing is that the only investment that 
takes place takes place in the centre of the country. I 
think you are assuming what you want to prove. 


Mr. Langdon: Well, let us see if the scenario which I 
Suggested might take place. Do you agree that is one of a 
‘number of scenarios that might take place? 


Mr. Crow: I think it is also the case that the studies 
have not demonstrated that the only gains from free trade 
‘would occur in central Canada. 


cabs lis) 


Mr. Langdon: Such studies as have taken place have 
‘indicated that the greatest gains would in fact take place 
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M. Langdon: Je vous ferai remarquer que l’accord 
conclut avec les Etats-Unis n’est pas Véquivalent du 
principe de libre-échange. 


M. Crow: D’accord. 


Ce n’est que si l’économie canadienne enregistrait un 
essor important grace a l’accord de libre-€change que ce 
dernier se traduirait par une hausse de notre devise. En 
effet si nous remportions d’importants marchés a 
l’exportation avec les investissements que cela exigeraient, 
le dollar canadien pourrait augmenter en valeur. Si donc 
accord de libre-échange se soldait par de véritables 
échanges commerciaux chiffrables, cela se répercuterait 
sur les marchés des changes qui pouseraient le dollar 
canadien a la hausse. Mais il faudrait pour cela qu’il y ait 
des résultats tangibles. 


M. Langdon: A mon avis, on devrait tous s’attendre a 
un accroissement du flux de capitaux €trangers que l’on 
viendrait investir au Canada. Si ces Capitaux étaient 
essentiellement investis dans le centre du Canada comme 
cela s’est toujours fait, cela entrainerait une hausse du 
dollar canadien, hausse qui aurait pour conséquence 
d’affaiblir la compétitivité des exportations du reste du 
pays sur le marché américain. 


M. Crow: Vous parlez d’une_ situation statique 
monsieur Langdon. Or toute suppression d’obstacles au 
commerce Suppose une situation dynamique et non pas 
Statique. Je ne vois donc pas pourquoi l’évolution serait 
uniquement négative. Les régions périphériques du pays 
pourraient elles aussi en bénéficier. 


M. Langdon: Loin d’étre une situation  statique, 
Vaccord de libre-€change entrainera un flux de capitaux 
vers le centre du Canada ce qui par le passé déja a 
entrainé une hausse dans le taux de change. Si cela devait 
arriver, nos exportations de matiére premiére provenant 


des régions reculées du pays verraient leur compétitivité 
baisser sur le marché américain. 


M. Crow: Ce n’est pas certain, monsieur Langdon. 
Vous affirmez que ces nouveaux investissements se feront 
uniquement dans le centre du Canada, ce qui est loin 
d’étre prouvé. 


M. Langdon: Mais vous conviendrez que c’est quand 
méme une possibilité. 


M. Crow: Rien ne prouve que seul le centre du Canada 
bénéficierait de l’accord de libre-échange. 


M. Langdon: D’aprés toutes les études effectuées, c’est 
Ontario qui serait le gros bénéficiaire de cet accord, 
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in Ontario and that the disparities between Ontario and 
other parts of the country would therefore increase. Is this 
part of the mechanism by which this would happen? 


Mr. Crow: This is getting into territory that I do not 
really feel competent to analyse in terms Ol the 
probability calculus and the locus of gains by industry by 
region. I think your question, though, was: if the gains 
were differential, what would be the implication for 
monetary policy? I think that is where I come in, if I can 
put it this way. Is that correct? 


Mr. Langdon: Not really. What I was looking at is this. 
If there were an increase in the exchange rate, aS you 
posited was a possibility, and it was a significant increase 
that came about because of investment flows, as has 
historically been the case, into central Canada, could that 
have the effect of turning the terms of trade against 
periphery parts of the country? That is the point I was 
making. 


I think we have probably gone as far as we can with 
respect to the suppositions on both sides. I simply make 
the point to indicate that, taking your own framework of 
analysis, I think it is as easy to raise critical questions with 
respect to this deal as it is to come up with the sanguine 
conclusions you expressed earlier to Mr. Dorin. 


Mr. Crow: Mr. Langdon, I think your issue is 
interesting, the way you put it, but I think it is more a 
hypothesis than a well-researched study. 


Mr. Langdon: I put it as a hypothesis, Mr. Crow, quite 
clearly. 


Mr. Cassidy: Mr. Chairman, I will try to make my 
questions fairly direct. My first question is supplementary 
to the one Steven Langdon asked. We raised this when 
you were appointed, but now you have been in the job for 
a year so it might be worth while raising again. If you got 
a directive from the Minister of Finance and from the 
government with respect to the conduct of monetary 
policy, what would you do? 


Mr. Crow: Like my predecessors, as I have said, I 
would resign. 


Mr. Cassidy: So when you say the government is 
ultimately accountable, you, like your predecessors, are in 
fact prepared to do everything possible to make it 
impossible for the government to exercise that 
responsibility. Is that correct? 


Mr. Crow: That is not correct, Mr. Cassidy. I would 
resign so that the government could have someone as 
governor who shared their view as to how monetary 
policy should be operated. 


The bank does have a measure of independence. The 
question Mr. Langdon posed was: whereas the ultimate 
authority for monetary policy—and it is very clear in the 
act—rests with the government and, of course, with 
Parliament—it is a parliamentary act that governs the 
Bank of Canada—until a directive is issued, the Bank of 


Finance and Economic Affairs 


21-1-1988 


[Translation| 


creusant ainsi davantage encore le fossé qui sépare 
VOntario du reste du pays. C’est bien ainsi que cela se 
ferait? 


M. Crow: Je ne suis pas vraiment bien placé pour vous 
parler des avantages éventuels de tel ou tel secteur par 
région. Si j’ai bien compris vous voudriez que je vous dise 
quels seraient les effets au plan de la politique monétaire 
d’une répartition inégale des avantages du libre-echange. 


M. Langdon: Non ce n’est pas ¢a ma question. Si on 
enregistre une hausse importante du taux de change 
imputable aux nouveaux  investissements qui sé 
concentreraient comme par le passé essentiellement au 
centre du pays, est-ce que cela ne risque pas de se faire 
aux dépens des régions périphériques du pays? 


Mais tout ceci est effectivement pure hypothese. Je 
tenais simplement a vous faire remarquer que Vaccord sur 
le libre-échange peut tout aussi valablement donner lieu a 
une vision pessimiste des choses qu’a une vision optimiste 
qui semble étre la v6tre d’aprés ce que vous avez dit a M. 
Dorin. 


M. Crow: Ce que vous dites méme si c’est intéressant 
est purement hypothétique. 


M. Langdon: II s’agit effectivement d’une hypothése, 
monsieur Crow. 


M. Cassidy: Je vais tenter, monsieur le président, de 
poser des questions directes, et ma premiere question se 
rattache directement a celle posée par mon collégue M. 
Langdon. Nous vous avions déja posé la question au 
moment de votre nomination et je vous la pose a nouveau 
maintenant que vous occupez votre poste depuis déja un 
an. Que feriez-vous si le ministre des Finances ou le 
gouvernement vous adressait une directive sur la fagon 
dont vous menez la politique monétaire? 


M. Crow: Je présenterais ma démission comme 
Vauraient d’ailleurs fait mes prédécesseurs. 


M. Cassidy: Donc méme si vous prétendez qu’en 
derniére analyse c’est le gouvernement qui est responsable 
de la politique monétaire du pays, vous étes néanmoins 
décidé a tout faire pour empécher le gouvernement de 
remplir ses responsabilités. ; 


-M. Crow: C’est tout a fait faux, monsieur Cassidy. Je 
présenterais ma démission afin que le gouvernement 
puisse me remplacer par une personne qui serait 
entigrement d’accord avec lui sur la fagon de mener la 
politique monétaire. 


La banque centrale dispose d’une certaine 
indépendance. Méme si aux termes de la Loi sur la 
Banque du Canada, c’est le gouvernement et le Parlement 
qui sont en dernier ressort responsables de la politique 
monétaire du Canada, la banque centrale et son 
gouverneur en particulier sont chargés d’€laborer et de 
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Canada, the governor in particular, is responsible for the 
formulation and conduct of monetary policy. I think the 
question you are getting at is: why should there be any 
independence at all, even that measure that exists before a 
directive? 


I think one has to go back to questions of the 
relationship between the kinds of policies pursued. It is 
not uncommon to central banks to have that measure of 
independence, and many people believe it is valuable. It 
does not detract from the ultimate power of the 
government. There are provisions for regular 
consultations between the government and the Minister to 
discuss monetary policy. It does not talk about discussing 
fiscal policy in relation to general economic policy; it 
talks about discussing monetary policy in relation to 
general economic policy, and that is what we do. 
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The bank has to have a kind of a separation in terms of 
decisions between the power to spend money and to tax 
and to run deficits, if you wish, and the power to create 
money, which is monetary policy. That separation line 
exists, and experience has shown it to be a valuable 
separation line. 


Mr. Cassidy: I think that the consequence that arises 
from that, though, is that it becomes next to impossible 
for a government elected to office to enunciate and put 
into force a monetary policy at odds with the views of the 
Current governor of the Bank of Canada. The cost of the 
governor phoning his fellow governors and telling them 
he is leaving because he does not trust these guys and 
Cannot accept their directive is an extremely high one. It 
is not impossible but it is an extremely high cost, which 
that position you have taken suggests. The position you 
take is vastly different from that of every deputy minister. 
Deputy ministers will occasionally resign if they feel that 
the proposals by a government or a Minister are flagrantly 
unwise Or unjust. But they nonetheless have a 
responsibility, which they fulfill, to discern from the 
zovernment of the day its wishes and to seek to carry 
‘hose out. 


Between that position, which would be unnecessarily 
Onstraining On the governor and the bank, and your 
Osition, there is a wide area where it seems you rule out 
iny possibility for a government to enunciate and then to 
but into force its rules of monetary policy. 


Mr. Crow: I do not see that quite the same way, Mr. 
vassidy. I think it is unfortunate that you speak of trust as 
fa governor would not trust a Minister. I think that is 
uite inappropriate language. The situation is one where 
1ere is a Clear-cut difference, a fundamental difference of 
iew, about how policy should be conducted. That is not a 
uestion of trust; that is a question of opinion. 
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mener la politique monétaire. En fait vous mettez en 
cause la mesure d’indépendance dont  bénéficient 
actuellement la Banque du Canada et son gouverneur. 


Je pense que cela met en cause les rapports entre les 
diverses politiques Pratiquées. La plupart des banques 
centrales d’ailleurs disposent d’une certaine 
indépendance, indépendance qui peut présenter certains 
avantages et qui ne retirent d’ailleurs rien au pouvoir du 
gouvernement. Des consultations périodiques sont en effet 
prévues entre le gouverneur de la banque et le ministre 
pour discuter de la politique monétaire. II ne s’agit pas de 
traiter de la politique financiére en rapport avec la 
politique économique générale, mais de la politique 
monétaire, et c’est cela que nous faisons. 


La banque est obligée de distinguer entre le pouvoir de 
dépenser, d’imposer et d’accumuler des déficits, si vous 
voulez, et celui de créer de la monnaie, ce dernier 
élément constituant la politique monétaire. Cette 
distinction existe et l’expérience prouve qu’il est bon de la 
faire. 


M. Cassidy: La conséquence qui en découle, cependant, 
est qu’il est pratiquement impossible 4 un gouvernement 
mandaté par le peuple d’énoncer et d’appliquer une 
politique monétaire qui soit contraire aux vues du 
gouverneur de la Banque du Canada en place. Le cout qui 
résulte d’un appel téléphonique du gouverneur 4a ses 
homologues étrangers leur disant qu’il s’en va parce qu’il 
ne peut pas faire confiance 4 son gouvernement et refuse 
de se plier a ses directives est extrémement élevé. Ce n’est 
pas impossible, mais le cout en est extreémement élevé, vu 
la position -que vous avez prise. Elle  différe 
considérablement de celle de tous les sous-ministres. II 
arrive que ceux-ci démissionnent si_ les projets du 
gouvernement ou d’un ministre leur paraissent carrément 
déraisonnables ou injustes. Mais ils ont néanmoins 
l’obligation, et ils s’en acquittent, de déterminer les voeux 
du gouvernement du moment et de chercher a les 
satisfaire. 


Entre cette position, qui serait inutilement 
contraignante pour le gouverneur et la Banque, et la 
votre, il existe une trés grande marge car vous semblez 
exclure toute possibilité pour le gouvernement d’énoncer 
et de suivre une politique monétaire qui lui soit propre. 


M. Crow: Je ne vois pas les choses tout A fait de cette 
fagon, monsieur Cassidy. Je trouve regrettable que vous 
parliez de confiance, comme si un gouverneur pourrait ne 
pas faire confiance 4 un ministre. Je trouve le terme tout 
a fait inapproprié. Vous parlez plutét d’une situation ov il 
y aurait une divergence d’opinion trés claire, une 
Opposition de vue fondamentale, sur la politique 4 suivre. 
Ce n’est pas une question de confiance, c’est une affaire 
d’opinion. 
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I dare say I can speak for all my predecessors and the 
present Minister when I tell you that the consultations 
between the governor and the Minister are very 
constructive and substantive. If a Minister of Finance 
wanted to pursue a monetary policy that was seriously at 
variance with mine, I think one can assume that the 
Minister would have thought rather carefully about it. If 
he has come to the conclusion that his is a much better 
policy to adopt, he will no doubt have talked about it with 
a number of other people and thought it through. And if 
he has managed to convince himself that this is really a 
superior policy, it is not clear that he would have a great 
deal of trouble in convincing other people that his policy 
is indeed superior to that which the governor has been 
advocating. He should get a lot of support for that policy, 
I would say. 


Mr. Cassidy: Mr. Chairman, I would like to pursue this 
but the time is short. I can still see some real problems 
there. It is probably in the nature of consultations. If 
consultations are designed to arrive at a certain sharing of 
points of view such that the outcome is not what either 
participant began by thinking when he went in, if there is 
a mutual influencing that takes place, then I think there 
may be some validity in what you say, Mr. Crow. If, on 
the other hand, consultations are essentially to say, well, 
all of the knowledge is on one side and therefore basically 
we are going to hold to our view of monetary policy, 
regardless of the expertise or the judgments of the 
consequences in terms of the mix that we may get from 
the other side, now what kind of consultations do you 
hold to? 


ill eof) 


The Vice-Chairman: Mr. Cassidy, again, I sense that we 
are going into a kind of hypothetical situation that 
perhaps is not fair to the committee, as we are trying to 
meet a deadline. 


Mr. Cassidy: Then, question one: what, in the bank’s 
views, are any changes in the economic prospects for the 
Canadian economy in 1988, with a specific reference to 
the possible impact of the crash last October and how that 
may affect investment, trade, economic growth, 
employment, inflation, etc.? 


Mr. Crow: I am not sure you left anything out there, 
Mr. Cassidy. You did not leave out inflation, did you? No. 


Monetary policy and the crash: I will start there. 
Monetary policy did not change with the crash, but 
certain of the major aspects of the economy may have 
changed. That is the way I would put it. The effect of the 
slide in stock market prices is well known. It is a 
reduction in net worth. People feel less well off if they are 
holding stocks, or institutions do. The cost of capital rises 
insofar as it becomes more expensive to raise money in 
the stock market. Now, there are alternatives to the stock 
market but certainly the stock market is not so attractive. 
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Je crois pouvoir parler au nom de tous mes 
prédécesseurs et du ministre actuel en disant que les 
consultations entre le gouverneur et le ministre sont trés 
constructives et complétes. Si un ministre des Finances 
voulait appliquer une politique monétaire qui différerait 
fortement de la mienne, je ne pourrais que supposer que 
le ministre y a soigneusement réfléchi. S’il est parvenu a 
la conclusion que sa politique est meilleure que la 
mienne, il en aura sans aucun doute parlé avec toutes 
sortes d’autres personnes et y aura réfléchi soigneusement. 
S’il a acquis la conviction que sa politique est réellement 
meilleure, je suppose qu'il n’aura pas grand mal a en 
convaincre d’autres et je pense qu’il bénéficiera dans ce 
cas d’un large appul. 


M. Cassidy: Monsieur le président, j’aimerais 
m’attarder encore un peu la-dessus, mais le temps me 
manque. Je continue néanmoins a voir d’importants 
problémes dans tout cela. Ils tiennent sans doute a la 
nature des consultations. Si les consultations sont de 
nature a dégager des compromis, c’est-a-dire que chaque 
participant céde un peu de terrain a l’autre, s’il s’y exerce 
une influence mutuelle, alors ce que vous dites, monsieur 
Crow, n’est pas sans quelque validité. Si, par contre, la 
consultation consiste essentiellement a dire: c’est nous qui 
possédons les données véritables et nous allons nous en 
tenir a notre vision de la politique monétaire, quels que 
soient les jugements portés par l'autre partie sur les 
conséquences qui peuvent en résulter, quelle sorte de 
consultation est-ce la? 


Le vice-président: Monsieur Cassidy, encore une fois, je 
pense que vous abordez la une situation hypothétique et, 
vu le manque de temps, il vaudrait peut-€tre mieux poser 
des questions plus précises. 


M. Cassidy: Dans ce cas, ma premiére question est la 
suivante: de l’avis de la Banque, prévoyez-vous une 
modification de la conjoncture économique en 1988, a la 
suite particuliérement du krach boursier d’octobre 
dernier et des répercussions qu’il pourrait avoir sur 
Vinvestissement, les échanges, la croissance Economique, 
Vemploi, Vinflation, etc.? 


M. Crow: Je crois que vous n’avez rien omis, monsieur 
Cassidy. Vous n’avez pas oublié de mentionner |’inflation, 
n’est-ce pas? Non. 


La politique monétaire et le krach: commengons paf 
la. La politique monétaire n’a pas changé depuis le krach 
mais certains des principaux éléments de 1|’économie 
peuvent en avoir subi des répercussions. Voila ce que Je 
puis dire. Les effets de l’effondrement boursier sont bien 
connus. Il y a la chute de valeurs du patrimoine net des 
actionnaires et des entreprises qui détiennent des actions. 
Le cout du capital augmente dans la mesure ou il devient 
plus cotteux d’aller chercher des capitaux a la bourse. Il y 
a évidemment des solutions de rechange pour financer les 
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Interest rates came down Sharply in the period 
immediately after the stock market slide. They are still 
lower than they were right before the stock market Slide. 
To date, there has been little obvious impact, I would say, 
at least in terms of the numbers that have come Out, to 
show a major slowing of demand in the Canadian 
economy. Perhaps the Canadian economy had more 
momentum than people thought at the time. We certainly 
thought it had a lot of momentum. 


That being said, I think there were certain cyclical 
forces at work in the Canadian economy and the North 
American economy that would bring about a slower 
expansion of demand in 1988 than in 1987, whether it is 
ascribable to the stock market itself or to the working out 
of economic forces. 


So I think, on balance, we will see a slower expansion 
of demand in 1988 than in 1987, which, as you are aware, 
was very fast. The expansion of demand in 1988 will be at 
levels which are more sustainable, more durable over the 
longer run. 


Mr. Cassidy: Last spring in Basel you presumably took 
part in one of the meetings of the Bank for International 
Settlement. I believe you sit on the board in some way. 


Mr. Crow: The Bank of Canada has shares in the BIS 
and I attend the meetings. I am not on the board as such, 
but I attend the meetings, yes. 


Mr. Cassidy: The bank, in its annual report published 
during 1987, indicated that for the best interest of the 
industrialized world economy fiscal policy in trade 
surplus countries would need to be geared to supporting 
demand, while the United States should cool it because of 
the deficit and that kind of thing. Now, in your view, does 
that apply to Canada as well? After all, we are a trade 
surplus country. Therefore, would you be offering some 
advice, as you may have done through your voice in the 
BIS, suggesting that fiscal policy in this country was 
unnecessarily tight and should be loosened in order to try 
to prevent the world economy from plunging into 
renewed recession? 


Mr. Crow: I cannot say that I actually remember that 
sentence from the BIS report and I did not see the BIS 
‘eport before it was published. As I said, I am not on the 
doard of the BIS. 


We do have a trade surplus. We do not have a current 
tccount surplus. I think when they are saying trade 
urplus, they probably mean current account surplus. We 
lave a Current account deficit. A short answer to your 
\uestion is that I would not recommend that we use fiscal 
\olicy as a demand-boosting mechanism, from the point 
if view of the world economy, at this point in Canada. 


[Traduction] 


entreprises, mais la bourse est en tout cas devenue une 
Option moins intéressante. 


Les taux d’intérét ont chuté brutalement juste aprés 
l’effondrement boursier. Il reste encore inférieur 3 ce 
qu’ils étaient juste avant le krach. Jusqu’a présent, celui-ci 
n’a encore eu guére d’effet sur les principaux indicateurs, 
qui ne révélent pas de ralentissement sensible de la 
demande dans l’économie canadienne. Peut-étre celle-ci 
possédait-elle davantage d’élan qu’on ne le pensait a 
’époque mais, pour notre part, nous lui trouvions 
beaucoup de dynamisme. 


Cela étant dit, je pense qu’un certain nombre de forces 
cycliques étaient a l’oeuvre dans l’économie canadienne et 
nord-américaine qui poussaient dans le sens d’un 
ralentissement de la croissance de la demande en 1988 par 
rapport a 1987, que ces forces soient attribuables A la 
bourse elle-méme ou a d’autres tendances économiques. 


Je pense donc, tout bien pesé, que nous connaitrons 
une croissance plus lente en 1988 qu’en 1987, année ou, 
comme vous le savez, elle était trés forte. L’accroissement 
de la demande en 1988 se situera a des niveaux qui 
pourront étre plus facilement soutenus a4 long terme. 


M. Cassidy: Vous avez sans doute participé a l’une des 
réunions du printemps, 4 Bahl, de la Banque des 
réglements internationaux. Je crois méme que vous siégiez 
a son conseil d’administration. 


M. Crow: La Banque du Canada posséde des actions de 
la BRI et j’assiste aux réunions de son conseil. Je n’en suis 
pas membre mais j’y assiste, oui. 


M. Cassidy: La Banque, dans son rapport annuel, 
publié en 1987, indiquait que, dans l’intérét de 
l'économie du monde industrialisé, les pays possédant une 
balance commerciale excédentaire devraient pratiquer 
une politique financiére propre a stimuler la demande, 
alors que les Etats-Unis devraient chercher 4a la tempérer 
en raison de son déficit commercial. A votre avis, cela 
s’applique-t-il également au Canada? Aprés tout, nous 
sommes un pays a balance commerciale excédentaire. Est- 
ce que vous étes donc d’avis, ainsi que vous nous l’avez 
peut-étre indiqué par votre voix au sein de la BRI, que la 
politique financiére est inutilement restrictive et devrait 
€tre assouplie afin d’éviter que l’économie mondiale ne 
replonge dans la récession? 


M. Crow: Je ne peux pas dire que je me souviens de 
cette phrase du rapport de la banque et je n’en ai pas eu 
connaissance avant qu’il soit publié. Ainsi que je Vai dit, 
je ne suis pas membre du conseil de la BRI. 


Nous avons un excédent commercial mais nous 
n’avons pas d’excédent de notre balance des paiements. 
Lorsqu’ils parlent d’excédents de la balance commerciale, 
il faut probablement entendre celle des paiements. La 
notre est déficitaire. Pour vous répondre de maniére 
concise, je ne recommandrai pas d’utiliser la politique 
financiére comme moyen de gonfler la demande au 
Canada dans |’intérét de l'économie mondiale. 
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Mrs. Collins: I would like to get some things clear in 
my mind in terms of our policy. As I understand it the 
policy of the Bank of Canada is that the priority is price 
stability and therefore low inflation. That is a number one 
priority. 


Mr. Crow: That is truncating it a bit. You start from 
this question: how can monetary policy best serve the 
economy? Will it serve the economy well by promoting 
inflation? The answer is no. Will it serve the economy 
better by promoting price stability? The answer is yes. 
From that process you come to the conclusion that 
monetary policy indeed should aim at price stability. 


Mrs. Collins: That becomes the number one priority. 
You talk in your paper about the predictability of interest 
rates, and obviously that is important. However, when you 
have to choose between the two, you go on the side of 
maintaining low rates of inflation. Is that usually what 
happens? 


Mr. Crow: In a way. I would not want to let other 
policies off the hook here. I think other policies have a 
responsiblity and, as Mr. Cassidy was saying in another 
context, one can have better or worse mixes of policy, but 
that is another question. 


Monetary policy does have a responsibility for the 
value of the nation’s money and money that people can 
trust. I come back to the question of interest rates. If we 
can generate the trust and expectations that money will 
maintain its value, you will find interest rates will come 
down. I see the link to interest rates through monetary 
policy. 


Mrs. Collins: My assumption has been that our interest 
rates are generally higher than the US. interest rates so 
that we can attract foreign investment. It also means we 
attract foreign indebtedness as well. Is that a conscious 
policy? How does it sort of tie in with the two basic 
parameters? If U.S. interest rates were to go to a level that 
we did not think really served our needs, what would we 
do? 


Mr. Crow: I think you have to look at what is driving 
U.S. interest rates. For example, in the past U.S. interest 
rates have been driven up by rapid increases in fiscal 
deficits, demands on savings in the U.S. economy and in 
the world economy. The U‘S. is by far the largest capital 
market, and that will drive up real rates of interest around 
the world: short rates, long rates, medium rates. 
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It would be very difficult for Canada to avoid that 
impact of real rates of interest. If the U.S. interest rates 
are rising because the U.S. has developed a severe bout of 
inflation, for example, and therefore people are running 
for cover in terms of the rates at which they want to lend 
money because they do not want to lose their shirts in a 
situation where they see the price level rising rapidly, the 
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Mme Collins: J’aimerais préciser un certain nombre de 
choses concernant notre politique. Si je comprends bien, 
la politique de la Banque du Canada consiste a donner la 
priorité a la stabilité des prix, et donc a la lutte contre 
Vinflation. Voila notre premieére priorité. 


M. Crow: C’est un peu trop schématique. Il faut partir 
de la question suivante: Quelle politique monétaire sert le 
mieux les intéréts de notre économie? Est-ce bon pour 
V’économie de promouvoir linflation? La réponse est 
non. Est-ce meilleur pour l’€conomie de promouvoir la 
stabilité des prix? La réponse est oui. A partir de la, on en 
vient a la conclusion que la politique monétaire doit 
effectivement viser la stabilité des prix. 


Mme Collins: Cela devient donc notre priorité. Vous 
dites dans votre document que les taux d’intérét doivent 
étre prévisibles et c’est manifestement une chose 
importante. Cependant, s’il faut choisir entre les deux, 
vous privilégiez la lutte contre l’inflation. Est-ce la votre 
position? 


M. Crow: D’une certaine fagon. I! ne faut certainement 
pas négliger non plus les autres politiques. Je pense que 
les autres politiques ont un role a jouer et, ainsi que M. 
Cassidy le disait dans un autre contexte, la combinaison 
des politiques suivies peut étre plus ou moins bonne, mais 
cela est une autre question. 


La politique monétaire influe sur le cours de la 
monnaie nationale et la confiance qu’on lui porte. J’en 
reviens a la question des taux d’intérét. Si l’on crée la 
confiance et persuade le public que notre monnaie 
conservera sa valeur, les taux d’intérét diminueront 
automatiquement. C’est par le biais de la politique 
moneétaire qu’il y a un lien avec les taux d’intérét. 


Mme Collins: Je pensais que nos taux d’intérét étaient 
généralement supérieurs a ceux des Etats-Unis dans le but 
d’attirer les investissements étrangers. Cela _ signifie 
également que nous attirons les dettes étrangeres. Est-ce 
une décision consciente? Comment la rattacher aux deux 
parametres fondamentaux? Si les taux d’intérét américains 
grimpaient 4 un niveau qui ne réponde pas vraiment a 
nos propres conditions, que ferions-nous? 


M. Crow: Il faudrait regarder ce qui pousse les taux 
d’intérét américains a la hausse. Par exemple par le passé, 
ce sont les déficits budgétaires qui les ont fait grimper, la 
ponction opérée dans l’épargne américaine et mondiale. 
Les Etats-Unis sont de loin le plus gros marché financier 
et cela suffit a faire grimper les taux d’intérét partout dans 
le monde, qu’il s’agisse de crédits 4 court, moyen ou long 
terme. 


Il sera trés difficile pour le Canada d’éviter cet impact 
des taux d’intérét réels. Si les taux américains grimpaient 
en raison d’une forte poussée inflationniste, par exemple, 
amenant les préteurs a exiger des taux plus éievés parce 
qu’ils ne voudraient pas perdre leur chemise en cas de 
flambée des prix, la réaction au Canada dépendrait de nos 
perspectives d’échapper 4a cette poussée inflationniste. La 


21-1-1988 Finances et affaires économiques 132.2938 


[Texte] 


extent to which there would be any reaction in Canada 
would depend upon what confidence people had that we 
would not share that bout of inflation. The answer then to 
the question is that we would try to see that we brought 
about a better performance of interest rates in Canada 
than the U.S. was unfortunate to be subject to. 


It does require ‘confidence in inflation performance to 
do that, because financial markets depend upon 
expectations. They link expectations to the real world, I 
would say, in terms of production and employment. 


Mrs. Collins: So if circumstances in the U-S. economy 
were quite a bit different or factors were affecting them 


that were not affecting our economy, there are 
circumstances in which our interest rates could be 
lowered. 


Mr. Crow: Yes. 


Mrs. Collins: What would be the impact if we took a 
determined policy to have them low? Some people argue 
that we should go that way because that would potentially 
increase economic performance and in the long term 
could decrease our foreign indebtedness, if we see that as 
a problem down the line. What do you see as being the 
implications of such a policy? 


Mr. Crow: The credibility with which the policy was 
viewed would depend upon the circumstances. If it was 
thought this meant that one was determined to generate 
high inflation, for example, or that was an unfortunate 
but inevitable consequence of such a policy, then one 
would of course see people run for cover. In the process 
they would tend to bid up interest rates rather than keep 
them down. There would be a continual fight between the 
desire on the part of authorities to keep interest rates 
down and the problems in the market of maintaining 
credibility in the course of financial policy. So it would 
be very difficult. 


Mrs. Collins: Is there a factor in all of this that is not 
necessarily objective but is sort of what you are talking 
about: credibility, how people perceive your ability to 
manage things? 


Mr. Crow: It is very important. In fact, the paper you 
lave in front of you that we circulated earlier... Because 
of the importance, we decided we would present a little 
vase study of that, the experience the Bank of Canada 
aced in the middle of 1984, which is spelled out in some 
letail in the annual report for that year that was 
tublished at the beginning of 1985. It is a very good 
llustration of the very real problems you have in trying 
> manage financial conditions in a world that sometimes 
ets jittery and uncertain and to supply the kind of 
Ssurance to that world, in a measured way, that enables 
Ou to come out in a reasonable place in terms of 
nancial conditions. 


Mrs. Collins: So that could lead, I guess, to a 
Insideration that dramatic changes of policy or even less- 
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réponse a votre question est que nous chercherons donc a 
conserver des taux d’intérét au Canada qui soient 
inférieurs a ceux dont souffriraient les Etats-Unis. 


Cela suppose que les agents €conomiques aient 
confiance en notre capacité future 4 modérer inflation, 
car les marchés financiers anticipent toujours. Leur 
anticipation influence ainsi le monde réel, sur le plan de 
la production et de l’emploi. 


Mme Collins: Si donc le comportement de l’économie 
américaine différait sensiblement du notre, si des facteurs 
y sont a l’oeuvre qui n’existent pas chez nous, On pourrait 
envisager que nos taux d’intérét soient inférieurs aux 
leurs. 


M. Crow: Oui. 


Mme Collins: Que résulterait-il d’une politique 
volontariste de réduction du taux d’intérét? Certains 
arguent que nous devrions emprunter cette voie car la 
performance de notre économie y gagnerait et que nous 
pourrions a long terme réduire notre endettement 
vis-a-vis de l’étranger, si celui-ci risque de devenir un 
probleme a l’avenir. Quelles seraient les répercussions 
d'une telle politique? 


M. Crow: La crédibilité de cette politique dépendrait 
des circonstances. Si les acteurs économiques pensaient 
que nous voulons laisser filer l’inflation, par exemple, ou 
que celle-ci serait une conséquence regrettable mais 
inévitable d’une telle politique, tout le monde courait se 
mettre a l’abri et l’on verrait les taux d’intérét grimper 
plutot que de diminuer. Il y aurait contradiction 
permanente entre, d’une part la volonté des autorités de 
maintenir les taux d’intérét 4 un bas niveau et obligation 
de garder crédible, sur le marché financier notre politique 
financiére. Ce serait extrémement difficile. 


Mme Collins: N’est-il pas dans tout ceci un facteur qui 
n’est pas vraiment objectif mais reléve plutot de ce dont 
vous parlez, la crédibilité, la maniére dont les gens 
pergoivent votre capacité a gérer l’économie? 


M. Crow: C’est trés important. D’ailleurs le document 
que nous avons distribué. . . Etant donné l’importance de 
cette question, nous avons décidé de faire une petite étude 
de cas la-dessus, sur l’expérience que la Banque du 
Canada a faite au milieu de l’année 1984, et qui est décrite 
de fagon assez détaillée dans le rapport annuel de cette 
année, qui fut publié au début de 1985. C’est une trés 
bonne illustration de la difficulté a gérer la situation 
financiére dans un monde qui connait des accés de 
frayeur, 4 donner de facon modérée les assurances 
nécessaires qui permettent de s’en sortir de fagon 
raisonnable sur le plan financier. 


Mme Collins: Cela signifie donc que des changements 
de cap plutot ou moins marqués de la politique peuvent 
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dramatic changes of policy might have impacts greater 
than they really should have because they would perhaps 
signal a sense of jitters. 


Mr. Crow: One has to prepare the ground for changes 
in policy. Financial markets do not like surprises, and 
one has to be careful to explain the policy and its 
implications in a way that seems credible to financial 
markets. Otherwise, one can get a surprise oneself. I think 
I am agreeing with you, but just saying it in a different 
way. 


Al) 


Mrs. Collins: I was at a meeting on international 
economic issues over Christmas of parliamentarians from 
around the Pacific Rim. Certainly one of the issues that 
came out at that meeting was the need for some changes 
in some of the major countries. I mean, with Japan it is 
more of a protectionist issue, but with respect to West 
Germany, their sort of slavish dedication to maintaining 
low rates of inflation is one of the factors in creating some 
of the economic disparities around the world. 


I wonder, first of all, if you might agree, or whether 
you can say anything about that, and secondly, what kinds 
of mechanisms there are through your level to have some 
impact on those kinds of policies in other countries. 


Mr. Crow: Well, “slavish” is a strong word, Mrs. 
Collins. 


Mrs. Collins: [Inaudible—Editor]| 


Mr. Crow: I do not; just to make that point. I do not 
think the problems Germany may be facing are ones of 
too much regard for price stability. There may be some 
structural concerns in Germany that need attending. I 
think Europe in general has been grateful to Germany for 
providing an anchor of stability in a world where some 
centres are not as wedded to the ideas that perhaps the 
Germans are. The Germans have produced a very 
prosperous economy over the years. 


Mrs. Collins: So you disagree with it, basically. 
Mr. Crow: Basically, yes—not slavishly but basically. 


Mrs. Collins: Yes, basically. And the other issue, in 
terms of the whole problem of the Third World loans, I 
know there is a lot of attention being paid to that, and I 
guess from what I have heard there is a sense that it has to 
be cleaned up, because the longer it goes on, it really is 
having an adverse impact on everyone’s ability to produce 
and sell and develop the potential of some of those 
markets. 


Now, the zero coupon bond proposal for Mexico, | 
understand, has been interesting. I do not know how well 
it has been accepted. Again, I just wondered what other 
approaches you may have considered through the Bank cf 
Canada, or through the international organizations you 


Finance and Economic Affairs 


21-1-1988 


[Translation] 


entrainer des bouleversements disproportionnés parce 
qu’ils seraient interprétés comme des signaux de peur. 


M. Crow: Il faut soigneusement préparer le terrain 
avant de changer la politique. Le marché financier n’aime 
pas les surprises et il faut bien veiller a exprimer la 
politique et ses implications, d’une maniére qui paraisse 
crédible aux marchés financiers. Autrement, on risque 
d’avoir une surprise soi-méme. Je pense que nous sommes 
d’accord, mais nous exprimons les choses de fagons 
différentes. 


Mme Collins: J’ai assisté pendant la période de Noél a 
une conférence de parlemeéntaires des pays du Pacifique 
sur les problémes économiques internationaux. L’une des 
choses qui en est ressortie est que certains des grands pays 
doivent opérer des changements. Dans le cas du Japon, le 
probléme est surtout le protectionnisme mais dans le cas 
de l’Allemagne de louest, son adhésion servile au 
maintien d’un faible taux d’inflation est l'un des facteurs 
qui engendre des disparités économiques dans le monde. 


J’aimerais savoir tout d’abord si vous étes d’accord et si 
vous pouvez nous parler de cela et, deuxiémement, quel 
sorte de mécanisme il existe a votre niveau pour peser sur 
la politique économique des pays etrangers. 


M. Crow: Eh bien, le «servile» est un peu fort, madame 
Collins. 


Mme Collins: [Inaudible—Editeur] 


M. Crow: Non, je veux simplement faire ressortir cela. 
Je ne pense pas que les problemes que |’Allemagne peut 
connaitre soient dus a un attachement excessif a la 
stabilité des prix. Il peut y avoir des problémes structurels 
en Allemagne auxquels il faut chercher une solution. Je 
pense que l’Europe, en général, est reconnaissante a 
l’Allemagne d’étre un havre de stabilite dans un monde 
qui n’a pas toujours la prudence des Allemands. Or, ceux 
ci bénéficient d’une économie extrémement prospere 
depuis longtemps. 


Mme Collins: Vous étes donc fondamentalement en 
désaccord avec cette these? 


M. Crow: Fondamentalement, oui... Pas servilement 


mais fondamentalement. 


Mme Coilins: Oui, fondamentalement. L/’autre 
probléme c’est toute cette question de la dette du Tiers 
monde. Je sais que |’on en parle beaucoup et, d’apres ce 
que j’ai entendu, tout le monde reconnait qu'il faut 
trouver une solution, car plus on laisse trainer cette 
situation et plus elle nuit a la possibilité de tout le monde 
d’accroitre sa production, de trouver des débouchés et 
d’exploiter certains de ces marchés. 


La solution que l’on vient de trouver pour le Mexiqué 
est ingénieuse, mais je ne sais pas trop quel accueil elle a 
regu. Encore une fois, je me demande quelles autres 
options vous, 4 la Banque du Canada ou dans les 
Organisations internationales auxquelles vous participez, 
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are involved in, and again, how important you see that 
and what Canada should be doing to assist in resolving 
that issue. 


Mr. Crow: Well, we are always actively discussing the 
particular and the general in this regard, discussing the 
Mexican zero coupon bond proposal, for example, 
discussing more broadly at other forums the debt 
situation. 


I recognize that there is a desire, a desire which 
naturally I share myself, for some kind of definitive 
sOlution to this problem that is hanging over so many 
aspects of the function of the world economy. I think the 
issue, when you come to thinking of real definitive 
solutions, is deciding how the costs are going to be sorted 
Jut, and that is not an easy question. 


The lenders are in different positions economically. 
The borrowing countries have different economic 
erformances and _ different prospects. One talks 
ometimes about general forgiveness. Well, who pays for 
eneral forgiveness is a very interesting question, and of 
Ourse there is a moral hazard involved there, insofar as 
ome countries have tried harder than others to work out 
f their problem. 


The approach we have is a Co-Operative approach. It is 
ase by case, and because of that, it looks messy. But it is 
ase by case within the framework of adjustment, of 
ttention to growth, attention to improving economic 
tructure. 


Additional funds have been supplied to the 
aternational bank for reconstruction and development— 
ne World Bank, that is—and to its soft-loan affiliate to 
rovide more capital in a focused way to debtor countries. 


eels 


Banks have taken additional provisions, which have 
‘fected their performance. There have been a number of 
lings that have happened to ease the situation, and I 
link we are making slow progress in managing it, but it 
a very long and difficult process, and we can all agree, I 
link, that we would rather be somewhere else than in 
i¢ middle of this situation. Unfortunately, that is where 
€ are, and we try to find the most intelligent routes 
Orking at the various aspects of what is a many-sided 
‘oblem to manage it and to improve it. I really do not 
€ a big-bang solution—put it that way—very clearly. 


Mrs. Collins: There may be something between that. . . 
‘cause I think a lot of people feel it is going too slowly, 
uich I guess leads me to my final comment. This again 
me out of this meeting. 


Mr. Ghazali, as the former foreign minister of 
alaysia, has been putting forward for a number of years 
+ contention that the Bretton Woods Agreement and the 
‘ancial institutions set up at that time are no longer 
“quate to deal with the current world economy and the 
‘mendous changes that have taken place, and the World 


[Traduction] 


avez envisagées, quelle est l’importance de ce probléme a 
vos yeux et ce que le Canada pourrait faire pour 
contribuer a sa solution. 


M. Crow: Eh bien, nous discutons activement du 
particulier et du général A cet égard, du mécanisme des 
obligations sans intérét Proposé par le Mexique et du 


probleme général de la dette du Tiers monde dans divers 
forums. 


Je reconnais que !’on souhaite, et je partage ce désir, de 
trouver une solution définitive 4 ce probleme qui affecte 
tellement d’aspects de l’économie mondiale. La véritable 
difficulté, si l’on y réfléchit, c’est de décider comment 
répartir le coat de la solution, et ce n’est pas facile. 


Les pays créanciers se trouvent dans des situations 
économiques différentes. Les pays débiteurs eux aussi ont 
des résultats et des perspectives économiques différents. 
On parle parfois d’effacer entiérement l’ardoise. Mais qui 
va payer cette ardoise? C’est une question trés intéressante 
et il y a la également un risque moral en ce sens que 
certains pays se sont efforcés davantage que d’autres de 
sortir du trou. 


L’approche suivit jusqu’a présent est de nature 
coopérative. On tranche au cas par cas et, de ce fait, la 
solution ne parait pas trés nette. On avance pas a pas en 
tentant d’opérer des ajustements, de ne pas casser la 
croissance, d’améliorer la structure économique. 


Des crédits supplémentaires ont été mis a la disposition 
de la Banque internationale pour la reconstruction et le 
développement—la Banque mondiale, si vous voulez— 
dans le but d’offrir davantage de Capitaux ponctuels aux 
pays débiteurs. 


Les banques ont fait davantage de provisions pour 
pertes qui ont affecté leur bilan. Toutes sortes de mesures 
Ont €té prises pour améliorer la situation et je pense que 
nous commengons a voir un peu de lumiére au bout du 
tunnel, mais c’est un processus long et difficile. Tout le 
monde, en tout cas, reconnait qu’il faut tacher d’en sortir. 
Malheureusement, nous sommes plongés dans cette 
situation et nous essayons de trouver les fagons les plus 
intelligentes de régler ce probléme qui comporte maintes 
facettes. Je ne vois pas de solution miracle, disons les 
choses ainsi. 


Mme Collins: Il y a peut-étre quelque chose entre les 
deux. . . Je pense que beaucoup de gens trouvent que l’on 
ne fait pas assez et cela m’améne 4 ma derniére question 
qui, elle aussi, m’a été inspirée par cette conférence. 


M. Ghazali, l’ancien premier ministre de Malaisie, 
argue depuis plusieurs années que les accords de Bretton 
Woods et les institutions financiéres mises sur pied a 
l’époque ne sont plus adaptées 4 l'économie mondiale 
actuelle, du fait des changements énormes qui sont 
intervenus depuis, et que la Banque mondiale, le FMI et 
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Bank and the IMF and G-7 do not provide those 
mechanisms. 


His proposal is that we should get the best economic 
brains in the world together in a room. We have to think 
up some other ways we probably have not even thought of 
now to start to address these problems, or we may be in a 
situation that is going to be disastrous to us all in the long 
term. 


Now, I do not expect you to agree to that, being on the 
boards of some of these institutions, but there is that sort 
of other body of thinking out there by, I think, some very 
credible people as well from not the developed countries 
but from some of the developing countries. 


Mr. Crow: It is certainly the case that these countries 
have a strong appetite for foreign capital. There are 
questions of the kinds of capital. They want loans, they 
want direct investment. Do they encourage the kinds of 
situations in which direct investment would be 
forthcoming? Often, unhappily, they do not. They want 
more concessionary than they want non-concessionary 
flows, and then there is the question of to what extent 
taxpayers want to provide that, within the budget calculus. 
You certainly cannot fault them for saying they want 
more. 


The Vice-Chairman: Members of the committee, on 
your behalf I would like to thank the witness, Governor 
Crow, for sharing with us the morning, with your 
colleagues. It has certainly been a most constructive and 
useful session. It has been implied, if not directly 
suggested, by member Cassidy that maybe we should have 
it more often. I am sure when our chairman comes back 
he will wish he had shared it with us. Thank you very 
much. 


Our next meeting, members of the committee, will be 
on Monday at 8 p.m. We will discuss the White Paper on 
Tax Reform, Stage II, that is the sales tax issue. I hope that 
you can all be with us. 


Under those conditions, the meeting is adjourned. 
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le Groupe des 
nécessaires. 


sept ne font pas les changements 


Son idée est qu’il faudrait rassembler les meilleurs 
économistes du monde dans une piéce. Il faut trouver des 
solutions entiérement neuves, que personne sans doute 
n’a méme jamais encore envisagées, pour résoudre ces 
problémes, faute de quoi nous courons au désastre a long 
terme. 


Je ne pense pas que vous soyez d’accord avec cette 
vision des choses, siégeant au conseil d’administration de 
certaines de ces institutions, mais c’est ce que pensent un 
certain nombre de gens extrémement crédibles, non 
seulement dans les pays développés, mais également dans 
ceux en voie de développement. 


M. Crow: Il est certainement vrai que ces pays ont trés 
faim de capitaux étrangers. Il faut voir aussi quelle sorte 
de capitaux. Ils veulent des préts, des investissements 
directs. Mais créent-ils les conditions susceptibles d’attirer 
ces investissements directs? Malheureusement, tel n’est 
souvent pas le cas. Ils veulent davantage de préts de faveur 
mais la question qui se pose est de savoir jusqu’ou les 
contribuables veulent aller pour les leur consentir. En 
tout cas, on ne peut pas leur reprocher d’en réclamer 
davantage. 


Le vice-président: Mesdames et messieurs, en votre 
nom, je voudrais remercier notre témoin, le gouverneur 
Crow, de nous avoir accordé son temps, ainsi que ses 
collégues. Cela fut une séance tout a fait constructive et 
utile. M. Cassidy a laissé entendre, s’il ne l’a pas réclamé 
directement, que nous devrions nous réunir plus souvent. 
Je suis str que votre président regrettera son absence 
d’aujourd’hui. Merci infiniment. 


Notre prochaine séance est lundi, 4 20 heures. Nous y 
traiterons de la deuxiéme phase de la réforme fiscale, 
c’est-a-dire la taxe de vente. J’espére que vous pourrez 
tous venir. 


La-dessus, la séance est levée. 


- 
- 


Canada Postes 
Post Canada 
Postage paid Port paye 


Book Tarif 


rate des livres 


K1A 0S9 
OTTAWA 


If undelivered, return COVER ONLY to: 
Canadian Government Publishing Centre, 
Suppiy and Services Canada, 

Ottawa, Canada, K1A 0S9 


En cas de non-livraison, 

retourner cette COUVERTURE SEULEMENT a: 
Centre d'edition du gouvernement du Canada, 
Approvisionnements et Services Canada, 
Ottawa, Canada, K1A 0S9 


A DR ee SS ee 


WITNESS TEMOIN 
From the Bank of Canada: De la Banque du Canada: 
John Crow, Governor. John Crow, gouverneur. 
Available from the Canadian Government Publishing Centre, En vente: Centre d’édition du gouvernement du Canada, 


Supply and Services Canada, Ottawa, Canada K1A 0S9 Approvisionnements et Services Canada, Ottawa, Canada K1A 0S9 


HOUSE OF COMMONS 
Issue No. 133 
Monday, January 25, 1988 


Chairman: Don Blenkarn 


Minutes of Proceedings and Evidence of the 
Standing Committee on 


Finance and 
Economic Affairs 


CHAMBRE DES COMMUNES 
Fascicule n° 133 
Le lundi 25 janvier 1988 


Président: Don Blenkarn 


Procés-verbaux et témoignages du Comité 
permanent des 


Finances et des 
affaires économiques 


RESPECTING: 


Pursuant to Standing Order 96(2), consideration of 
the White Paper and other related documents on 
Tax Reform—Stage II (Sales Tax) 


CONCERNANT: 


En vertu de l’article 96(2) du Réglement, étude du 
Livre blanc et autres documents connexes, ayant 
trait a la réforme fiscale—deuxiéme étape (Taxe de 
vente) 


a ne ee 


cond Session of the Thirty-third Parliament, 
86-87-88 


) 


--27590~1 


Deuxiéme session de la trente-troisiéme législature, 
1986-1987-1988 


eee ee 


STANDING COMMITTEE ON FINANCE AND 
ECONOMIC AFFAIRS 


Chairman: Don Blenkarn 
Vice-Chairman: Robert E.J. Layton 


Members 


Bill Attewell 
Michael Cassidy 
Mary Collins 
Simon de Jong 
Murray Dorin 
Raymond Garneau 
Paul McCrossan 
George Minaker 
Aideen Nicholson 
Marcel R. Tremblay 
Norman Warner 


(Quorum 7) 


Marie Carriere 
Clerk of the Commitiee 


Pursuant to Standing Order 94(3), and a report of the 
Striking Committee dated January 21, 1988: 


Marcel R. Tremblay replaced Suzanne Blais-Grenier. 


Published under authority of the Speaker of the 
House of Commons by the Queen’s Printer for Canada 


EE Ea aE TEES IE oe EE Pea 
Available from the Canadian Government Publishing Center, Supply and 


Services Canada, Ottawa, Canada K1A 0S9 


COMITE PERMANENT DES FINANCES ED DES 
AFFAIRES ECONOMIQUES 


Président: Don Blenkarn 
Vice-président: Robert E.J. Layton 


Membres 


Bill Attewell 
Michael Cassidy 
Mary Collins 
Simon de Jong 
Murray Dorin 
Raymond Garneau 
Paul McCrossan 
George Minaker 
Aideen Nicholson 
Marcel R. Tremblay 
Norman Warner 


(Quorum 7) 


Le greffier du Comité 
Marie Carriere 


En vertu de larticle 94(3) du Réglement, et d’un rapport 
du Comité de sélection en date du 21 janvier 1988: 


Marcel R. Tremblay remplace Suzanne Blais-Grenier. 


Publié en conformité de l’autorité du Président de la Chambre 
des communes par l’Imprimeur de la Reine pour le Canada 


En vente: Centre d’édition du gouvernement du Canada, 
Approvisionnements et Services Canada, Ottawa, Canada K1A 0S9 


25-1-1988 Finances et affaires économiques 18375 


ORDER OF REFERENCE 


Extract from the Votes and Proceedings of the House of 
Commons of Thursday, January 21, 1988: 


Mr. Fontaine, from the Striking Committee, pursuant 
to Standing Order.94(3), presented the Forty-ninth Report 
of the Committee, which was read as follows: 


Your Committee recommends that the Members acting 
for the House on the Standing Committees listed below, 
having neglected to file a list of substitutes or having given 
notice of their intention to give up membership on the 
committees listed below in accordance with Standing 
Order 94(3), be replaced as follows:— 


No. 3 
Finance and Economic Affairs 
Tremblay (Québec-Est) for Blais-Grenier 


By unanimous consent, on motion of Mr. Fontaine, 
seconded by Mr. Hawkes, the Forty-ninth Report of the 
Striking Committee, presented earlier this day, was 
concurred in. 


ATTEST 


ROBERT MARLEAU 
Clerk of the House of Commons 
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Extrait des Procés-verbaux de la Chambre des communes 
du jeudi 21 janvier 1988: 


M. Fontaine, du Comité de sélection, conformément a 
article 94(3) du Réglement, présente le quarante- 
neuvieme rapport de ce Comité, dont il est donné lecture 
ainsi qu’il suit: 

Votre Comité recommande que les députés qui 
représentent la Chambre aux Comités permanents 
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substituts ou ayant donné avis de leur intention de cesser 
d’étre membres des comités énumérés ci-dessous en 
conformité avec l'article 94(3) du Réglement, soient 
remplacés comme il suit:— 


Nos 
Finances et affaires économiques 
Tremblay (Québec-Est) pour Blais-Grenier 


Du_consentement unanime, sur motion de M. 
Fontaine, appuyé par M. Hawkes, le quarante-neuvieme 
rapport du Comité de sélection, présenté a la Chambre 
plus tot aujourd’hui, est agréé. 
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Le Greffier de la Chambre des communes 
ROBERT MARLEAU 
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[Text] 
The Standing Committee on Finance and Economic 


Affairs met at 8:05 o’clock p.m. this day, in Room 253-D, 
Centre Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Robert Layton, Aideen Nicholson, and Norman Warner. 


Acting Geoff Wilson for 


Dorin. 


Member present: Murray 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. David Weyman, 
C.A., Peat Marwick; Andy J. Friedman, C.A., Peat 
Marwick; Lorey A. Hoffman, Ph.D., Peat Marwick; Peter 
H. Wood, C.A., Clarkson Gordon, Consultants. 


In accordance with its mandate under Standing Order 
96(2), the Committee commenced consideration of the 
White Paper and other related documents on Tax 
Reform—Stage II (Sales Tax) tabled in the House of 
Commons on Thursday, June 18, 1987. 


The Research Staff made a presentation and answered 
questions. 


At 9:58 o'clock p.m., the Committee adjourned to the 
Call of the Chair. 


Marie Carriere 
Clerk of the Committee 


Finance and Economic Affairs 


25-1-1988 


PROCES-VERBAL 
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| Traduction| 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui a 20 h 05, dans la 
piéce 253-D de l’Edifice du centre, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Robert 
Layton, Aideen Nicholson et Norman Warner. 


Membre suppléant présent: Geoff Wilson remplace 
Murray Dorin. 


Aussi présents: Du personnel de recherche du Comite: 
H. Bert Waslander, directeur de la recherche. David 
Weyman, c.a., Peat Marwick, Andy J. Friedman, c.a., Peat 
Marwick; Lorey A. Hoffman, ph.d., Peat Marwick, Peter 
H. Wood, c.a., Clarkson Gordon, conseillers techniques. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité entreprend d’étudier le 
Livre blanc et autres documents connexes ayant trait a la 
réforme fiscale, deuxiéme étape (taxe de vente) déposés 
sur le bureau de la Chambre des communes le jeudi 18 
juin 1987. 


Le personnel de recherche donne un exposé et répond 
aux questions. 


A 21 h 58, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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‘The Chairman: Order, please. Pursuant to Standing 
Order 96.2), we are considering the white paper and 
other related documents on tax reform, stage two, sales 
tax. 


We have as witnesses specialists Andy J. Friedman, 
C.A.; Lorey A. Hoffman, Ph.D. in economics; and Peter 
H. Wood, C.A. I welcome you, all your material, and 
David Weyman back again. I understand you have all the 
answers and we do not need to worry about it. We will 
just listen attentively and ask the odd stupid question. 


Mr. Weyman, maybe you can tell us where we are 
going from here. 


Mr. David Weyman (Committee Researcher): Basically 
what we have in mind to do over the next three days is 
really to review all the aspects of the government’s 
proposal to reform the existing federal sales tax system 
and replace it with a multi-stage sales tax, extending to the 
retail trade level. That is in essence the government’s 
proposal. 


° 2005 


As you are all aware, the proposal was put forward in 
the form of three alternatives: two basic alternatives, that 
the tax would be either in the form of a goods and 
services tax or in the form of a value-added tax; and as an 
alternative option, the government is discussing with the 
provinces the possible introduction of a national sales tax, 
which would be a form of value-added tax, embracing 
some or all of the provinces as well as the federal 
government. 


That having been said, the objective this evening and 
through hearings later this week is to examine first what a 
multi-stage sales tax is, as proposed by the government; to 
compare it with provincial retail sales taxes, which I think 
we all know and are all familiar with, who is liable, the 
Nature of the tax, certain concepts such as what is an 
import and what is an export; and then to look at that 
very contentious area in a multi-stage sales tax system 
Which is the various methods there are to relieve the tax 
burden if such a decision is made: the alternatives of 
sxemptions or zero-rating, which is another phrase 
meaning tax-free, or, alternatively, the introduction of 
‘efundable income tax credits, looking at the impact of 
srants and subsidies as well, on a multi-stage sales tax 
uystem. 


TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction] 

Le lundi 25 janvier 1988 


Le président: La séance est ouverte. En vertu. de 
Varticle 96.(2) du Réglement, nous examinons le Livre 
blanc et autres documents connexes ayant trait a la 
réforme fiscale—deuxiéme étape (taxe de vente). 


Nos témoins experts sont Andy J. Friedman, c.a.: Lorey 
A. Hoffman, Ph.d. en économie, et Peter H. Wood, c.a. 
Nous vous souhaitons la bienvenue, ainsi qu’a David 
Weyman, qui est de nouveau parmi nous. Je crois 
comprendre que vous possédez toutes les réponses et que 
nous n’avons pas 4 nous soucier de quoi que ce soit. Nous 


vous €couterons attentivement et nous poserons a 
occasion des questions qui vous paraitront peut-étre 
stupides. 


Monsieur Weyman, pouvez-vous nous expliquer ce qui 
est au menu? 


M. David Weyman (attaché de recherche du Comité): 
Nous comptons, au cours des trois prochains jours, 
examiner tous les aspects de la proposition 
gouvernementale visant a réformer l’actuel systeme de 
taxe de vente fédérale et 4 le remplacer par une taxe de 
vente multi-stades qui serait prélevée jusqu’au niveau de 
la vente au détail. Voila essentiellement en quoi consiste 
la proposition du gouvernement. 


Comme vous le savez tous, la proposition de réforme 
comporte trois options, dont les deux plus simples 
seraient l’instauration d’une taxe sur les biens et services, 
ou encore d’une taxe sur la valeur ajoutée. Par ailleurs, le 
gouvernement examine avec les provinces une troisiéme 
option qui serait l’instauration d’une taxe de vente 
nationale prenant la forme d’une taxe sur la valeur 
ajoutée qui serait prélevée par le gouvernement fédéral et 
par certaines des provinces, sinon toutes. 


Cela étant dit, nous proposons pour la séance de ce soir 
et celle du reste de la semaine de voir 4 quoi tient la taxe 
de vente multi-stades proposée par le gouvernement, de la 
comparer a la taxe de vente au détail prélevée par la 
province—selon une formule que nous connaissons 
tous—de déterminer qui devra l’acquitter, de définir la 
nature de cette taxe et de déterminer ce qui constitue une 
importation et une exportation. Nous examinerons 
ensuite l’aspect le plus controversé de la taxe de vente 
multi-stades, c’est-a-dire les divers mécanismes qui 
existent pour alléger le fardeau fiscal imposé par une telle 
taxe, a savoir, d’une part, les exemptions ou franchises, 
appelées aussi détaxations ou, d’autre part, les crédits 
remboursables au titre de la taxe de vente. Nous 
examinerons aussi l’interaction entre les subventions et 
une taxe de vente multi-stades. 
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This in brief is our review, which we will be looking at 
this evening in looking at a multi-stage sales tax. 
Following that, having understood what such a tax is, we 
will then discuss how a multi-stage sales tax system 
operates. We will look at some of the aspects of 
administration and compliance, and then look at various 
sectoral issues: the possible impact of a multi-stage sales 
tax on small business, on real estate, on farming and 
fishing, on not-for-profit and charitable organizations, on 
Crown corporations and governments, and on 
transportation and the travel industry; and finally the 
impact of the government’s proposal on financial 
intermediaries, including banks and trust companies and 
other lenders, investment dealers, life insurance 
companies, and property and casualty insurers. 


Then a very tricky area is to look at the transitional 
issues that will arise on the introduction of a multi-stage 
sales tax system to replace the existing federal sales tax 
system: how you move from the existing system to the 
new system and what some of the issues are in that regard. 


Finally, we will discuss the implications of a national 
sales tax: what the constitutional issues might be, 
including the actual collection of tax, whether all the 
provinces are in or not all the provinces are in, how the 
system would operate, what the tax base would look like, 
comparing federal domain with provincial domain, the 
impact on imports and exports and on transportation and 
other services. There are some very tricky areas there that 
need to be addressed. 


So it is a comprehensive review that is planned for the 
next few days. That having been said, I would suggest we 
begin by looking at the nature of a multi-stage sales tax. 


The Chairman: Mr. Friedman. 


Mr. Andy J. Friedman (Individual Presentation): The 
next few sessions are designed to give you the 
fundamentals of the multi-stage sales tax, as David said. 
The concepts are deceptively simple; and the emphasis 
should be on the word “deceptive”. You think at one time 
you have the principles, and they elude you. The building 
blocks should be easy to pick up; it is the 
interrelationships that can lead to confusion. Even with 
people who have been familiar with the concepts for 
years, you sometimes sit back and say, gee, this does not 
make sense. If we can leave you having learned the basic 
fundamentals, the job has been done. The complexities for 
particular industries or situations will be easy to 
understand once the foundations have been built. 


It goes without saying you can stop and ask questions at 
any time. If we get side-tracked into some subsidiary issue 


[Translation] 

Voila un bref survol de lexamen que nous 
entreprenons, qui portera ce soir sur la taxe de vente 
multi-stades. Quand nous aurons compris a quoi tient ce 
genre de taxe, nous discuterons du mode d’application 
d’une taxe de vente multi-stades. Nous parlerons ensuite 
de l’application et de l’observation de la loi a cet égard et 
de diverses questions d’ordre sectoriel, 4 savoir l’incidence 
que pourrait avoir une taxe de vente multi-stades sur les 
petites entreprises, le secteur de Vimmobilier, Vagriculture 
et les péches, les organisations sans but lucratif et de 
bienfaisance, les sociétés d’Etat et les gouvernements, le 
secteur du transport et des voyages et, enfin, de 
Vincidence de la proposition du gouvernement sur les 
intermédiaires financiers, y compris les banques, les 
sociétés de fiducie et autres établissements de prét, les 
courtiers en placement, les compagnies d’assurance-vie, y 
compris les compagnies d’assurance générale. 


Il nous faudra ensuite aborder l’épineux probleme de 
la transition de l’actuelle taxe fédérale de vente a la taxe 
de vente multi-stades, 4 savoir comment effectuer la 
conversion, et autres questions connexes. | 


Enfin, nous discuterons de l’instauration d’une taxe de 
vente nationale, des questions d’ordre constitutionnel que 
cela pourrait soulever, notamment en ce qui concerne la 
perception de la taxe, la question de savoir si toutes les 
provinces participeront au nouveau régime, du 
fonctionnement du systéme, de l’assiette de la taxe, du’ 
partage des domaines fiscaux entre le gouvernement) 
fédéral et les provinces, de l’incidence qu’elle pourrait 
avoir sur les importations et les exportations, sur les’ 
transports et autres services. L’instauration d’une telle: 
taxe souléve des problémes épineux que nous devrons 
examiner. 


Ainsi, nous effectuerons au cours des prochains jours 
un examen assez approfondi de toute la question. Cela 
étant dit, je propose que nous discutions d’abord de la 
nature d’une taxe de vente multi-stades. 


Le président: Monsieur Friedman. 
\ 
M. Andy J. Friedman (a titre personnel): Comme vous 
a dit David, nous vous expliquerons au cours de: 
quelques séances a venir les éléments fondamentaux de le. 
taxe de vente multi-stades. Les notions de base sont d’un¢ 
simplicité trompeuse, et j’insiste sur le mot «trompeuse» 
Alors méme que vous croyez avoir saisi les principes, ili’ 
vous échappent. Les principes de base devraient tre assé: 
faciles a saisir. Ce sont les interactions qui peuvent préte: 
a confusion. Méme ceux qui manient ces notions depui 
des années en viennent parfois a se dire qu’ils n’ont aucul 
sens. Or, si nous réussissons a vous faire comprendre le 
principes de base, nous aurons atteint notre but. Une foi, 
les fondements jetés, vous pourrez facilement comprendr, 
la complexité que représentent les diverses taxes pou 
certaines industries et dans certaines situations. 


Il va sans dire que vous pouvez m/’interrompre | 
souhait pour poser des questions. Nous vov 
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prior to presentation of the basic concept, 
interrupt you. 


we may 


The sessions, as David says, have been built on 
modules. All the pages are numbered by page number 
within the module. I hope tonight we will cover the 
fundamentals, which are in the first section. 


° 2010 


The material has been distributed to you. We will start 
at page 1-1 and refer to page numbers as we walk through 
the materials. 


Throughout the discussions we will also refer to the 
European and New Zealand experience. We brought 
along a bunch of binders of value added taxation in 
Europe, a country-by-country VAT reference published 
by the International Bureau of Fiscal Documentation in 
Amsterdam. So if you have particular concerns about one 
aspect of the tax in other countries, we can get back to 
you fairly quickly. 


Now, if we turn to page 1-1, it asks this question: what 
is a multi-stage sales tax? It is very simple. It is a tax on 
the ultimate consumer of goods or services. It is a tax on 
the final domestic consumption of goods and services. It 
has been called a retail sales tax applied in stages. There is 
some fallacy to this, as you will see. Any tax collected 
from non-consumer purchasers is refunded or credited to 
that purchaser, and then he turns around and collects tax 
on his selling price to his customer. So the tax is applied 
in stages, the tax is collected on the sales price at each 
level, and the whole amount is refunded at the next stage. 


So if in fact the tax is nothing but a retail sales tax in 
Sheep’s clothing, why not just impose a simple retail sales 
tax? I guess the answer to that has always been that there 
‘is no easy way to pull out the taxes on business inputs, 
that— 


| The Chairman: It is very simple. If the purchaser is a 
business, then you certify the purchaser as a business and 
she buys tax free. 


} 


| Mr. Weyman: It would be just an exemption system 
hat would be operated— 


| The Chairman: Sure. 


| Mr. Weyman: —throughout business. It means that if a 
)usiness goes into stationery or— 

The Chairman: If a business buys stationery or 
“Omputer forms or whatever, it is certified as being a valid 
Hiemiess and therefore certified as being entitled to buy 
ax-free. 


[Traduction] 


interromprons toutefois 4 notre tour si nous faisons des 
digressions sur des questions accessoires avant que ne soit 
terminée explication du concept de base. 


Comme la expliqué David, les séances ont été 
Organisées en modules. Toutes les pages portent un 
numéro de module et de page. J’espére que nous 
réussirons ce soir 4 aborder toutes les notions de base qui 
sont regroupées dans le premier module. 


La documentation vous a été distribuée. Nous 
commencerons a la page 1-1 et nous mentionnerons le 
numéro de la page au fur et A mesure que nous 
avancerons dans le document. 


En outre, tout au long de la discussion, nous ferons 
mention de l’expérience vécue en Europe et en Nouvelle- 
Zélande. Nous avons apporté toute une série de 
documents sur les taxes sur la valeur ajoutée en Europe, 
un document de référence, pays par pays, sur la TVA 
publié par le Bureau international de documentation 
fiscale. Ainsi, si vous avez des questions particuliéres a 
poser sur l’un ou autre aspect de la taxe dans d’autres 
pays, nous pourrons vous fournir la réponse assez 
rapidement. 


Maintenant, si vous voulez bien vous reporter a la page 
1-1, vous y lirez la question suivante: qu’est-ce qu’une taxe 
de vente multi-stades (TVMS)? C’est trés simple. C’est une 
taxe sur les ventes finales de biens et de services au 
consommateur. C’est une taxe sur la consommation 
intérieure finale de biens et de services. On l’a appelée 
taxe de vente au détail appliquée par étapes. Ce n’est pas 
tout a fait juste, comme vous le verrez. Toute taxe 
acquittée par des acheteurs non consommateurs est 
remboursée ou créditée a l’acheteurs, qui, lui, ajoute la 
taxe a son prix de vente. Ainsi, la taxe est appliquée par 
étapes, elle est pergue sur le prix de vente A chaque stade, 
et le montant intégral de la taxe payée est remboursé au 
stade suivant. 


Si la taxe n’est en fait qu’une taxe de vente au détail 
déguisée, pourquoi ne _ pas imposer purement et 
simplement une taxe de vente au détail? C’est qu’on n’a 
jamais trouvé de moyen facile pour séparer les taxes 
payées sur les intrants d’entreprise et que. . . 


Le président: C’est trés simple. Si l’acheteur est une 
entreprise, il obtient une attestation et peut alors effectuer 
ses achats en franchise. 


M. Weyman: II y aurait un systéme d’exemption dont 
pourraient se prévaloir. . . 


Le président: Absolument. 


M. Weyman: ... toutes les entreprises. Cela veut dire 
que si un entrepreneur entre dans une papeterie ou. . . 


Le président: Si un entrepreneur achéte de la papeterie 
ou des formulaires d’informatique, ou peu importe, il a 
en main I’attestation requise et peut effectuer ses achats en 
franchise. 
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Mr. Friedman: So you would in fact just work through 
as 


The Chairman: It is the same as a retail sales tax right 
now. He would give you a retail sales tax exemption and 
he would buy it tax-free. 


Mr. Friedman: So we are exchanging a system of 
exemption certificates for a system of payments of tax and 
refunds. 


The Chairman: You save an awful lot of policing, 
collecting of taxes and refunding of taxes. 


Mr. Weyman: I would suggest that you might not save 
at all on the policing side, because somebody would have 
to go around to make sure that these exemption 
certificates were in fact being given validly, where you 
wish to claim that it was indeed a business use. Quite 
clearly there is a difficulty in not really allowing any form 
of apportionment or allocation between business use and 
personal consumption where there is a mixed use, as 
occurs so often in business circumstances. 


Mr. Layton: I have just turned to chapter 1 of the 
Minister’s booklet on tax reform, and he says that a good 
sales tax system supports growth and efficiency. It should 
minimize compliance costs for businesses and 
administrative costs for government. I sense that this is 
exactly the opposite. We are maximizing. There could not 
be a more extreme way of hitting the businesses with 
paying the tax or with the problems of government in 
collecting it, because at each stage you have to have a 
charge and a credit which we do not have today. 


Mr. Friedman: If there are no exceptions, I guess the 
reasoning is that you pay tax on everything and you get a 
credit for all purchases. In fact, the idea is very simple 
and— 


Mr. Layton: The net result is that you get a single 
eventual tax, consumer to government. But my God, in 
the meantime we have added four steps, maybe five—I do 
not know, maybe ten. Is it possible that a product might 
have been ten times in process bought and sold before it 
reaches the eventual consumer? 


e 2015 
Mr. Friedman: Yes. 


Mr. Layton: And we have added a tax to be collected 
and a credit to be exercised to every one of those stages. 


Mr. Friedman: We were looking at an article by Mr. 
Cnossen in the Canadian Tax Journal of May/June 1987, 
who basically concludes as you have said. 


Mr. Peter H. Wood (Individual Presentation): It is a 
fairly long article, and we would be happy to supply 
members with it, but he is looking at the arguments of 
VAT versus retail sales tax. I think he comes to the 
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[Translation] 
M. Friedman: Ainsi, il s’agirait tout simplement de. . . 


Le président: C’est exactement ce qui se fait 
actuellement pour la taxe de vente au détail. L’homme 
d’affaires présenterait un certificat d’exemption au titre de 
la taxe de vente au détail et effectuerait ses achats en 
franchise. 


M. Friedman: Nous remplagons donc un systeme de 
certificat d’exemption par un systéme de paiement de la 
taxe avec remboursement. 


Le président: Cela évite tout le tracas des vérifications, 
de la perception des taxes et des remboursements. 


M. Weyman: Je crains que les €conomies au niveau de 
la vérification ne soient pas €normes, parce que quelqu’un 
devra vérifier si les certificats d’exemption présentés par 
les entreprises étaient valides lorsqu’ils prétendent que les 
achats étaient destinés 4 un usage commercial. II est clair 
qu’un probléme se posera du fait qu’il n’y aura aucune 
possibilité de répartition proportionnelle entre lusage 
commercial et l’usage personnel en cas d’utilisation mixte, 
comme c’est souvent le cas dans les entreprises. 


M. Layton: Je viens tout juste de me reporter au 
chapitre 1 du document du ministre sur la réforme 
fiscale, ou il dit qu’un bon systéme de taxe de vente doit 
soutenir la croissance et l’efficience, reduire au minimum 
les coats d’observation des entreprises et les couts 
d’administration de l’Etat. J’ai l’impression que ce sera 
tout le contraire. Nous allons maximiser ces derniers. On 
n’aurait pas pu mieux trouver pour compliquer la vie des 
entreprises, qui devront acquitter la taxe, et aggraver les 
problémes de perception du gouvernement, puisque nous 
aurons a chaque stade un prélévement de la taxe et un 
remboursement que nous n’avons pas aujourd’hui. 


M. Friedman: En l’absence de toute exception, on a 
jugé, je crois, que tous les achats seraient assujettis a la 
taxe et donneraient droit 4 un remboursement. En fait, 
Vidée est trés simple et. . . 


M. Layton: Au bout du compte, il n’y aura qu'une 
seule taxe payée par le consommateur au gouvernement. 
Mais dans l’intervalle, nous aurons a ajouter quatre, sinon 
cing, étapes—je n’en sais rien, c’est peut-étre dix. Se peut 
il qu’un produit ait été vendu et acheté dix fois, le long de 
la chaine, avant d’arriver jusqu’au consommateur? 


M. Friedman: Oui. 


M. Layton: Et nous avons ajouté une taxe 4 percevoir 
et un crédit 4 réclamer a chacune de ces étapes. 


M. Friedman: C’est 4 peu prés la conclusion que tire 
M. Cnossen, dans un article publié dans le Canadian Tax 
Journal de mai-juin 1987. 


M. Peter H. Wood (a titre personnel): C’est un article 
assez long, que nous sommes bien préts 4 communiquer 
aux membres du Comité, mais l’auteur passe en revue les 
arguments en faveur de la TVA et de la taxe de vente au 
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conclusion that there is a marginal advantage for a value- 
added tax. 


Mr. Layton: What is the value added over the federal 
sales tax? How does MSST fit that? 


Mr. Wood: We will be explaining in a couple of 
minutes. It is just a name—MSST, a multi-stage sales tax. 
Value-added tax is a type of MSST. 


Mr. Weyman: Just to clear the point that I think Mr. 
Wood was making, according to this analysis he has 
referred to in this article, the value-added tax would have 
an edge not, I think you said, over the existing federal 
sales tax but over an alternative in the form of a single- 
stage retail sales tax. I think that is correct. 


Mr. Friedman: If I understand correctly, the emphasis 
should be on marginal. 


The Chairman: How marginal? 


Mr. Wood: There are a couple of arguments. One that 
Andy alluded to, which is it is very difficult it seems 
under a retail sales tax to relieve business inputs, which is 
One of the objects of the exercise. Secondly, there is also a 
compliance burden that is put on the retailer if it is just a 
retail sales tax, because in some sales he has to collect tax, 
Others he does not; whereas under a value added tax, 
assuming it is broad-based, he collects tax on everything 
and the next guy gets a credit. There is less of a 
compliance burden on the vendor to collect certificates, 
be. responsible for keeping those certificates, sorting out 
whether a sale was taxable exempt, and so on. 


Mr. Friedman: If you go into a lumber yard—and 
lumber yards will have people building things who go in 
and buy at the retail level—the lumber yard salesperson 
under a VAT is not going to have to worry. They just 
charge the tax, and if it is purchased by a company or a 
business that is a taxpayer who is registered, they will get 
an instant credit for it. : 


Exemption certificates are where the problem comes, 
and Peter alluded to that. The store clerk or whoever is 
going to have to police those exemption certificates. 


The Chairman: Is there any experience in the province 
of Ontario where people buy with exemptions? Right 
today a lumber yard is selling retail; it charges sales tax to 
everyone who does not have an exemption certificate. 


Mr. Friedman: Well, no. I think that may be a— 
The Chairman: That is what happens. 


Mr. Friedman: —bit more confusing, in that the 
lumber would be purchased by somebody who is the 
consumer because he is basically going to attach it to real 
profit— 


__ The Chairman: Right now if you buy lumber from a 
lumber yard in Ontario, you pay retail sales tax unless 
you have a licence or a certificate, in which case it is sold 
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détail. Il en vient a la conclusion que la taxe a la valeur 
ajoutée présente un léger avantage. 


M. Layton: Quelle est la différence entre la TVA et la 
taxe de vente fédérale? Ou la taxe de vente multi-stades se 
situe-t-elle? 


M. Wood: Nous allons vous l’expliquer dans un instant. 
Il s’agit, comme son nom l’indique, d’une taxe de vente 
multi-stades. La taxe a la valeur ajoutée est une forme de 
taxe de vente multi-stades. 


M. Weyman: Pour mieux vous expliquer ce qu’a dit M. 
Wood, selon l’analyse de l’article qu’il a mentionné, la 
taxe a la valeur ajoutée présenterait un avantage, non pas 
sur la taxe de vente fédérale actuellement en vigueur, 
mais sur la taxe de vente au détail percue uniquement au 
bout de la chaine. Cela me parait exact. 


M. Friedman: Si j’ai bien compris, il s’agit seulement 
d’un léger avantage. 


Le président: Dans quelle mesure? 


M. Wood: Plusieurs arguments ont été invoqués en ce 
sens. Selon celui qu’Andy a mentionné, la taxe de vente 
au détail permet difficilement d’exonérer les intrants, ce 
qui constitue l'un des objectifs de la réforme. En 
deuxiéme lieu, la taxe de vente au détail impose davantage 
d’obligations au détaillant, étant donné qu'il doit 
percevoir la taxe dans certains cas, mais pas dans d’autres, 
alors qu’il doit faire payer la TVA 4 le monde, sur toutes 
les marchandises. C’est a l’acheteur de s’arranger pour 
obtenir un crédit. Le vendeur n’a pas a obtenir les 
certificats, a les conserver et a établir si une vente était 
exonérée de la taxe ou non. 


M. Friedman: Pour prendre l’exemple du marchand de 
matériaux de construction, qui vend au détail a certains 
clients, avec la TVA, ce commergant n’a aucun souci 4 se 
faire. Il se contente de faire payer la taxe et, si l’acheteur 
est une entreprise enregistrée, il obtiendra instantanément 
un crédit pour le montant de cette taxe. 


Ce sont les certificats d’exonération qui posent un 
probleme, comme l’a mentionné Peter. Le vendeur va 
devoir vérifier ces certificats. 


Le président: Y a-t-il actuellement, en Ontario, des 
gens qui achétent des marchandises avec un certificat 
d’exonération? A l’heure actuelle, un marchand de 
matériaux de construction qui vend au détail fait payer la 
taxe de vente a tous ceux qui n’ont pas de certificat 
d’exonération. 


M. Friedman: Non. Les choses sont peut-étre. . . 
Le président: C’est bien le cas. 


M. Friedman: . . . un peu plus compliquées, en ce sens 
que le bois est acheté par un client qui espére réaliser un 
profit. . . 


Le président: A I’heure actuelle, si vous achetez du bois 
chez un marchand de l’Ontario, vous payez la taxe de 
vente au détail, 4 moins de pouvoir produire une licence 


133: 10 


| Text| 


to you without the sales tax. So what is the difficulty? Has 
there been a huge problem in Ontario in the retail sales 
tax deal with these exemption certificates? 


Mr. Wood: Mr. Chairman, you are quite right in how it 
operates, but one of the problems is there is an obligation 
on the vendor, or the lumber yard, to police those 
certificates. In certain circumstances if the certificate is 
not a valid certificate, then the lumber yard ends up being 
stuck with the tax or that equivalent of the tax— 


The Chairman: But that is the kind of obligation there 
is right throughout various taxing statutes— 


Mr. Wood: Other than under a VAT, because under a 
VAT the tax is on the sales and you just remit it, and it is 
the next fellow who really worries about taking the credit 
and whether taking the credit is proper. 


The Chairman: Well, you have to worry one way or 
another, do you not? You have to pay the thing and 
calculate it. If you think that is a bad worry. .. What you 
are saying is I have to worry about every sale instead of 
only some of the sales. 


° 2020 


Mr. Weyman: Well, I might add, Mr. Chairman, from 
the government’s point of view, at least under a value- 
added tax system it has the money in the bank, having 
collected it from the previous vendor, and then the 
purchaser may claim a credit, which would of course put 
the money back into the business sector, and then it is a 
question of whether that is a valid credit that has been 
claimed. 


Mr. Friedman: But that may even not be true, in that 
the tax may have been refunded so the government does 
not have the money. We will go through an example that 
will illustrate when the government keeps the money and 
when it has to give it back. It is very important to 
understand that, because all through the literature we 
hear about this tax collected in stages and sometimes it 
does not happen. 


The Chairman: You do not pay the tax; what you do is 
remit the difference, do you not? 


Mr. Friedman: Well, let us wait and see how it all 
works through, because sometimes you remit the 
difference and sometimes you do not, depending on the 
circumstances. The tax is a cash basis tax. Credit is 
received by the purchaser in the same period that the 
vendor collects and remits the tax. There is no concept of 
matching. So if any of you are accountants, then you do 
not worry about when the goods are sold. The same 
period in which the tax was paid by one party, the next 
party can claim a credit for it. There is no concept of 
depreciation for purchases of fixed assets. If you buy a 
fixed asset and the MSST has been added on, you are 
eligible for a credit in the same period in which you 
bought the asset. 
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ou un certificat, auquel cas vous n’avez pas a acquitter la 
taxe. Ou est le probléme? Ces certificats d’exonération de 
la taxe de vente au détail ont-ils donné lieu a de sérieux 
problémes, en Ontario? 


M. Wood: Monsieur le président, les choses se passent 
bien comme vous le dites, mais le vendeur ou le 
marchand de bois doit vérifier ces certificats. Dans 
certains cas, si le certificat n’est pas valide, le marchand se 
trouve obligé de payer la taxe ou l’équivalent, de sa 
poche. ... 


Le président: Mais vous retrouvez ce méme genre 
d’obligation dans les diverses lois fiscales. . . 


M. Wood: Sauf pour la TVA. En effet, la TVA est 
percue sur les ventes, vous vous contentez de la verser au 
gouvernement, et c’est 4 votre acheteur de s’arranger pour 
obtenir un crédit et de voir s'il y a droit. 


Le président: Vous avez des obligations dans un cas 
comme dans l’autre, n’est-ce pas? Vous devez payer la taxe 
et la calculer. Si vous pensez que c’est exagéré. . . En fait, 
vous dites que le commercant a ce genre d’obligation 
pour chaque vente plutot que quelques-unes seulement. 


M. Weyman: Monsieur le président, j’ajouterais que, si 
je me place du point de vue du gouvernement, la TVA lui 
permet d’encaisser l’argent pergu auprés du premier 
vendeur. Cet argent retourne dans le secteur des affaires si 
Vacheteur a droit a un crédit, 4 la condition que la 
demande de crédit soit valide. | 


1 

M. Friedman: Mais ce n’est pas nécessairement vrai, en 
ce sens que la taxe peut avoir été remboursée, si bien que | 
le gouvernement ne posséde pas cet argent. Nous allons | 
citer un exemple qui montrera quand le gouvernement — 
conserve l’argent et quand il doit le rembourser. C’est une | 
chose qu’il faut bien comprendre, étant donné tout ce que | 
nous avons pu lire, et qui n’est pas toujours vrai, au sujet | 
de cette taxe pergue en plusieurs étapes. 


Le président: On ne paye pas la taxe; on se contente de 
payer la différence, n’est-ce pas? 


M. Friedman: Attendons de voir comment le systéme | 
fonctionne, étant donné qu’il faut payer la différence dans | 
certains cas, mais pas toujours, selon les circonstances. 


Cette taxe repose sur le principe de la comptabilité de 


caisse. L’acheteur regoit un crédit lorsque le vendeur | 
percoit et verse la taxe. Il n’est pas nécessaire que la vente | 
et l’achat concordent. S’il y a des comptables parmi vous, — 
vous comprendrez que le moment ow les marchandises — 


sont vendues n’a pas d’importance. Un acheteur paie la 
taxe, et l’acheteur suivant peut demander un crédit au — 
cours de la méme période. Il n’y a pas d’amortissement | 
pour les achats d’immobilisations. Si vous achetez un actif | 


immobilisé au prix duquel a été ajoutée la taxe de vente) 
multi-stades, vous avez droit 4 un crédit pendant la | 


4 


période au cours de laquelle vous avez fait cet achat. } 
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If we switch to page l-la, we will go through a fairly 
simple example. I think some of the arrows have been left 
Out, but it will still be easy to understand. Throughout 
Our presentation we have assumed an 8% tax: so if you 
flip through the pages you will see 8%, but the Finance 
Minister’s December 1987 release regarding taxation of 
basic groceries and prescription drugs may have pushed 
the minimum figure to somewhere between 9% and 10%. 
Nevertheless, for the purposes of our illustration only we 
will continue to use the 8% figure. 


Now, page 1-la compares the taxation of goods under a 
retail sales tax scheme with that under multiple stage sales 
tax. The first column on the left-hand side illustrates a 
retail sales tax and the example concerns a manufacturer 
who sells goods for $100 to a wholesaler; then the 
wholesaler sells the goods to a retailer for $150, and the 
retailer then turns around and resells the goods for $350. 


Now currently, as you gentlemen correctly pointed out, 
when the manufacturer sells to a wholesaler he provides 
either an exemption certificate or in some provinces a 
vendor registration number. Since he is buying the goods 
for resale, he will take care of the tax. So if you follow the 
chain through right to the bottom, no tax is collected 
until it gets to the retailer. The retailer then withholds tax 
of $350 times 8%, or $28. 


When you look at the right-hand side under an MSST, 
the manufacturer sells the goods to a wholesaler. He sells 
them for $100 plus $8 MSST. That MSST is remitted to 
the government. The goods are then sold by the 
wholesaler for $150, plus a $12 sales tax charge, and he 
gets a credit for the $8 paid by the manufacturer, allowing 
for a net remittance of $4. However, let us assume that the 
goods are sold by the manufacturer to the wholesaler for 
$100 and it sits on the shelves of the wholesaler for two 
months; there is not a netting of the $12 remittance 
against the $8 credit to give you $4. The wholesaler turns 
around and files a refund claim and gets back the $8 
collected by the manufacturer. The government in this 
Situation does not have a penny. So the only time the tax 
is collected in stages is if the goods move from the 

Manufacturer to the end consumer in the same period. 
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Mr. Layton: The period being how long? 

The Chairman: A month. 

Mr. Friedman: Well, it can be as long as quarter— 
Mr. Wood: Or a year. 

__ Mr. Friedman: —or a year. 

| Mr. Layton: That is a good answer to the question. How 
long?—a month, a quarter, a year! 


[Traduction| 


Si vous prenez la page 1l-la, vous y trouverez un 
exemple assez simple. Certaines fléches ont été oubliées, 
mais le tableau demeure facile a comprendre. Dans notre 
mémoire, nous sommes partis du principe que la taxe 
était de 8 p. 100; c’est donc le taux que vous retrouverez 
d’une page a l’autre. Néanmoins, le communiqué de 
décembre 1987 du ministre des Finances concernant 
imposition des produits alimentaires de base et des 
médicaments vendus sur ordonnance a peut-étre porté le 
taux minimum a 9 ou 10 p. 100. Nous continuerons 
toutefois a utiliser un taux de 8 p. 100 dans les exemples 
que nous donnerons. 


La page 1-la compare la taxation des marchandises en 
fonction de la taxe de vente au détail, d’une part, et de la 
taxe de vente multi-stades, d’autre part. La premiére 
colonne de gauche donne un exemple de l’application de 
la taxe de vente au détail. Un fabricant vend des 
marchandises d’une valeur de 100$ a un grossiste; le 
grossiste les revend a un détaillant 150$, et le détaillant les 
revend a son tour 350$. 


Comme vous I’avez fait valoir, quand le fabricant vend 
des marchandises 4 un grossiste, ce dernier doit produire 
un certificat d’exonération ou, dans certaines provinces, 
un numéro d’enregistrement de vendeur. Comme il 
achete les marchandises pour les revendre, c’est lui qui 
doit se préoccuper de la taxe. Par conséquent, si vous 
suivez la chaine d’un bout a Vautre, vous verrez 
qu’aucune taxe n’est percue avant le dernier maillon, 
celui de la vente au détail. Le détaillant pergoit une taxe 
de 8 p. 100 sur 350$, ce qui donne 28$. 


Si vous regardez, a droite, ce qui se passe avec la taxe 
de vente multi-stades, le fabricant vend les marchandises a 
un grossiste pour la somme de 100$, plus une taxe de 
vente multi-stades de 8$ qu'il verse au gouvernement. Le 
grossiste revend les marchandises 150$, plus une taxe de 
12$, et il obtient un crédit pour les 8$ que le fabricant a 
payés, ce qui donne un versement net de 4$. Supposons 
toutefois que le fabricant vend ses marchandises valant 
100$ au grossiste et que ce dernier ne les revende pas 
avant deux mois; pendant ce temps, il ne verse pas au 
gouvernement les 4$ représentant la différence entre les 
12$ déja payés et le crédit de 8$. Le grossiste demande un 
remboursement et récupére les 8$ que le fabricant lui a 
fait payer. En pareil cas, le gouvernement se retrouve sans 
un sou. Par conséquent, la taxe est percue en plusieurs 
étapes uniquement si les marchandises vont du fabricant 
jusqu’au consommateur au cours de la méme période. 


M. Layton: Quelle est la durée de cette période? 
Le président: Un mois. 

M. Friedman: Elle peut étre de trois mois. . . 
M. Wood: Ou un an. 

M. Friedman: .. . ou un an. 


M. Layton: Voila une bonne réponse. Un mois, trois 
mois ou un an! 
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The Chairman: You ought to explain that it depends 
on the size of the operation and the various rules. But 
generally speaking it is a monthly remittance. 


Mr. Friedman: Generally speaking it is a quarterly 
remittance. But if you are always in a credit position 
where you are asking for money back from the 
government then you can elect to go for one month. 


Mr. Wood: Or if you are very large. 


The Chairman: Is not New Zealand one month and 
one day? 


Mr. Friedman: No. 

The Chairman: It is not? 

Mr. Friedman: No. 

The Chairman: For ordinary manufacturers? 


Mr. Layton: Like the French-Canadian expression, ¢a 
dépend. 


Mr. Friedman: The New Zealand remittances we 
cover— 

Mr. Wood: We will check that for our module 
tomorrow. 

Mr. Friedman: In New Zealand it is generally 


bimonthly and half-yearly. So it is once every two 
months. I think they split the tax rolls into two; one half 
file one month, and the other half file the other month. 


The opportunity to file on a monthly basis is 
important, because if you are the wholesaler then you 
used to get those goods for $100. Now it is costing you 
$108. It now means that you are carrying $8 more of 
costs. So unless you are allowed to file a refund claim ina 
period when the additional amounts were paid, you 
would be out that $8. So if you are always in a refund 
situation then you would have the option to file— 


The Chairman: When is the tax payable? Is it payable 
when you pay for the goods? Is it payable when you 
receive the goods or when you receive the invoice for the 
goods? 


Mr. Friedman: The tax is payable at the earlier of the 
receipt of the cash or the billing being set up. That will be 
covered in the— 


The Chairman: Under our present federal sales tax, 
which we have just finished doing a white paper on some 
changes in, I believe we have a remittance every 15 days 
now. 


Mr. Friedman: 
corporations. 


There is a size test) for larger 


The Chairman: That is right. 


[Translation| 


Le président: Vous devriez expliquer que cela dépend 
de la taille de l’entreprise et des diverses régles en vigueur. 
Mais en général, la taxe est versée mensuellement. 


M. Friedman: En_ général, elle est versée 
trimestriellement. Mais si vous avez toujours un crédit et 
si le gouvernement vous doit toujours de Vargent, vous 
pouvez choisir une période d’un mois. 


M. Wood: Ou si vous avez un chiffre d’affaires tres 
important. 


Le président: N’est-ce pas un mois et un jour en 
Nouvelle-Zélande? 


M. Friedman: Non. 
Le président: Non? 
M. Friedman: Non. 
Le président: Pour les fabricants ordinaires? 


M. Layton: Ca dépend, comme on dit en francais. 
M. Friedman: En Nouvelle-Zélande. . . 
M. Wood: Nous allons vérifier d’ici demain. 


M. Friedman: En Nouvelle-Zélande, les versements ont _ 
généralement lieu tous les deux mois ou chaque semestre. | 
Je pense que la liste des contribuables est divisée en deux; | 
une moitié demande son remboursement un mois, et | 
Vautre moitié, l'autre mois. 


Il est important de pouvoir demander un 
remboursement mensuellement, étant donné que le’ 
grossiste qui pouvait acheter ces marchandises pour la) 
somme de 100$ doit maintenant débourser 1088. | 
Autrement dit, il a des frais supplémentaires de 8$. Par 
conséquent, si vous ne pouvez pas demander de 
remboursement au cours de la période ou vous devez 
payer ces frais supplémentaires, vous devez sortir ces 8$! 
de votre poche. Donc, si le gouvernement vous doit | 
toujours de l’argent, vous avez la possibilite. . . 


Le président: Quand la taxe doit-elle étre versee? Est-ce 
au moment ou vous payez les marchandises? La payez- 
vous quand vous recevez les marchandises ou quand vous 
recevez la facture? 


M. Friedman: II faut la payer sur réception de l’argent 
ou au moment de la facturation, si elle a lieu avant. Il en 
sera question dans. . . 


Le président: Selon le systéme actuellement en vigueur 
pour la taxe de vente fédérale, sur laquelle nous venons de 
terminer un Livre blanc proposant certains changements. 
je crois que la taxe doit étre versée tous les quinze jours. | 


M. Friedman: Cela s’applique, 4 titre expérimental, au 
grandes sociétés. | 


Le président: C’est exact. 


| 
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Mr. Friedman: Under the current scheme it is the last 
day of the month, and effective in April or May of this 
year it will be 22 or 23 days after the month-end. 


When I say that the tax is due, you still have that 
quarterly pay period by which to file the payment. But 
that is another module that we will get into on 
administration. 


It is important to realize that if the goods remain in the 
hands of the manufacturer or wholesaler, or even the 
retailer, then the tax collected in Stages, that part, goes out 
the window and in effect what you have ultimately is a 
retail sales tax. So if you follow this through from the 
retailer to the consumer, the retailer sells the goods for 
$350, there is tax of $28, a credit of $12, net remittance of 
$16. The bottom line is that a retail sales tax gives you the 
same taxes as the MSST. Whether you get that faster 
under an MSST than in a retail sales tax is something you 
cannot state either way with certainty. It depends on the 
turnover of inventory. Is there a question on_ that 
illustration? 


Page 1B tries to overcome the fear that somehow this 
tax will be borne by the manufacturer, wholesaler, or 
retailer. We are going to use the same example: currently 
the wholesaler has sales of $150, purchases of $100, gross 
margin of $50. Under the new MSST scheme, very simply 
his sales figure increases by the $12 tax; his purchases 
have gone up by $8 to $108. He owes the government $4, 
$50. 


° 2030 


I think there is a big fear that somehow the middleman 
will suffer under a multi-stage sales tax. Now obviously 
this assumes that the wholesaler can then turn around and 
collect the $12 from the retailer. 


The Chairman: In this particular illustration, have you 
not used the subtraction method for calculation? 


Mr. Friedman: No, all we have done is— 


The Chairman: Are you not going to subtract $108 
from $162 to get— 


Mr. Weyman: That is not the actual proposal, Mr. 
Chairman. 


The Chairman: —$54, and then multiply by 8 to get 
8% of $54, which is $4? 


Mr. Friedman: No, that is not what we are doing. All 
we are trying to prove is that the margin of the taxpayer— 
in this case, the wholesaler—is equal under a pre-MSST 
system and the MSST system. 


Now, obviously this assumes that the wholesaler can 
then turn around and get the extra $12 from the retailer. 


_ This should not be a problem because the retailer will get 


[Traduction| 


M. Friedman: Selon le systéme en vigueur, la taxe doit 
€tre versée le dernier jour de chaque mois, et 4 compter 
d’avril ou de mai prochain, le délai imparti sera de 22 ou 
23 jours aprés la fin du mois. 


Vous conservez néanmoins un délai de trois mois pour 
faire votre paiement. Mais c’est une autre question, que 
nous  aborderons lorsque nous parlerons de 
l’administration. 


[| faut bien comprendre que si les marchandises 
demeurent entre les mains du fabricant ou du grossiste, 
Ou méme du détaillant, cette taxe multi-stades n’est pas 
appliquée et, en fin de compte, vous vous retrouvez avec 
une taxe de vente au détail. Par conséquent, si vous suivez 
la marchandise du détaillant jusqu’au consommateur, le 
détaillant la vend 350$, plus une taxe de 28$ sur laquelle 
il y a un crédit de 12$, ce qui donne un versement net de 
16$. En fin de compte, la taxe de vente au détail vous 
donne le méme montant de taxe que la taxe de vente 
multi-stades. [Il est impossible  d’affirmer que le 
gouvernement percevra plus rapidement cette taxe multi- 
stades que la taxe de vente au détail. Cela dépend du 
roulement du stock. Avez-vous des questions a poser au 
sujet de cet exemple? 


A la page 1B, nous essayons de démontrer qu'il n’y a 
pas lieu de craindre que le fabricant, le grossiste ou le 
détaillant paient la taxe de leurs poches. Prenons le méme 
exemple: a l’heure actuelle, le grossiste revend 150$ des 
marchandises qu‘il a achetées 100$, ce qui lui donne un 
bénéfice brut de S0$. Avec la nouvelle taxe de vente multi- 
stades, 12$ de taxe viennent s’ajouter a son prix de vente, 
et le prix auquel il a acheté sa marchandise passe a 1083. 
If doit au gouvernement 4$ sur ces 50$. 


Certains craignent que l’intermédiaire ne fasse les frais 
de la taxe de vente multi-stades. Il faut, bien sur, que le 
grossiste puisse a son tour faire payer les 12$ au détaillant. 


Le président: Dans cet exemple, avez-vous utilisé la 
méthode de la soustraction pour vos calculs? 


M. Friedman: Non, nous avons simplement. . . 


Le président: N’allez-vous pas soustraire 108$ de 162$ 
pour arriver a... 


M. Weyman: Ce n’est pas ce qui est proposé, monsieur 
le président. 


Le président: . 54$, puis multiplier par 8 pour 
obtenir 8 p. 100 de 54§, ce qui donne 4$? 


M. Friedman: Non, ce n’est pas ce que nous faisons. 
Nous essayons simplement de démontrer que la marge 
bénéficiaire du contribuable, c’est-a-dire, dans ce cas, le 
grossiste, demeurera la méme avec la taxe de vente multi- 
Stades. 


I] faut, bien sar, que le grossiste puisse, a son tour, faire 
payer les 12$ de plus par le détaillant. Cela ne devrait pas 
poser de probleme, étant donné que le détaillant 
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an instant credit for this tax. His net purchase price will 
continue to be $150. So the wholesaler sells to the retailer 
for $162; the retailer can get the $12 back right away. 


The Chairman: He does not get it back right away; he 
gets it back in his next filing period and when the 
machinery decides to pay the cheque. 


Mr. Friedman: You are right. But at the same time, as 
a retailer, the cash registers will be ringing up higher sales 
that include the tax. So he has that in his hands as well. 


The Chairman: | see. 


Mr. Friedman: If you look back in the example, the 
only hitch might be if the retailer found that the 
customers were saying they do not want to pay $378 for 
this good that used to cost them, say, $350. Now, if his 
customers find that unpalatable, he may attempt to reduce 
his selling price partly by going back to his supplier and 
saying that his customers have a problem with this higher 
price. 


Now, remember, what we have not taken into account 
is that this old good might or might not have been subject 
to federal sales tax, and it is unclear as to how the 
manufacturer or even the wholesaler or retailer will 
behave in passing on either a cost reduction or a cost 
increase. 


Now, page 1-2 illustrates the difference between a 
provincial sales tax and an MSST. Generally, the 
Constitution allows provinces to tax only directly; the tax 
must be imposed directly on the purchaser and consumer, 
whereas the MSST is imposed on the vendor. As we said 
before, the provincial sales tax is collected only once from 
users. However, there are certain situations where it may 
be collected more than once; for example, if you are a 
retailer and you are selling taxable goods. If you buy store 
fixtures, the store fixtures will have been subject to 
provincial sales tax. That obviously has to be built into the 
selling price of your taxable goods, and therefore it is 
subject to tax again, whereby in an MMST it is collected 
on all sales and refunded at the next trade level. 


Some provinces are more generous than others on 
business inputs, and they will give you exemption for 
manufacturing and processing equipment. Other 
provinces will not. The business inputs vary by province. 
Under an MSST, credit is granted for all business inputs. 
Generally, all the provinces will exempt raw materials 
and work in process as business inputs. 


Now, because the tax is a direct tax, the tax must be 
shown. It must generally be broken out. Under an MSST, 
the choice exists either to show the tax or to bury it. Some 
provinces exempt food, children’s clothing, furniture, 
hotel accommodations, unsalted peanuts, six or more 
doughnuts, what have you. It depends on the province, 
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obtiendra un crédit de taxe instantané. Son prix d’achat 
net sera toujours de 150$. Par conséquent, le grossiste 
vend la marchandise 162$ au détaillant, lequel récupere 
immédiatement ses 12$. 


Le président: Il ne les récupére pas immédiatement, il 
doit attendre sa prochaine période de déclaration et il doit 
attendre également que l’appareil administratif decide de 
lui envoyer son cheque. 


M. Friedman: C’est exact. Mais en méme temps, le 
détaillant encaissera un prix de vente plus élevé, qui 
comprendra la taxe. Par conséquent, cet argent sera entre 
ses mains. 


Le président: Je vois. 


M. Friedman: Si nous reprenons cet exemple, il n’y 
aurait de problémes que si les clients du détaillant 
refusaient de payer 378$ pour une marchandise qu’ils 
avaient l’habitude de payer 350$, par exemple. Si ses 
clients rechignent, le détaillant cherchera peut-€tre a 
réduire son prix de vente en allant voir son fournisseur 
pour lui dire que ses clients n’acceptent pas cette hausse 
de prix. 


Néanmoins, nous n’avons pas tenu compte du fait que 
cette marchandise a peut-étre été assujettie a la taxe de 
vente fédérale et que nous ignorons comment le fabricant, 
ou méme le grossiste ou le détaillant, procéderont pour 
transférer la réduction ou l’augmentation de leur prix de 
revient au maillon suivant de la chaine. 


La page 1-2 illustre la différence entre la taxe de vente 
provinciale et la taxe de vente multi-stades. En général, la 
constitution n’autorise les provinces qu’a percevoir des 
impots directs; la taxe doit étre imposée directement a 
Vacheteur et au consommateur, tandis que la taxe de 
vente multi-stades est imposée au vendeur. Comme nous 
Vavons déja vu, la taxe de vente provinciale n’est pergue 
qu’une seule fois. Cependant, il arrive qu’elle le soit 
plusieurs fois. Par exemple, si un détaillant qui vend des 
marchandises taxées achéte de l’€quipement pour son 
magasin, il devra payer la taxe de vente provinciale sur cet 
équipement. Cette taxe sera certainement incluse dans le 
prix de vente des marchandises taxées, si bien que ce 
montant sera de nouveau taxé, alors que la taxe de vente 
multi-stades est percue sur toutes les ventes et remboursée 
au stade suivant. 


Certaines provinces sont plus généreuses que d’autres a 


l’égard des intrants et accordent une exonération pour le 
matériel de fabrication et de transformation. D/’autres 
provinces ne le font pas. Les intrants exonérés varient 


d’une province a l’autre. Avec la taxe de vente multi- 


stades, le crédit est accordé pour tous les intrants. En 


général, toutes les provinces exonérent les matieres 


premieres et le travail non terminé. 


Comme cette taxe est un impot direct, son montant 


doit étre indiqué. Généralement, il faut le séparer du prix | 


de vente. La taxe de vente multi-stades permet d’indiquer 


le montant de la taxe ou de le cacher dans le prix de- 


vente. Certaines provinces exonérent les produits 
alimentaires, les vétements pour enfants, le mobilier, les 


| 
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and the exemptions vary. Under a broad-based MSST, all 
goods would be taxed. 


* 2035, 


Now, the province can only tax within its boundaries. 
Generally it cannot force parties outside its borders to 
withhold provincial sales tax. At least the federal 
government has the power to tax all across Canada. While 
goods exported outside the provincial boundaries are not 
subject to tax, the tax on business inputs are not creditable 
under a provincial sales tax scheme and the tax on 
business inputs remains part of the export price. Under 
an MSST, the tax content of exports is eliminated. 


Page 1-3 compares federal sales tax with an MSST. 
Generally, the federal sales tax, with very limited 
exceptions, is paid only once. It is a manufacturers’ tax 
that in the 1980s gradually has moved to the wholesale 
level. So for want of a_ better description, it is a 
manufacturers sales tax applied at the wholesale level. 


‘Since the early 1980s, and increasingly so, goods like 
cosmetics, health goods, candy and confectionery, pet 
litter, electronic goods, cars, pet foods, gasoline, are taxed 
at the wholesale level. At July 1, 1988, added to the list 
are household chemicals, toys, games, sporting goods and 
audio tapes. In addition— 


The Chairman: That is possible, but not necessarily. 
Mr. Friedman: That is just based on— 


The Chairman: That is assuming what is in the white 
paper stays in the white paper, having been altered once 
already. 


Mr. Friedman: That is correct, yes. 


The Chairman: Yes. 


Mr. Friedman: In addition, and I guess what this chart 
does not say, is that the federal sales tax also exists on 
Certain services at the retail level, on _ airline 
transportation, cable television, pay-TV and 
telecommunication services. The tax, and we alluded to 
this before, generally remains the responsibility of the 
vendor or importer. Under an MSST it is imposed on the 
vendor. 


Under a federal sales tax, generally exemption only for 
limited business inputs, generally again, manufacturing 
€quipment used directly and primarily in manufacturing. 


[Traduction] 


chambres d’h6tel, les arachides non salées, les beignes 
vendus a la demi-douzaine, et ainsi de suite. Les 
exonérations varient d’une province a l’autre. Avec une 
taxe de vente multi-stades d’application générale, tous les 
bien seraient taxés. 


Une province ne peut percevoir des taxes que sur son 
territoire. En général, elle ne peut pas obliger les 
commergants installés a l’extérieur de ses frontiéres 4 
percevoir, en son nom, la taxe de vente provinciale. 
Quant au gouvernement fédéral, son pouvoir 
d’imposition s’étend 4 tout le Canada. Les marchandises 
exportées en dehors de la province ne sont pas assujetties 
a la taxe, mais la taxe sur les intrants ne donne pas droit a 
un crédit en vertu du régime provincial de taxe de vente, 
et elle demeure incluse dans le prix des exportations. La 
taxe de vente multi-stades ne s’applique pas aux 
exportations. 


La page 1-3 établit une comparaison entre la taxe de 
vente fédérale et la taxe de vente multi-stades. En général, 
la taxe de vente fédérale n’est payée qu’une seule fois, a 
quelques rares exceptions prés. II s’agit d’une taxe au 
niveau du fabricant qui, dans les années 80, a été 
graduellement transférée au niveau du gros. Par 
conséquent, faute de meilleure description, je dirais qu’il 
S’agit d’une taxe de vente au niveau du fabricant qui 
s’applique au niveau du gros. 


Depuis le début des années 80, les marchandises 
comme les cosmétiques, les articles d’hygiéne, la 
confiserie, les litiéres pour animaux domestiques, les 
appareils électroniques, les automobiles, les aliments pour 
animaux domestiques et l’essence sont taxées au niveau du 
gros. A compter du 1° juillet 1988, les produits 
chimiques ménagers, les jouets, les jeux, les articles de 
sport et les cassettes audio s’ajouteront 4 cette liste. En 
Outre” 


Le président: Peut-étre, mais pas nécessairement. 
M. Friedman: Nous nous fondons simplement sur. . . 


Le président: C’est vrai a la condition que la teneur du 
Livre blanc ne soit pas modifiée une fois de plus. 


M. Friedman: C’est exact. 
Le président: En effet. 


M. Friedman: De plus, et je suppose que ce diagramme 
ne le dit pas, la taxe de vente fédérale s’applique déja, au 
niveau du détail, a certains services, comme les transports 
aériens, la cablodistribution, la télévision payante et les 
services de télécommunication. Comme nous l’avons déja 
mentionné, la taxe doit généralement étre pergue par le 
vendeur ou l’importateur. Quant 4a la taxe de vente multi- 
stades, elle doit étre payée par le vendeur. 


En ce qui concerne la taxe de vente fédérale, en 
général, seuls certains intrants sont exonérés, 4 savoir le 
matériel utilisé directement et principalement pour la 


133: 16 


[| Text] 


Under MSST it is proposed that there be credit for all 
business inputs. 


Now, there is no requirement to break out the tax 
under a federal sales tax system. In fact, you are 
encouraged to bury the tax. The tax in most cases does not 
even bear a relationship to the price at which the goods 
are being sold because of a number of deductions that are 
available both within and without the statute. Under an 
MSST you have the choice again of showing or burying 
the tax. 


There are a large number of exemptions by type of 
goods, by consumers or by end use. Goods like most food 
and most clothing are exempt from federal sales tax. 
Goods used in farming and manufacturing are exempt 
and because of the nature of the purchaser goods that are 
exempt are goods sold to hospitals, certain goods sold to 
schools or to municipalities. 


Currently there are three rates of federal sales tax— 
four if you count zero—8% for construction materials, 
12% for general goods and 18% for cigarettes and 
alcoholic beverages. Under a multi-stage sales tax, I have a 
question mark. Currently only one rate is proposed but if 
you look at the summary of the manner in which 
countries tax in Europe, a number of rates could 
ultimately be introduced if desired. 


The Chairman: That is one of the problems. You 
cannot get at the gasoline and the alcohol, the tobacco 
and so on at a decent high rate this way, can you, if you 
have a flat rate? 


Mr. Friedman: Unless you propose continuing with a 
stamp tax or an excise tax in addition. 


The Chairman: Or a surtax on them. 
Mr. Friedman: Yes. 


The Chairman: Or a non-deductible or a non- 
refundable tax. 


Mr. Friedman: All of these are available to you, and I 
believe there are certain higher taxes or additional taxes 
on luxuries in some of the European countries as well. So 
that is an opportunity as well. Federal sales tax— 


° 2040 


The Chairman: Before you go on here, the federal sales 
tax has been badly criticized. Is there any way of fixing it 
up? I mean, we have the three top experts here. Can we 
fix this present tax up and forget the whole thing? 
Suppose we added the clothing and the footwear and the 
rest of it into the tax base and collected some more 
revenue that way, and suppose we moved it all to the 
wholesale level and had a special rate for large retailers. 
Would that be so difficult? We would have a nice buried 
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fabrication. Selon les propositions relatives a la taxe de 
vente multi-stades, un crédit serait accordé pour tous les 
intrants. 


La taxe de vente fédérale n’oblige pas a indiquer le 
montant de la taxe. En fait, le systeme en vigueur vous 
incite a cacher cette taxe. Dans la plupart des cas, il n’y a 
méme pas de rapport entre la taxe et le prix auquel les 
marchandises sont vendues en raison des déductions 
autorisées par la loi et d’autres dispositions. La taxe de 
vente multi-stades vous permet d’indiquer le montant de 
la taxe ou de le cacher, selon votre préférence. 


Il existe un grand nombre d’exemptions accordées en 
fonction de la  catégorie de  marchandises, de 
consommateurs ou d’utilisation. La plupart des produits 
alimentaires et des vétements, par exemple, sont exemptés 
de la taxe de vente fédérale. Les biens utilisés pour 
agriculture et la fabrication sont exonérés et, en raison 
de la nature de l’acheteur, certains biens vendus aux 
hépitaux, aux écoles ou aux municipalités sont également 
exemptés. 


A Vheure actuelle, il y a trois taux différents pour la 
taxe de vente fédérale, ou méme quatre si vous comptez le 
taux de zéro: 8 p. 100 pour les matériaux de construction; 
12 p. 100 pour les marchandises générales et 18 p. 100 
pour les cigarettes et les boissons alcoolisées. Je me 
demande ce qu’il en sera avec la taxe de vente multi- 
stades. A l’heure actuelle, le gouvernement ne propose 
qu’un taux, mais si vous examinez la fagon dont les pays 
européens imposent cette taxe, il serait possible 
d’instaurer plusieurs taux. 


Le président: Cela pose un probléme. Si vous avez un 
taux uniforme, pouvez-vous avoir un taux suffisamment 
élevé pour l’essence, |’alcool et le tabac? 


M. Friedman: A moins que vous ne vouliez continuer a 
imposer une taxe d’accise supplémentaire. 


Le président: Ou une surtaxe. 
M. Friedman: Oui. 


Le président: Ou encore une taxe non déductible ou 
non remboursable. 


M. Friedman: Ce sont 1a plusieurs possibilités, et je 
crois que certains pays européens imposent également des 


taxes plus élevées ou supplémentaires sur les articles de | 
taxe de vente) 


luxe. C’est donc une possibilité. La 


fédérale. . . 


Le président: Avant de vous laisser poursuivre, je tiens 


a dire que la taxe de vente fédérale a fait l’objet de ~ 


nombreuses critiques. Existe-t-il un moyen de 
V’améliorer? Nous avons ici trois grands experts. Est-il 
possible d’améliorer la taxe en vigueur et de laisser 
tomber ces propositions? Supposons que nous ajoutions le 
vétement et la chaussure, de méme que tout le reste, a 
lassiette fiscale, ce qui permettrait d’augmenter les 
recettes, que cette taxe serait entiérement transférée au 


| 
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tax then and we would still collect our revenue and we 
would not upset the populace by letting them know they 
are being hosed by this terrible tax. We could even put 
the tax on accounting bills, legal bills, and so on. Nobody 
would object to that. 


. 


Mr. Friedman: No. I think more learned men—and I 
do not want to speak for Peter Wood and Lorey 
Hoffman—have tried over the last 50 years to correct the 
tax: the wholesale tax committee, the Carter commission; 
it goes back to, I am not sure if I was born, the Rowell- 
Sirois committee. I think they have all tried, but what 
they have done is just added more complexities to it. They 
have added some things taxed at the wholesale level, they 
have added fair market value rules, and it is becoming 
more and more complex. I think most tax practitioners 
speak with good intentions and would have come up with 
solutions to the problem, but I think the belief is that the 
best solution to the problem is a retail sales tax of one 
form or another. 


Peter, do you have anything to add? 


Mr. Wood: I would agree that it is impossible under a 
federal sales tax to fully relieve the tax on business inputs, 
and that is one of the problems if we want to be 
competitive internationally and have proper allocation of 
resources. We have to be able to relieve the tax on the 
business input so that the sales tax content ends up being 
the same percentage of the final selling price of goods, or 
completely out, completely relieved of direct and indirect 
taxes where the goods are moved to the international 
marketplace. 


Mr. Weyman: Gentlemen, I might add too that I think 
that unless the tax does extend to the retail level, the sales 
tax, it is also virtually impossible to eliminate the 
problems between imported goods and goods produced in 
Canada, because the only place in the whole business 
cycle where you can reach a parity is at the retail level. 
Whether the goods have been made in Canada or 
imported into Canada, that is where you get the neutral 
position. So any tax imposed would bear equally on goods 
from both sources. Anything further back from that, any 
Stage prior to the retail level, you are going to have some 
distortion creep in, if you like, between the imported 
goods and the domestically produced goods. 


Mr. Friedman: [ guess the question is what do you 
Want from the tax? If you want the principles elucidated 
in the first section of the sales tax reform book, then there 
feally is no solution. If you want to raise a lot of money 
with an imperfect and unfair tax, the present tax will do 
ie 
| 

It is interesting you say that, because the next three 
items on this list on federal sales tax very Clearly illustrate 
what some of the problems are. Variable percent tax 
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niveau du gros, et que nous établissions un taux spécial 
pour les détaillants importants. Serait-ce trés difficile? Si 
nous avions une taxe cachée au niveau du grossiste, nous 
pourrions continuer a percevoir nos recettes fiscales sans 
faire peur a la population avec cette terrible taxe. Nous 
pourrions méme taxer les honoraires des comptables et 
des avocats, par exemple. Personne n’y verrait d’objection. 


M. Friedman: Non. Je pense que des gens plus 
compétents que moi—je ne parle pas pour Peter Wood et 
Lorey Hoffman—ont essayé, depuis 50 ans, d’améliorer la 
taxe. Nous avons eu le comité sur la taxe au niveau du 
gros, la Commission Carter, et méme la Commission 
Rowell-Sirois, qui a étudié la question quand je nétais 
méme pas encore né; je n’en suis pas certain. Tous ont 
essayé d’améliorer la taxe, mais ils n’ont fait que la rendre 
plus complexe. Ils ont ajouté certains articles taxés au 
niveau du gros, ils ont instauré les régles de la Juste valeur 
marchande, et cette taxe est devenue de plus en plus 
complexe. La plupart des fiscalistes sont pleins de bonnes 
intentions et préts 4 proposer des solutions, mais tous 
s’accordent a croire, je pense, que la meilleure fagon de 
résoudre le probléme consiste 4 avoir une taxe de vente 
au détail sous une forme ou une autre. 


Peter, avez-vous quelque chose a ajouter? 


M. Wood: Je reconnais qu’une taxe de vente fédérale 
ne permet pas d’exonérer entiérement les intrants et qu'il 
s'agit la d’un des problémes a résoudre si nous voulons 
soutenir la concurrence internationale et bien répartir nos 
ressources. Nous devons pouvoir exonérer les intrants afin 
que la taxe de vente représente le méme pourcentage du 
prix de vente final des marchandises ou que les taxes 
directes et indirectes soient complétement supprimées 
lorsque les marchandises sont exportées. 


M. Weyman: Messieurs, j’ajouterai qu’ moins que la 
taxe de vente ne s’étende au niveau du détail, il est 
pratiquement impossible d’éliminer le probléme que 
posent les marchandises importées par rapport aux 
marchandises produites au Canada, étant donné que le 
niveau du détail représente le seul maillon de la chaine 
ou vous pouvez parvenir a la parité. Que les marchandises 
aient été fabriquées au Canada ou importées, c’est a ce 
stade que vous parvenez a un niveau de neutralité. Par 
conséquent, toute taxe imposée 4 cette étape s’applique de 
la méme fagon aux marchandises canadiennes ou 
importées. A tout stade antérieur au niveau du détail, 
vous créez une certaine distorsion entre les produits 
importés et les produits nationaux. 


M. Friedman: La question est de savoir quel est le but 
recherché. Si vous voulez respecter les principes énoncés 
dans la premiére partie du Livre blanc sur la réforme de 
la taxe de vente, il n’y a pas de solution. Par contre, si 
vous voulez recueillir beaucoup d’argent au moyen d’une 
taxe imparfaite et injuste, la taxe actuelle vous permet de 
le faire. 

Vos observations sont intéressantes, étant donné que les 


trois questions suivantes que nous examinons a propos de 
la taxe de vente fédérale donnent une bonne idée de 
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content, depending on route to retailer, whether imported 
or not— 


The Chairman: Sure. 


Mr. Friedman: —and the problem is that the ultimate 
percentage tax content of consumer goods may vary 
depending on how it gets to the retailer. We have talked 
about this before. Goods manufactured in Canada, as 
David says, bear one absolute amount of tax, and others 
which are imported bear a lower amount of tax, given the 
same selling price. 


° 2045 


There is also something I like to call a “floating tax 
base”. The Excise Tax Act and, for want of a better word, 
some administrative rules that have crept in over the last 
50 years allow things like transportation, installation, cash 
discounts, volume rebates, and other miscellaneous 
discounts to be taken off the tax base before the 
manufacturer or wholesaler computes his tax. 


The Chairman: Will that not happen anyway? 


Mr. Friedman: No, I do not think so. 


The Chairman: Why would it not happen in an MSST? 
Surely you would organize your sale, or you would get 
a... It just changes the rebate on the selling price, does it 
not? 


Mr. Friedman: No. In this situation, under a federal 
sales tax, the theory behind it is that you only tax the 
good. You do not tax the installation attached to it; you do 
not tax the transportation. 


Cash discounts, if you ultimately reduce the price, will 
fall out of the value-added tax system as well, but 
transportation and installation and other services will be 
trapped. So there is that floating base, and it is 
unfortunate that some taxpayers know more about that 
floating base than others and therefore the more you 
know— 


Mr. Layton: The less you pay. 
Mr. Friedman: —the less you pay. 


On the systems administrative bound versus statute 
bound for MSST, there are two vehicles you will not find 
in the Excise Tax Act, called determined values and 
established values. If we had three or four hours, then we 
could talk about how determined values are built. Very 
simply, if I am a manufacturer and I sell say to a retailer, 
and I do not sell to wholesalers but my competition does, 
then I can go to Revenue Canada, and by a mysterious 
process, within a period of time Revenue Canada will or 
will not come back to me and say you do not have to pay 
tax on selling price but you can pay tax on selling price 
less an x percentage to make you equal to your 
competition. 
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certains problémes. Le montant de la taxe varie selon le 
nombre d’intermédiaires qui interviennent entre le 
fabricant et le détaillant, qu’il s’agisse de marchandises 
importées ou non... 


Le président: Certainement. 


M. Friedman: . . . le probléme, c’est que le montant de 
la taxe qui entre dans le prix final des biens de 
consommation peut varier selon la fagon dont la 
marchandise est parvenue jusqu’au détaillant. Nous en 
avons déja parlé. Comme l’a dit David, la taxe sur les 
produits fabriqués au Canada s’éléve a un certain 
montant, et elle est moins élevée sur les marchandises 
importées, qui sont vendues au méme prix. 


Il y a également ce que j’appellerais |’«assiette fiscale 
flottante». La Loi sur la taxe d’accise et, faute de meilleur 
mot, certaines régles administratives adoptées depuis 50 
ans, permettent au fabricant ou au grossiste de déduire 
certains frais comme le transport, l’installation, les rabais 
pour paiement comptant, les rabais sur la quantité, et 
autres ristournes, avant de calculer sa taxe. 


Le président: Ne continueront-ils pas a le faire de toute 
fagon? 


M. Friedman: Non, je ne le crois pas. 


Le président: Pourquoi la taxe de vente multi-stades ne 
permettrait-elle pas de le faire? Vous pouvez certainement 
organiser votre vente ou obtenir... Cela modifie 
simplement le rabais sur le prix de vente, n’est-ce pas? 


M. Friedman: Non. En pareil cas, suivant le principe 
de la taxe de vente fédérale, vous ne taxez que la 
marchandise. Vous ne taxez pas l’installation ni le 
transport. 


La TVA ne s’appliquera pas aux rabais qui réduisent le 
prix de vente, mais les frais de transport et d’installation, 
ainsi que les autres services, n’y échapperont pas. Par 
conséquent, l’assiette de la taxe est flottante, et il est 
regrettable que certains contribuables soient mieux au 
courant que d’autres, car plus vous en Savez. . . 


M. Layton: Moins vous payez. 
M. Friedman: . . . moins vous payez. 


Pour ce qui est des systemes administratifs par. 
opposition aux systémes législatifs, il existe deux principes 
que vous ne trouverez pas dans la Loi sur la taxe d’accise, 
soit les valeurs déterminées et les valeurs établies. Et si 
nous avions trois ou quatre heures devant nous, nous 
pourrions voir en quoi consiste la valeur déterminée. 
Pour vous expliquer la chose de fagon fort simple, si je | 
suis un fabricant qui vend des marchandises a un) 
détaillant, si je ne vends pas aux grossistes alors que mes’ 
concurrents le font, je peux aller voir les agents de 
Revenu Canada et, au bout d’un certain temps, a issue’ 
d’un mystérieux processus, ces derniers viendront me dire’ 
que je dois payer la taxe non pas sur le prix de vente, mais 
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Some of these determined values are 20 or 30 years old. 
There are excise tax bulletins to provide for them. They 
are unappealable. You get them from the government. So 
it is an administrative bound rule. 


Determined values are imposed by the government; 
established values are imposed by you. If you are a 
manufacturer and sell to wholesalers, but you also sell to 
retailers at a price that is higher than the price at which 
you sell to wholesalers, then providing certain conditions 
are met you can use the tax base as the tax base, your 
selling price to wholesalers for all of your sales. 


There are conditions to be met, and again, if Revenue 
Canada does not appreciate the manner in which you 
have computed this tax, then they can reassess and there 
are no avenues of appeal. 


So that is what we mean by administrative bound. I 
guess that is why I am asking how you fix the system 
when you have all of these rules. 


The Chairman: It collects a lot of money, though, does 
it not? 


Mr. Friedman: Yes. 
Mr. Layton: Getting rid of it. 


Mr. Friedman: Finally—and this is one of the concerns 
of exporters—there is a federal sales tax content of exports 
and it is hoped that the multi-stage sales tax would 
eliminate the tax content of exports. Questions to that 
point? 


The Chairman: No, I think we are fine. 


Mr. Friedman: I would like to get a copy, so maybe I 
will get Peter— 


The Chairman: Do not worry. We have a clerk here 
who will get a copy. 


Mr. Weyman: It says in the book, the sales tax reform 
publication of the government, that no fewer than 22,000 
Special provisions and administrative interpretations of 
the Excise Tax Act have been provided in an effort to 
achieve a reasonable degree of fairness and equity in the 
application of the tax. 


° 2050 


The Chairman: Okay. 


Mr. Wood: The next line, 1-4, really just sets out the 
basic scheme of the government’s proposals: who is liable, 
On what, and there is of course a timing question as to 
when they become liable for it. 


So who is liable? The proposal says it is a person who 
is engaged in taxable activity. So there are some new 
terms here. A person has to be engaged in a taxable 
activity. When we dig deeper into the proposals, we find 
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sur le prix de vente moins un certain pourcentage, pour 
que je me retrouve sur un pied d’égalité par rapport a 
mes concurrents. 


Certaines de ces valeurs déterminées ont été établies il 
y a 20 ou 30 ans. Le gouvernement peut vous fournir des 
bulletins plutét rébarbatifs 4 ce sujet. Par conséquent, il 
s’agit d’une régle administrative. 


Les valeurs déterminées sont imposées par le 
gouvernement, tandis que c’est vous-méme qui vous 
imposez les valeurs établies. Si vous étes un fabricant qui 
vend a des grossistes, mais qui vend également a des 
détaillants a un prix plus élevé, si vous remplissez 
certaines conditions, vous pouvez calculer votre taxe, sur 
toutes vos ventes, en fonction de votre prix de vente aux 
grossistes. 


Il y a certaines conditions a remplir et, encore une fois, 
si Revenu Canada n’aime pas la fagon dont vous avez 
calculé cette taxe, il peut émettre un nouvel avis de 
cotisation qui sera sans appel. 


Voila donc ce que nous entendons par «regles 
administratives». C’est sans doute pourquoi je me 
demande comment on pourrait améliorer le systeme avec 
autant de régles. 


Le président: Cela permet quand méme de recueillir 
beaucoup d’argent, n’est-ce pas? 


M. Friedman: En effet. 
M. Layton: Si l’on s’en débarrasse. 


M. Friedman: Enfin, et c’est notamment ce qui tracasse 
les exportateurs, la taxe de vente fédérale se retrouve dans 
le prix des exportations, et on espére que la taxe de vente 
multi-stades mettra fin a4 cette situation. Avez-vous des 
questions a poser a ce sujet? 


Le président: Non, je pense que tout va bien. 


M. Friedman: Je voudrais en avoir un exemplaire, et je 
pourrais peut-€tre demander 4 Peter. . . 


Le président: Ne vous inquiétez pas. Notre greffier vous 
en donnera un exemplaire. 


M. Weyman: Dans le Livre blanc du gouvernement sur 
la réforme de la taxe de vente, il est dit que la Loi sur la 
taxe d’accise a fait l’objet de 22,000 dispositions spéciales 
et interprétations administratives pour que la taxe puisse 
étre appliquée de fagon raisonnablement équitable. 


Le président: D’accord. 


M. Wood: La page suivante, 1-4, énonce les principes 
fondamentaux de la proposition gouvernementale: qui est 
assujetti, l’assiette de la taxe, et bien entendu, a quel 
moment une personne y est assujettie. 


Alors, qui est assujetti 4 la taxe de vente? Selon la 
proposition, toute personne qui se livre a une activité 
taxable. On y trouve donc de nouveaux termes. Une 
personne doit se livrer a une activité taxable. Lorsqu’on 
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that a taxable activity means it is somebody who is 
carrying on a business. 


So it is very similar to the Income Tax Act concept: the 
person must be carrying on a business. If they are not 
carrying on a business, then they are not in’ the net, [iatiis 
just a hobby—I am building computers in my basement as 
a hobby and I sell a couple to friends—it is not a business, 
and I would not be in the net. It is very similar to the 
U.K. rules, where it has to be of a business type to be in, 
and the supply has to be for consideration. 


There is also an exception for non-profit organizations, 
governments, and charities. They are, as we all know, 
generally exempt from income taxes. The government has 
said that these organizations, with respect to commercial 
sales, will be subject to the MSST rules. So it is 
commercial sales only; and we will be going into those in 
more detail tomorrow, when we look at that sector. 


Supplies in Canada. You will see this term “supplies” 
used throughout the literature. What does “supplies” 
mean? It is really just an umbrella term for the sale of 
goods or services. The sale of goods or services is supplies. 
That term is also used in the U.K. literature. We will be 
using the term “supply” to mean the sale of goods or a 
service, or the provision of a service. 


Timing. Generally speaking, when you get the cash, 
you become liable for it, or when the amount becomes 
receivable. There are of course a number of complicated 
rules, depending on the type of business you are in. For 
instance, it is different with real estate, of course, from 
with the sale of goods, different with services versus the 
sale of goods, and so on, as it is in all countries. 


New Zealand takes a slightly different approach in 
casting its net. Rather than bringing people into the net if 
they are carrying on business, it brings people into the net 
for any activity carried on continuously or regularly, 
whether or not for profit. So we have emphasized those 
words. In New Zealand you do not have to be carrying on 
a business to be in the tax net. 


Of course, what they are really saying is if you sit back 
and look at it, it is a value-added tax, it is not a tax on 
profits. Value added is something very different from 
profits, and non-profit organizations, for instance, can add 
value, even though they do not have profits. Because of 
the way they have cast the net here, non-profit 
organizations in New Zealand are in the net for virtually 
all their activities. It is quite different from this 
government’s proposal. 


Mr. Layton: Mr. Chairman, may I just introduce the 
question of other governments for a minute? Obviously 
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approfondit la proposition, on constate qu’une activité 
taxable signifie l’exploitation d’une entreprise par 
quelqu’un. 


Cela se rapproche donc du principe de Vimpot sur le 
revenu des particuliers: la personne doit exploiter une 
entreprise. Si ce n’est pas le cas, elle n’est pas assujettie a 
la taxe. Si c’est simplement un passe-temps—si, pour tuer 
le temps, je construis des ordinateurs dans mon sous-sol et 
que jen vends un ou deux a mes amis—ce n’est pas une 
entreprise, et je ne suis pas assujetti a la taxe. C’est fort 
semblable aux régles en vigueur au Royaume-Uni, ou il 
faut exploiter une entreprise et vendre des fournitures 
pour étre assujetti a la taxe. 


On y exonére les organismes sans but lucratif, les 
gouvernements et les organismes de charité. Comme vous 
le savez, toutes ces organisations sont normalement 
exonérées de l’impét. Selon le gouvernement, seules les 
ventes commerciales de ces organisations seront assujetties 
a la TVMS. Il s’agit donc seulement de leurs ventes 
commerciales; nous examinerons le détail demain, lorsque 
nous envisagerons ce secteur. 


Fournitures au Canada. Vous allez rencontrer souvent 
ce terme «fournitures» dans toute la documentation. Que 
signifie «fournitures»? En fait, c’est un terme général 
pour la vente de biens ou la prestation de services. Les 
fournitures, ce sont les biens ou les services fournis. On 
emploie aussi ce terme au Royaume-Uni. Nous allons 
employer le terme «fournitures» pour signifier la vente de 
biens ou la prestation de services. 


Echéancier. En général, lorsque vous étes payé, vous 
devenez assujetti a la taxe, sinon au moment ou le compte 
devient recevable. Il est évident que cela repose sur des 
régles complexes, selon la nature de Ventreprise que vous 
exploitez. A titre d’exemple, il faut distinguer, bien sur, 
entre la vente d’immeubles et la vente de biens, entre la 
prestation de services et la vente de biens, et ainsi de suite, 
comme c’est le cas dans tous les pays. 


En Nouvelle-Zélande, l’assiette de la taxe de vente est 
un peu différente. La taxe de vente s’applique non 
seulement aux exploitants d’entreprises, mais aussi a ceux 
qui exercent continuellement ou régulierement toute 
activité, dans un but lucratif ou pas. Voila pourquoi nous. 
avons souligné cette expression. En Nouvelle-Zélande, 
point n’est besoin d’étre exploitant d’entreprise pour étre: 
assujetti a la taxe de vente. 


‘Bien entendu, on constate, a la réflexion, qu’il s’agit 
effectivement d’une taxe sur la valeur ajoutée, et non pas 
d’un impoét sur les bénéfices. La valeur ajoutée et les 
bénéfices sont deux choses bien différentes, et les 
organismes sans but lucratif, par exemple, peuvent avoir, 
une valeur ajoutée, méme s’ils n’ont aucun bénéfice. vu 
les modalités de la taxe de vente en Nouvelle-Zélande, les 
organismes sans but lucratif y sont assujettis pour presque 
toutes leurs activités. Voila en quoi ce systéme differe de 
celui de la proposition gouvernementale. | 


M. Layton: Monsieur le président, pourrait-on discuter 
un moment des autres gouvernements? De toute évidence| 
\ 


} 
} 


25-1-1988 Finances et affaires économiques 133 221 


[Texte] 


neither the provincial nor the municipal levels of 
government are in business for profit. So there is a sense 
here of a kind of a tax which, having been paid, will then 
be required to be repaid by the federal government. We, 
as a federal government, lay taxes on the provinces on 
what they buy in services and goods, or _ the 
municipalities, who in turn are Supported by their own 
tax base, but also by the provinces. We sit back and say, 
well, as a result of being the senior government, there will 
be a repayment to equalize conditions in Canada. There 
are all kinds of ways in which this government transfers 
funds to the provincials. 


I find myself saying all right, if we now charge taxes on 
all the goods they buy then we are collecting taxes to 
return to them. It is our own money we are spending, in a 
sense, because their costs will go up and we will 
presumably, to give them the same deal they have had, be 
obligated to pay it right back to them. I presume we are 
talking hundreds of millions, maybe billions, of dollars in 
this respect. 


Does it really make sense to have a sales tax on other 
levels of government when we support those other levels 
of government? 


Mr. Wood: As you know, under the current federal 
Sales tax and the provincial sales tax, there is a federal- 
provincial agreement. Other than Alberta and I think one 
of the other western provinces, there is participation. 
Each agrees to pay each other’s taxes, and then there is a 
settling out. 


=*2055 


You are quite right. There are some adjustments that 
would be required, depending on the estimates. But as we 
will see tomorrow, there are some other reasons why 
governments would want to be in the system. Very often 
governments are dealing with business purchasers of the 
goods who will want a credit, so when they buy, even 
though it is from a provincial government, they will want 
a credit for the MSST that is in that good. For example, 
take a provincial liquor board. If a restaurant bought 
booze, then the restaurant presumably would want to be 
able to take a deduction for the booze it had bought from 
the provincial liquor board. If the liquor board were not 
in the system and collecting the MSST, then there would 
be no deduction to the restaurant for MSST purposes. 


Mr. Layton: The liquor board being in a sense a Crown 
asset of the province. 


Mr. Wood: Yes. Another example is some of the 
Provincial hydro companies. They sell a great deal of— 


The Chairman: Why do we not talk about a municipal 
hydro company that is selling electricity municipally to 
the ratepayers and_ is presumably owned by the 


| Traduction] 


ni les provinces ni les municipalités ne visent un but 
lucratif. En un sens, c’est un genre d’impot qui, une fois 
versé, devrait étre versé 4 nouveau par le gouvernement 
fédéral. On sait que le gouvernement fédéral taxe les 
provinces et les municipalités sur leurs achats de biens et 
services, lesquelles, en retour, ont leur propre assiette 
fiscale, quoique les provinces viennent en aide aux 
municipalités. Faisant partie du palier supérieur de 
gouvernement, nous faisons’ en sorte qu’il) y ait 
remboursement, afin d’égaliser les conditions au Canada. 
Le gouvernement a bien des fagons de transférer des fonds 
aux provinces. 


Alors je me dis: bon, quoique nous imposions tous les 
biens qu’elles achétent, nous levons des impéts afin de les 
rembourser. En somme, c’est notre propre argent que 
nous dépensons, car, lorsque leurs coats augmentent, il 
faut croire que nous allons continuer A respecter les 
mémes conditions du marché et, par conséquent, les 
rembourser dans la méme mesure. J’imagine qu’il y a des 
centaines de millions, voire des milliards, de dollars en 
cause. 


N’est-ce pas absurde d’imposer une taxe de vente aux 
autres paliers de gouvernement alors qu’il nous faut 
ensuite leur accorder une aide financiére? 


M. Wood: Comme vous le savez, selon les régimes 
actuels de taxe de vente fédérale et provinciale, un accord 
est intervenu entre le fédéral et les provinces. L’Alberta et 
une autre province de l’Quest mises a part, je crois, il ya 


participation. Chacune s’engage a verser les impots 
imposés par l’autre, puis on régle les comptes. 
Mais vous avez parfaitement raison. Certains 


ajustements s’imposent, selon les prévisions budgétaires. 
Mais comme vous le verrez demain, il y a d’autres motifs 
pour lesquels les gouvernements voudraient adhérer A ces 
régimes. Les gouvernements font souvent affaire avec des 
acheteurs commerciaux de biens qui veulent avoir un 
crédit, c’est-a-dire que, lorsqu’ils achétent, méme si c’est 
d’un gouvernement provincial, ils veulent avoir un crédit 
pour la TVMS qui s’applique a ces biens. A titre 
d’exemple, prenons le cas d’une régie provinciale des 
alcools. Lorsqu’un restaurant achéte des alcools, il 
souhaite censément obtenir une déduction 4 Végard des 
alcools qu’il s’est procurés auprés de la régie provinciale. 
Si cette régie n’adhére pas au régime, mais percoit la 
TVMS, les restaurants ne pourraient alors obtenir aucune 
déduction pour ce qui est de leurs achats. 


M. Layton: On peut dire que la régie des alcools fait 
partie de l’actif provincial de la Couronne. 


M. Wood: C’est juste. Un autre exemple, ce sont les 
sociétés hydro-électriques provinciales. Elles vendent une 
bonne partie de... 


Le président: Pourquoi ne parle-t-on pas des sociétés 
hydro-électriques municipales qui vendent de 1’électricité 
aux contribuables municipaux, qui appartiennent 
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municipality and is allegedly to operate on a non-profit 
basis? It is a distribution company. 


Mr. Wood: Okay, that is a good one. Of course, even at 
that level a great deal of the power would be sold to 
business users, who again would like a deduction. 


The Chairman: Of the majority of it, yes. 


Mr. Wood: If that municipality with respect to that 
service participates in the system, that would mean that 
all its inputs, all the electrical distribution system required 
to deliver the hydro, would be exempt from the federal 
taxes. It would be collected on the sale to business users, 
who then would get a credit for the tax charged by that 
company. 


The Chairman: Yes, I know. But everybody would be 
happier if they were not in the system, because if you 
bought the hydro from a municipality and there was no 
tax on that hydro, then why would you worry about that 
being a business input? 


Mr. Wood: Because of all the indirect taxes buried in 
that system, because obviously the capital plant is very 
expensive. To the extent— 


The Chairman: Whose plant is it? It happens to be the 
municipality’s. 


Mr. Wood: Sure, but I am just saying that to the extent 
that tax had been paid at previous stages— 


The Chairman: But really, is this MSST not just really 
a value-added tax? If a person in the system is not 
required to charge a tax on their value added, then 
purchasers from them buy more cheaply than they 
otherwise would. 


Mr. Wood: Not necessarily. If they just sold $1 of 
hydro, but they have put $10 million into capital plant 
that included an MSST of 8%, then they are paying more 
than they would otherwise. The idea is to relieve all those 
capital goods of the tax. 


The Chairman: But surely to goodness you did not buy 
the $10-million plant for the purpose of one month’s sale 
of electricity? 


Mr. Wood: No, I am just trying to use an extreme 
example. 


The Chairman: You provide for electricity sales over 
many, many years. Surely to goodness, if it is a value- 
added tax then any person who buys from someone who 
must charge a value-added tax will pay more for the good 
they buy than they would if they were buying from 
somebody who did not have to charge a value-added tax. 


Mr. Wood: It could be true for existing plant, but to 
the extent that the— 


The Chairman: It must be true every time, must it not? 
It must be true all the time. 
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normalement a la municipalité et qui sont censées étre 
des sociétés sans but lucratif? Ce sont des sociétés de 
distribution. 


M. Wood: D’accord, c’est un bon exemple. Bien str, 
méme a ce niveau, une bonne partie de |’électricité est 
vendue aux usagers commerciaux, qui souhaiteraient, eux 
aussi, obtenir une déduction. 


Le président: Pour la majeure partie de leurs achats, 
oul. 


M. Wood: Si, en l’occurrence, la municipalité adhére 
au régime, cela signifie que tous ses intrants, tout le 
systeme de distribution permettant de fournir l’électricité, 
seraient exonérés de l’impot fédéral. La taxe serait pergue 
lors de la vente aux usagers commerciaux, qui 
obtiendraient alors un crédit a l’égard de la taxe impos€e 
par la société hydro-€lectrique. 


Le président: Oui, je sais. Mais tout le monde ne serait 
plus content si ces sociétés n’adhéraient pas au régime, car 
si Vélectriciteée vous est vendue, sans taxe, par la 
municipalité, pourquoi alors vous inquiéter de ce que l’on 
en fasse un intrant commercial? 


M. Wood: C’est en raison de tous les impots indirects 
que recéle le régime, car les immobilisations elles-memes 
sont évidemment fort coaiteuses. Dans la mesure Ou. . . 


Le président: De quelles immobilisations parlez-vous? 
Elles appartiennent a la municipalité. | 


M. Wood: Certes, mais je disais que, dans la mesure ou 
la taxe est versée a diverses €tapes. . . 


Le président: En réalité, la TVMS n’est-elle pas une 
taxe sur la valeur ajoutée? Si une personne adhérant au 
régime n’est pas tenue d’imputer une taxe sur la valeur 
ajoutée, le prix de revient est alors plus économique pour 
les acheteurs. 


M. Wood: Pas nécessairement. Si la municipalité vend 
pour 1$ d’électricité, alors qu’elle vient de débourser 10 
millions de dollars pour ses immobilisations, ce qui 
comprenait une TVMS de 8 p. 100, cela ne peut que faire 
augmenter le prix de revient. L’idée, c’est que toutes les 
immobilisations soient affranchies de cette taxe. 


Le président: Ma foi, vous n’aménagez pas une centrale 
de 10 millions de dollars simplement pour vendre de 
Vélectricité durant un mois? 


M. Wood: Non, j’ai cité cet exemple comme un Ca! 
extréme. 


Le président: Vous prévoyez des ventes d’électricité qu 
s’étalent sur bien des années. Ma foi, si c’est une taxe su’ 
la valeur ajoutée, il est sir que toute personne qui achetc 
de quelqu’un qui est tenu d’imputer une taxe sur le 
valeur ajoutée va débourser davantage que si elle achéti 
de quelqu’un qui n’est pas obligé d’imposer une telle taxe. 


M. Wood: C’est vrai pour une centrale existante, mai 
dans la mesure ou... | 

Le président: C’est vrai dans tous les cas, n’est-ce pas’ 
Il faut que cela soit toujours vrai. | 
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Mr. Wood: No, it is not true all the time. To the extent 
that my capital costs go up because I am not relieved of 
the tax, I will try to pass that on through my selling price. 


The Chairman: But eventually you have used up your 
capital costs, and:then what do you do? 


_ Mr. Wood: I would buy more when I wanted it to be 
exempt from the tax so— 


The Chairman: You are assuming people are 
continually buying capital cost items that they do not 
need. 


Mr. Weyman: Mr. Chairman, I think it also 
all of the inputs of hydro— 


applies to 


Mr. Wood: Yes, not just the capital. 


Mr. Weyman: —not just capital. Its every input would 
be taxable. 


The Chairman: But if they do not have to charge tax 
on their value added, then presumably they can sell 
electricity more cheaply than the next guy who has to 
charge tax on his value added. If you have two electric 
companies side by side and one does not have to charge 
value-added tax and the other has to charge it, surely to 
goodness the one that does not have to charge it is going 
to sell more cheaply. Are you going to tell me that if you 
collect tax you can sell for less money than if you do not 
collect tax? 


Mr. Wood: You could, sure: 


The Chairman: Come on, guys, come on. 


° 2100 


Mr. Wood: Let us try this. The purchaser from the two 
hydro companies exports so he would be totally relieved 
of the tax break. ; 


The Chairman: You want to muddy the water again. 


This particular hydro company cannot export. It sells 


hydro in the same municipality. There are two municipal 


_ hydro companies: one has to pay value-added tax and one 
_ does not. Now, which company is likely to be able to sell 


cheaper? 


Mr. Weyman: The one that sells subject to tax. 


Mr. Wood: Yes, the one that sells subject to tax. If am a 


_ business purchaser and I export everything, in the system 


I would be totally relieved of all the taxes. I do not care 
that the company charged me tax because I going to get a 
tefund. My services are leaving the country and there will 


be no tax in the system anywhere on the cost of my 


_ inputs. 


Mr. Weyman: [ think it is important that we spend a 


-moment on this. 


[Traduction] 


M. Wood: Non, ce n’est pas toujours vrai. Dans la 
mesure ou mes frais d’immobilisations s’accroissent du 
fait que je ne suis pas exonéré de la taxe, je vais m’efforcer 
d’en tenir compte dans mon prix de vente. 


Le président: Mais vous voulez rentrer dans vos frais a 
un moment donné, alors que faites-vous? 


M. Wood: J’achéterais davantage, si je souhaitais étre 
exonéré de la taxe, pour que. . . 


Le président: Vous Supposez que les gens font 
continuellement des dépenses en immobilisations qui sont 
superflues. 


M. Weyman: Monsieur le 
S'applique a tous les 
hydro-€lectriques. . . 


président, je crois que ¢a 
intrants des  sociétés 


M. Wood: Oui, pas simplement aux immobilisations. 


M. Weyman: ... et non pas simplement 
immobilisations. Chaque intrant serait taxable. 


aux 


Le président: Mais si les municipalités n’ont pas a 
imposer de taxe sur la valeur ajoutée, on peut croire que 
leur prix de vente de l’électricité sera plus bas par rapport 
a quelqu’un qui doit percevoir cette taxe. Si vous avez, 
cote a céte, deux sociétés d’électricité, dont lune qui 
impute une taxe sur la valeur ajoutée et l’autre qui ne le 
fait pas, il me semble évident que cette derniére pourra 
vendre son électricité 4 un prix plus bas. Voulez-vous dire 
que si l’on percoit la taxe, on peut vendre moins cher que 
si l’on n’est pas tenu de la percevoir? 


M. Wood: C’est possible, certes. 


Le président: Voyons, voyons, messieurs. 


M. Wood: Mettons les choses ainsi. L’acheteur qui 
achete a ces deux sociétés exporte son électricité, de sorte 
qu’il est entiérement exonéré de cette taxe. 


Le président: Vous ne faites encore que méler les 
choses. Je parle d’une société hydro-électrique qui ne peut 
exporter. Elle vend l’électricité dans la méme 
municipalité. Cette derniére compte deux sociétés 
hydro-électriques: l’une qui verse la taxe sur la valeur 
ajoutée, l’autre qui ne le fait pas. En toute probabilité, 
laquelle de ces deux sociétés va vendre son électricité au 
prix le plus bas? 


M. Weyman: Celle dont les ventes sont assujetties a la 
taxe. 


M. Wood: Exact, celle dont les ventes sont assujetties a 
la taxe. Si je suis un acheteur commercial qui exporte 
tout, je suis exonéré de toute taxe, au titre de ce régime. 
Peu importe si la société m’impose une taxe, je serai 
remboursé. Les services que j’achéte sont destinés 4 
l’étranger, de sorte qu’aucune taxe n’est imputée sur le 
cout de mes intrants en vertu de ce régime. 


M. Weyman: Je crois qu’il est important que l’on 
consacre un petit moment a cette question. 
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The Chairman: What about you, Mr. Friedman? Are 
you convinced? 


Mr. Friedman: Yes, I have some examples— 
The Chairman: You are convinced. All right. 


Mr. Weyman: Mr. Chairman, as an example let us 
think of a Canadian business that is buying from a hydro 
utility which is exempt from the tax. Embedded in the 
price this Canadian business pays for the hydro is the tax 
cost that has gone into the inputs of that utility. Now, at 
the end of the line, when the consumer buys the goods 
from that business, he of course pays tax on the selling 
price. But included in that selling price along the way is 
this additional cost which is the cost of the tax on the 
inputs of the utility. However, if the utility is a taxable 
utility, the utility will get all the tax back on those inputs. 
In turn the business will get all the tax back which the 
utility paid on the hydro that it sold to that business. At 
the end, the consumer will only pay tax on a retail price 
that has no taxes included in it in the costs associated with 
it. That is the sort of fundamental distinction between 
having an intermediary business which is exempt and one 
which is taxable. 


The Chairman: I am going back to page l(a). Now, are 
you telling me that if the retailer who bought the goods 
for $150 and sold them for $350 did not have to charge 
tax, the person who purchased those goods from him 
would be worse off? 


Mr. Wood: Why do you not go— 


The Chairman: No, no. We can start right there. We 
will just draw a line there. 


Mr. Wood: I agree, at that level. 


The Chairman: All right. Now, he sells at $350 and 
there is no tax. Obviously he absorbed the $12 tax he 
paid, so we assume he then sells at $362. He just gets his 
tax back instead of $378. Now, I do not know, but I guess 
I would rather buy from the $362 retailer than the $378 
retailer. 


Mr. Wood: But that is as a consumer. Move it back— 


The Chairman: That is right. We are talking about 
consumers because you started off this whole discussion 
by saying that this is a tax on consumers. The only people 
who pay this tax in the last analysis are ultimate 
consumers. Everybody else passes it off or shuffles it off or 
collects it back or whatever. The only people who ever 
pay are the ultimate consumers. Now, if the ultimate 
consumer does not have to pay all of the tax, then the 
ultimate consumer is better off. So he is obviously going 
to buy from somebody who does not have to charge him 
tax. 


Mr. Weyman: That is only at the retail level. 
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Le président: Et vous, monsieur Friedman? Etes-vous 
convaincu? 


M. Friedman: Oui, je peux citer quelques exemples. . . 
Le président: Vous étes convaincu. Bon. 


M. Weyman: Monsieur le président, a titre d’exemple, 
prenons le cas d’une entreprise canadienne qui achéte de 
Vélectricite non taxée. Le prix d’achat versé par cette 
entreprise comprend les taxes qui ont été appliquées aux 
intrants de la société hydro-électrique. Alors, en fin de 
compte, lorsque le consommateur achéte les biens de cette 
entreprise, il doit évidemment payer la taxe applicable au 
prix de vente. Mais a ce prix de vente se sont ajoutés, en 
cours de route, les frais supplémentaires découlant des 
taxes imposées sur les intrants de la société 
hydro-électrique. Par ailleurs, si cette société est une 
entreprise taxable, elle sera remboursee de tous les impots 
qu’elle a versés sur ces intrants. En retour, Ventreprise 
sera remboursée de tous les impdts que la société 
hydro-€lectrique a payés a l’egard de Vélectricité qu'elle a 
vendue a cette entreprise. Finalement, le consommateur 
n’aura a payer la taxe que sur le prix de détail, qui ne 
comprend aucune taxe relativement au cout associé au 
produit vendu. C’est la distinction fondamentale qu’il faut 
faire entre une entreprise intermédiaire qui est exonerée 
et une entreprise qui est taxable. | 


Le président: Je reviens a la page la). Vous me dites 
que si le détaillant vend 350$ des biens qu’il a payés 150$, 
sil n’a pas a imputer de taxe, la personne qui achete de ce 
détaillant sera alors désavantagee? | 


| 
M. Wood: Pourquoi n’allez-vous pas. . . ! 


sos 
Le président: Non, non. Commengons par cela., 
Tracons une ligne a ce point-la. 


M. Wood: D’accord, a ce niveau. 


Le président: Bon. Alors, le détaillant vend 350$, sans 
taxe. Evidemment, il a absorbé la taxe de 12$ qu'il a 
versée, mettons alors que son prix de vente est 362$. Il 
récupére ainsi la taxe qu'il a versée, au lieu de 378$. Je 
me trompe peut-étre, mais j’imagine qu’entre 362$ et 
378$, j’opterais pour le prix le plus bas. 


M. Wood: Oui, mais en tant que consommateur’ 
Revenez un peu en arriere. . . 


Le président: C’est juste. Je parle des consommateurs. 
mais c’est vous qui avez commencé en disant qu'il s’agiy 
d’une taxe imputée au consommateur. En fin de compte 
les seuls qui devront verser cette taxe, ce sont leg 
consommateurs. Tous les autres la transmettent 
quelqu’un d’autre ou se font rembourser par quelqu’ui 
d’autre. Les seuls qui paient vraiment, ce sont le; 
consommateurs. Mais si les consommateurs n’ont pa 
besoin de payer entiérement cette taxe, alors ils y gagnen’ 
au change. Il est évident que les consommateurs von 
opter pour un détaillant qui ne leur compte aucune taxe. 


M. Weyman: Seulement au niveau de la vente a) 
détail. 
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The Chairman: They are the only people who pay tax 
in this system. 


Mr. Weyman: In a multi-stage sales tax, if you have a 
utility which is equivalent to a wholesaler in this example 
on page l(a), an intermediate stage business—there is a 
difference between whether it is exempt or taxable. In the 
case of an intermediate business in the chain, as Opposed 
‘ass 


The Chairman: Let us assume that is not the case. Let 
us suppose you are the centre guy— 
Mr. Weyman: The wholesaler. 


The Chairman: —and you have to pay $108 for your 
stuff. You sell for $150, plus $8. 


Mr. Weyman: No, not plus $8. 


The Chairman: Well, why not? You had to catch the 
money back somehow so you add the $8 to your price. 
The person who purchased from you pays only $158. 


Mr. Friedman: In that case the purchaser would not get 
a credit for the $8 so therefore his cost is up by $150. 


The Chairman: No, the wholesaler is going to have the 
$8 because that is what he paid. He wanted to make the 
same margin. 


Mr. Weyman: Sure. 


S21 OS 


Mr. Wood: You know, we agree with you on the 
pricing, but when the retailer acquires it now he gets no 
deduction because the tax is locked in. 


The Chairman: He does not worry about it. 

Mr. Weyman: Sure he does. 

Mr. Wood: He does. 

Mr. Weyman: His costs are now $158 instead of $150. 
The Chairman: No, they are $158 instead of $162. 

Mr. Weyman: No, they are not $162, they are $150. If 


you look at the next page, that is exactly the point that 
was made. 


The Chairman: They are $158 because the wholesaler 
Charged $158. 


Mr. Friedman: Well let me give you a choice. I can sell 
you something for $162 and as soon as you get my invoice 
you can turn around and get $12 back from the 
government or I can sell you goods for $158 and you get 
nothing back. Which one would you take? 


Mr. Weyman: That is the question. 


The Chairman: Ah! Well it all depends on what I can 
Sell the goods for, because if I do not have to charge sales 
tax from then on I am still better off. 


[Traduction] 


Le président: Dans ce régime, les consommateurs sont 
les seuls a payer cette taxe. 


M. Weyman: Dans un régime de TVMS, si la société 
hydro-électrique est l’équivalent d’un grossiste dans 
l’exemple cité 4 la page 1a), soit une étape commerciale 
intermédiaire—les choses différent selon qu’elle est 
exonérée ou taxable. Dans le cas d’une entreprise 
intermédiaire dans cette chaine, par Opposition a. . . 


Le président: Mettons que ce ne soit pas le cas. Mettons 
que vous étes l’intermédiaire. . . 


M. Weyman: Le grossiste. 


Le président: . . . et que votre prix d’achat est de 108$. 
Votre prix de vente est de 150$, plus 8$. 


M. Weyman: Non, pas 8$ de plus. 


Le président: Pourquoi pas? Vous devez vous rattraper 
d’une certaine facon, alors vous ajoutez 8$ a votre prix de 
vente. La personne qui achéte de vous n’a que 158$ A 
verser. 


M. Friedman: En l’occurrence, |’acheteur n’obtiendrait 
aucun Crédit pour ces 8$; c’est donc dire que ses couts 
augmentent de 150$. 


Le président: Non, c’est le grossiste qui obtiendra les 
8$, car c’est le montant qu’il a versé. Il veut se garder la 
méme marge de profit. 


M. Weyman: Bien entendu. 


M. Wood: Vous savez, nous sommes d’accord au sujet 
des prix, mais lorsque le détaillant achéte, il n’obtient 
aucune déduction en ce moment, car la taxe est comprise 
dans le prix. 


Le président: I] ne s’en fait pas pour cela. 

M. Weyman: Bien sur que si. 

M. Wood: Bien sur. 

M. Weyman: I] doit payer 158$ au lieu de 150$. 
Le président: Non, c’est 158$ au lieu de 162$. 


M. Weyman: Non, ce n’est pas 162$, c’est 150$. Si vous 
jetez un coup d’oeil sur la page suivante, vous allez voir 
que c’est exactement ce que nous disons. 


Le président: C’est 158$, parce que le grossiste lui a 
vendu la chose 158$. 


M. Friedman: Je vous donne 4a choisir. Je vous vends 
quelque chose 4 un prix de 162$; dés que vous recevez ma 
facture, vous réclamez un remboursement de 12$ de la 
part du gouvernement; ou bien, je vous vends quelque 
chose a un prix de 158$, et vous ne pouvez rien réclamer. 
Lequel des deux choisiriez-vous? 


M. Weyman: Voila la question. 


Le président: Ah! C’est selon le prix de vente que je 
peux en obtenir, car si je n’ai pas 4 y imputer la taxe de 
vente, j’y gagne au change. 
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Mr. Weyman: It does not matter to you, Mr. Chairman, 
if you can recover it, but it matters to the consumer. The 
consumer at the end will pay more. 


The Chairman: The consumer never worries about the 
tax; he only worries about the net—what is the price. In 
most of these sales tax and VATs and so on the tax is 
precalculated in. There is a sign in the window indicating 
the VAT percentage, but all the prices include the tax. 


Mr. Friedman: Well what are we really arguing? 


The Chairman: Well who is talking about the 
consumer paying it; he pays it anyway. Obviously the less 
tax charged the better it is. 


Mr. Weyman: Let me ask you a question, Mr. 
Chairman. May I ask you a question? Again, following 
Mr. Friedman’s question, if there is a cost along the way 
of $158 to a business instead of a cost of $150, is not the 
end price going to be higher to the next stage? If you paid 
$8 more for one of your inputs or any of your inputs are 
you not going to want to charge more to make the same 
profit? 


The Chairman: Oh, sure. 


Mr. Weyman: Then the consumer ultimately will pay 
more for the goods than he would have done if that 
intermediate business had been within the system. 


The Chairman: Well that is assuming you have a final 
tax on the final price. 


Mr. Weyman: Well we do; that is the multi-stage sales 
tax. 


The Chairman: Okay. 
Mr. Friedman: I mean, that is a good one. 


The Chairman: I agree that if you have a break in the 
middle you have a cascading effect, but when your break 
is at the end you do not have any cascades. 


Mr. Wood: You are quite right. 
Mr. Weyman: Yes, that is right. 


Mr. Friedman: I think before Peter starts again there 
are a couple of more examples, when he gets tired, that 
will go through in your hand that may help to clarify it or 
perhaps confuse it even more. 


Mr. Wood: Okay, moving on to 1-5, a sales tax system 
or a MSST can be classified two ways; it can either be 
origin-based or destination-based. Origin-based means that 
the tax is imposed in the place where the goods or services 
originate. That is not what the government’s proposal is, 
rather, it is a destination-based tax. You look where the 
goods and services end up. If they do not end up in 
Canada they are not taxed. If the goods are exported they 
are not taxed. If it was an origin-based tax, it does not 
matter where they end up in the world, they are taxed 
because they were created here. We are talking about a 
destination-based sales tax that is imposed— 
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M. Weyman: Peu vous importe, monsieur le président, 
si vous pouvez réclamer un remboursement, mais cela 
importe au consommateur. C’est le consommateur qui va 
payer plus, en fin de compte. 


Le président: Le consommateur ne s’en fait jamais au 
sujet de la taxe, il s’en fait au sujet de l’assiette—au sujet 
du prix. La plupart du temps, la taxe de vente ou la taxe 
sur la valeur ajoutée est toujours comprise dans le prix. 
L’écriteau dans la vitrine vous donne le pourcentage de la 
TVA, mais tous les prix sont taxe comprise. 


M. Friedman: On n’est pas d’accord sur quoi au juste? 


Le président: On se demande si le consommateur est 
touché par cette taxe; il la paye de toute fagon. 
Evidemment, moins il y a de taxe, plus il y gagne au 
change. 


M. Weyman: Permettez-moi de vous poser une 
question, monsieur le président. Le puis-je? Suite a la | 
question de M. Friedman, si le prix de revient pour | 
Ventreprise est de 158$ au lieu de 150$, le prix de vente 
ne va-t-il pas augmenter 4 l’étape suivante? Si vous devez | 
verser 8$ de plus pour l’un ou l’autre de vos intrants, 
n’allez-vous pas accroitre votre prix de vente, afin de 
réaliser le méme bénéfice? 


Le président: C’est certain. 


M. Weyman: Alors le consommateur aura 4 payer 
davantage, en fin de compte, si le régime ne comporte 
aucune entreprise intermédiaire. 


Le président: Oui, si l’on suppose qu'il y a une taxe_ 
finale sur le prix final. 


M. Weyman: C’est ce que nous supposons; voila ce’ 
qu’est la taxe de vente multi-stades. 


Le président: D’accord. 
M. Friedman: A mon sens, c’est une bonne taxe. 


Le président: D’accord; s’il y a un palier intermédiaire, | 
l’effet de cascade s’ensuit, mais si rien ne se produit avant 


la fin, cet effet disparait. 


M. Wood: Vous avez parfaitement raison. 
M. Weyman: Oui, c’est tout a fait juste. 


M. Friedman: Avant que Peter ne reprenne sa lecture, 
on pourra vous citer d’autres exemples, lorsqu’il se sentira 
fatigué, qui vont peut-étre élucider la situation pour vous, 
sinon créer encore plus de confusion dans votre esprit. 


M. Wood: Bon, passons 4 la page 1-5; un régime de 
taxe de vente ou une TVMS peut étre classé de deux 
facons: selon la provenance ou selon la destination. Selon 
la provenance, la taxe est percue a l’endroit d’ou' 
proviennent les biens ou les services. Mais la proposition 
gouvernementale n’est pas fondée sur la provenance, mais) 
bien sur la destination. Le critére, c’est la destination des 
biens et services. Si la destination n’est pas au Canada, 
mais a l’étranger, les biens et services ne sont pas taxés. S” 
des biens sont exportés, ils ne sont pas taxés. Si la taxe 
était axée sur la provenance, peu importerait li 
destination des biens, ils seraient taxés parce qu’ils ont ét¢ 

i 
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Mr. Layton: Is that likely to run into any of the 
understandings we have on the trade agreement? 


Mr. Wood: No. 


* Mr. Layton: There is no requirement that whatever is 
taxed on goods sold in Canada has to be taxed going out of 
Canada? 


Mr. Weyman: 
countries. 


Mr. Wood: Yes, totally. 


Mr. Layton: If something goes out of the country tax- 
exempt, is that not considered dumping in any sense 
under the new conditions? 


Well we have relieved the Other 


Mr. Wood: Under GATT there is a specific provision to 
allow the rebate of internal taxes. 


Mr. Lorey A. Hoffman (Individual Presentation): Mr. 
Chairman, I might add that there were a number of court 
challenges in the 1970s brought by American companies 
against certain European taxing jurisdictions on exactly 
this point, the argument being that somehow the VAT was 
a subsidy to European businesses in allowing their 
products to leave the country tax-free. None of those 
challenges were successful. 


Mr. Wood: Just a few examples to illustrate the the 
effect of destination-based. Personal property, if it is 
delivered or made available in Canada, is taxed here. A 
service, if it is performed in Canada, is taxed here. Real 
Property, if it is situated in Canada, is taxed here. 
Imported goods brought into Canada get taxed here at the 
border generally. On the other hand, exports of goods or 
services are tax-free, and the business for all its inputs gets 
a credit for any taxes that were paid, and then it pays no 
tax whatsoever on its sales on its export of goods or 
services. The question is, where did the goods end up, or 
where was it consumed? As we will see in a moment, it is 
reasonably easy with goods but can be more difficult with 
services. 


gE KY) 


Mr. Layton: Does it also get complicated where excise 
_ taxes apply, for instance in gas or oil or coal? 


{ 
| 
| Mr. Wood: That is really a separate regime. There you 
| Could make it origin-based or destination-based. 


___ Mr. Layton: Then that tax would still exist and be 
, applied? You have never combined them? 

| Mr. Wood: The government documents are really silent 
On those. I said they are something to be looked at. 
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produits ici. Nous parlons d’une taxe de vente axée sur la 
destination et qui est imposée. . . 


M. Layton: Est-ce que cela risque d’entrer en conflit 
avec les accords commerciaux que nous avons conclus? 


M. Wood: Non. 


M. Layton: On n’exige jamais que les biens qui sont 
taxables lorsqu’ils sont vendus au Canada le soient aussi 
lorsqu’ils sont destinés a l’étranger? 


M. Weyman: Non, ils sont exonérés dans les autres 
pays. 
M. Wood: Oui, entiérement. 


M. Layton: Si quelque chose est vendu a l’étranger sans 
taxe, n’est-ce pas ce que l’on appelle du dumping, selon 
les nouvelles conditions en vigueur? 


M. Wood: Au titre du GATT, il y a des dispositions 
particuliéres concernant la détaxe sur le plan interne. 


M. Lorey A. Hoffman (a titre personnel): Monsieur le 
président, je dois ajouter qu’un certain nombre de sociétés 
américaines ont intenté des poursuites, au cours des 
années 70, contre certains pays européens, justement au 
sujet de la détaxe, en arguant que la TVA était en quelque 
sorte une subvention fournie aux entreprises européennes, 
car elle permettait 4 leurs produits d’étre détaxés a la 


frontiére. Cet argument n’a pas été retenu par les 
tribunaux. 
M. Wood: Je vais citer quelques exemples afin 


d’illustrer les effets de la taxe fondée sur la destination. 
Les biens personnels, s’ils sont livrés ou offerts au Canada, 
sont taxés au Canada. Un service qui est exécuté au 
Canada est taxé au Canada. Les biens immobiliers, s’ils 
sont situés au Canada, sont taxés au Canada. Quant aux 
produits importés au Canada, ils sont en général taxables 
a la frontiére. Par ailleurs, les exportations de biens et 
services sont détaxées, elles donnent droit au crédit sur les 
intrants d’entreprise, de sorte que lentreprise ne verse 
aucune taxe sur les biens ou les services qu’elle vend a 
l’exportation. II faut se demander: ou le bien ou le service 
a-t-il abouti, non pas ou le bien ou le service a-t-il été 
consommé? Comme vous le verrez dans un instant, c’est 
un régime plutdt simple a l’égard des biens, mais un peu 
plus complexe a l’égard des services. 


M. Layton: N’y a-t-il pas aussi des complications 1a ou 
les taxes d’accise s’appliquent, pour l’essence, le pétrole 
ou le charbon, par exemple? 


M. Wood: II s’agit en l’occurrence d’un régime distinct. 
C'est un régime axé soit sur la provenance, soit sur la 
destination. 


M. Layton: Donc, les taxes d’accise vont toujours 
exister et toujours s’appliquer? Elles ne vont pas se 
confondre avec la taxe de vente? 


M. Wood: On n’en parle pas dans les documents du 
gouvernement. J’ai bien dit qu’il faudrait examiner cela. 
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Mr. Layton: It could be a major concern when you talk 
of the kind of excise tax that might be applicable to gas or 
oil. 


Mr. Wood: I am not sure on the gasoline tax, but I 
think most of the other ones are. On exports they are not 
exigible. 


The Chairman: Well then, presumably you could have 
under our current system a formula rebate to 
manufacturers for the sales and excise taxes they have 
paid based on the quantum of goods they export could 
you not, or the value of the goods they export? 


Mr. Wood: It could be quite complicated. Right now 
under the current regime your exports are totally exempt, 
at least on the sales side, but the manufacturer or whoever 
produced those goods has all sorts of taxes locked in on 
his inputs. 


The Chairman: Why could he not be given a formula 
rebate based on his export value to cover those 
unaccountable or unrecoverable taxes? 


Mr. Wood: It would be fair to some and not to others. 


The Chairman: I know. But it would be very fair to 
make sure that you bonus your exports though, would it 
not? 


Mr. Wood: But you bonus them even further with this 
proposal, the MSST, where all of the inputs are. 


The Chairman: Instead of going to an MSST you had a 
form of retail sales tax, surely to goodness you could 
organize the rebate to exporters on a forumla basis. 


Mr. Wood: Sure. You could design all kinds of 
incentives to exporters. 


Mr. Friedman: Unless I am mistaken, the papers do 
not address excise taxes at all. 


The Chairman: I know they do not. 


Mr. Weyman: You have, Mr. Chairman, what I think 
has been called this evening an administrative-bound tax 
system. 


Mr. Layton: We will have them? 


Mr. Weyman: You would have if you followed the 
chairman’s suggestion, which I think we are trying to get 
away from. 


The Chairman: It seems we are going to collect a lot of 
revenue this way. 


Mr. Weyman: It is certainly good for the accounting 
profession too. 


Mr. Wood: On the next page 1-6, discussion of imports 
and exports and why we have to distinguish between the 
two, it is because it is a destination-based tax. The result is 
that imports are taxable, whereas exports are tax-free. So 
we have to determine when we have an import and when 
we have an export. For goods it is relatively easy. It is the 
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M. Layton: Cela pourrait avoir beaucoup d’importance 
s’il s’agit de la taxe d’accise qui est imputée a l’essence ou 
au pétrole. 


M. Wood: Je n’en suis pas sur au sujet de l’essence, 
mais je crois que c’est le cas pour la plupart des autres 
produits. Méme s’ils sont exportés, ils ne sont pas 
admissibles a la détaxe. 


Le président: Bon, j’imagine que, en vertu du régime 
actuel, on pourrait instituer un baréme de rabais pour les 
fabricants a l’égard des taxes de vente et des taxes d’accise 
qu’ils ont di verser, baréme qui pourrait etre fondé sur le 
volume des biens exportés, n’est-ce pas, Ou bien sur la 
valeur des biens exportés? 


M. Wood: Cela pourrait devenir fort compliqué. Selon 
les régimes actuels, les exportations sont totalement 
exonérées, du moins s’il s’agit de ventes, mais le fabricant 
ou le producteur de ces biens doit verser une foule de 
taxes qui sont comprises dans ses intrants. 


Le président: Pourquoi n’y aurait-il pas un baréme de 
rabais fondé sur la valeur des biens exportés, afin de le 
dédommager de ces taxes inestimables ou irrécupérables? 


M. Wood: Cela serait équitable pour certains et injuste 
pour d’autres. 


Le président: Je sais. Mais il serait bien équitable de | 
s’assurer que l’on accorde une prime pour les biens 
exportés, n’est-ce pas? 


M. Wood: Oui, la TVMS constitue une prime encore » 
plus intéressante, car elle touche tous les intrants. ' 


Le président: Si l'on adoptait une taxe de vente au — 
détail au lieu d’une TVMS, nul doute que l’on pourrait | 
alors instituer un baréme de rabais pour les exportateurs. 


M. Wood: Certes. On pourrait imaginer toutes sortes | 
d’encouragements pour les exportateurs. 


M. Friedman: Sauf erreur, il n’est nullement question | 
de la taxe d’accise dans ces documents. 

Le président: Je le sais bien. | 

M. Weyman: Vous avez, monsieur le président, ce que 
Von a appelé ce soir, je crois, un régime fiscal lié a 
Vadministration. 


M. Layton: On l’aura? 


M. Weyman: Vous l’aurez si vous 
proposition du président, ce a quoi 
d’échapper, je pense. 


acceptez la 
nous essayons 
} 


Le président: Il appert que l’on pourra ainsi multiplier 
nos revenus. 


M. Weyman: C’est aussi un bon régime pour les 
comptables. 


M. Wood: A la page suivante, page 1-6, il est question 
des importations et des exportations, et pourquoi il faut 
distinguer entre les deux dans le cas d’une taxe de vente 
fondée sur la destination. Résultat, les importations sont 
taxables, mais pas les exportations. Alors il faut bien 
définir ce qu’est une importation et ce quest une, 
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actual physical flow of the goods, so we know when we 
have imported a good that it is more difficult than a 
service. 


What the proposals say in the case of goods is that at 
the time the business imported the good there would be 
tax paid at the border. Then with that return of that 
business they would take a credit for the tax paid at the 
border. So it just washes; there is no net tax out. When 
they take that good and sell it in the Canadian market, 
then there would be tax on that selling price. So it is a 
wash transaction really at the border: taxed at the border, 
and then a refund in the return of the business, and then 
tax on the domestic sale price of the good, just as if the 
good was domestically sourced. 


On the other hand, if it is an export there is no tax on 
the export sale of the business, but the business gets a 
credit for all its imputs, capital services, and so on. 


There is also hidden away in the documents a 
suggestion that it would be some sort of scheme for 
tourists, that for tourists who came here and bought goods 
and took the goods with them out of the country there 
would be some relief of the tax, although the mechanics 
are not clear in the paper. 


The Chairman: The U.K. has such a thing. 


Mr. Wood: Yes, the U.K. has that sort of system. There 
they put the obligation on the retailer—that as you take 
the goods out of the country you get customs to stamp 
them that say you have taken them out. You send the 
forms back to the retailer and the retailer makes an 
adjustment in his books. The other way of doing it... 
Ontario, for instance— 


on 21S 


The Chairman: Do you not just go to their sales tax 
outlet at the airport and— ? 


Mr. Wood: That is just to prove that you have taken 
them out. 


The Chairman: I see. Okay. 


Mr. Wood: Then the paperwork actually... The rest of 
it gets done by the retailer with the government. 


Mr. Layton: With a cheque to follow some months 
later. 


Mr. Wood: Yes, whereas the Ontario system, for 
instance, works the other way. The tourist deals directly 
with the Ontario government and bypasses the retailer. 
He just gets the invoice from the retailer, sends it all on to 
he Ontario government, and then the Ontario 
jOvernment takes on the paper burden hassle and sends 
Dut the cheque. So the government documents say they 
Will do it. There are just no details on which scheme they 
vould use. 


| So in services, where is a service consumed if we are 
/Oing to have a destination-based tax? With respect to 
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exportation. C’est relativement facile dans le cas des biens. 
Il s’agit d’un mouvement physique effectif, mais si Von 
Sait qu’un bien est importé, c’est un peu plus difficile 
dans le cas d’un service. 


Ce qui est proposé dans le cas des biens, c’est que les 
importations des entreprises soient taxées 4 la frontiére. 
Ces importations donneraient toutefois immédiatement 
droit a un crédit. Somme toute, l’entreprise ne verserait 
aucune taxe. Lorsque l’entreprise mettrait le produit 
importé en vente sur le marché canadien, elle serait alors 
taxée sur le prix de vente. En résumé, tout s’égalise a la 
frontiére: la taxe alors versée par l’entreprise lui serait 
remboursée, et la taxe de vente s’appliquerait sur le prix 
de vente au Canada, tout comme si le produit était de 
provenance interne. 


D’autre part, dans le cas des exportations des 
entreprises, pas de taxe sur les ventes 4 ’étranger, mais un 
crédit sur tous les intrants, les services d’immobilisations, 
et ainsi de suite. 


Il y a aussi une proposition qui est cachée dans ces 
documents, c’est-a-dire une sorte de régime pour touristes 
selon lequel les touristes qui achétent des biens ici et qui 
les raménent 4 l’étranger seraient en quelque sorte 
exonérés de la taxe, mais le dispositif est loin d’étre 
élucidé dans les documents. 


Le président: Cela se fait déja au Royaume-Uni. 


M. Wood: Oui, le Royaume-Uni a déja un tel régime. 
Mais on y impose cette obligation au détaillant—lorsque 
vous arrivez a la frontiére, les douaniers estampillent les 
achats que vous sortez du pays. Vous expédiez la formule 
au détaillant, qui l’inscrit dans ses livres comptables. 
L’autre fagon de procéder. . . en Ontario, par exemple. . . 


Le président: Vous n’avez qu’a vous rendre 4 la 
boutique hors-taxe a l’aéroport et. . . 


M. Wood: Simplement 
vos achats avec vous. 


pour établir que vous prenez 


Le président: Je vois. D’accord. 


M. Wood: Alors la paperasserie en fait... Le détaillant 
fait le reste en expédiant la formule au gouvernement. 


M. Layton: Et vous recevez un chéque quelques mois 
plus tard. 


M. Wood: Oui, tandis qu’en Ontario, on procéde 
autrement. Le touriste traite directement avec le 
gouvernement de l’Ontario, sans passer par le détaillant. 
Il prend la facture du détaillant et Wenvoie au 
gouvernement de l’Ontario, lequel s’occupe d’acheminer 
la formule et d’expédier les chéques. C’est la solution 
indiquée dans les documents du gouvernement. On n’y 
trouve toutefois aucun détail quant a la facon de faire. 


Pour ce qui est des services, il faut se demander ow les 
services seront consommés, s’il s’agit d’une taxe fondée 
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imports, it is fairly academic because as we saw for 
businesses, it is just a wash transaction on goods. They pay 
it at the border. Then they get an immediate deduction. 
On services, if they could be taxed at the border, then 
there would just be a refund; it would just be a wash 
transaction. They are not, but it is the same result because 
the cost of those imported services ends up in the 
domestic selling price of that person’s goods or of the 
price of his services, and we get the right result, that only 
the final domestic selling price to the consumer is taxed. 
So it is just a wash transaction, the service. The proposal 
is that they would not collect it and refund it because one 
cannot distinguish when a service has been imported, 
obviously. 


Now, this could create a bias towards foreign services 
where you have a consumer or an exempt organization. A 
business would be neutral. They do not care, because that 
service, the cost of it, is going to end up in their selling 
price of their goods or services here in Canada. On the 
other hand, if there is no way to tax services at the border 
a consumer might have an interest in trying to buy a 
service directly from outside the country. For instance, I 
could go to Buffalo and get my hair cut, and that would 
be exempt, whereas if I had— 


The Chairman: You might go to Buffalo and get an 
architect to draw your building up, though. 


Mr. Wood: Sure. That is the— 


The Chairman: That would be a substantial service, and 
how do you possibly catch that? 


Mr. Wood: No, that is the kind of thing... At the 
moment there are, I know, proposals in these documents 
to deal with consumer imports. So there is a— 


The Chairman: How would you suggest we catch it 
then? Forget the documents. 


Mr. Wood: I think it is more serious probably with 
exempt organizations for the government itself, for 
instance. If it were exempt and it chose to hire an 
architect in Texas instead of a local architect, for a local 
architect there would be tax on the architect’s fees. The 
Houston architect, no tax on the fees. There is a regime 
proposed in here where exempt entities who are most 
likely to be bringing in major purchases of services would 
be required to pay the tax that would otherwise have been 
payable if the source were of domestic— 


The Chairman: But suppose they are not an exempt 
entity. They are householders. You do not pay tax 


anyway. 
Mr. Wood: No, I agree— 


The Chairman: You are a consumer. You are an 
ultimate consumer is where I see the concern. 
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sur la destination. Dans le cas des importations des 
entreprises, la question est sans portée pratique, car c’est 
simplement une transaction fictive sur des biens. La taxe, 
versée a la frontiére, fera l’objet d’un remboursement 
immédiat. Les services qui seront taxés a la frontiere 
seront également remboursés, cela revient a ne rien payer. 
S’ils ne le sont pas, le résultat est le méme, car le cout des 
services importés figure dans le prix de vente, établi au 
Canada, des biens ou des services, ce qui permet 
d’atteindre le but visé, c’est-a-dire que la taxe ne 
s'applique qu’au prix de vente a la consommation au 
Canada. On propose donc de ne pas percevoir de taxe sur 
les services, pour la rembourser plus tard, car il est 
évident que l’on ne peut établir si un service a été 
importe. 


Un tel régime pourrait inciter les consommateurs et les 
organisations exonérées a accorder la preference aux 


services étrangers. A cet égard, une entreprise serait | 
neutre. Peu lui importe, car le cout du service va toujours 


étre compris de toute fagon dans le prix des biens ou des 
services vendus au Canada. Par ailleurs, s’il n’y a pas 
moyen de taxer les services a la frontiére, un 
consommateur peut estimer qu’il est dans son intérét 


d’essayer d’acheter le service directement a Vétranger. . 


Ainsi, je pourrais me rendre a Buffalo pour me faire 
coiffer, ce qui serait exonéré, alors que. . . 


Le président: Vous pourriez aussi prendre 
architecte de Buffalo pour dessiner votre batiment. 


M. Wood: Certes. C’est la. . . 


un | 


Le président: Ce serait alors un service considérable, 
mais comment peut-on déceler ce genre de chose? 


M. Wood: Non, c’est le genre de chose... A Vheure. 
actuelle, je sais que certaines propositions figurent dans 
ces documents au sujet des importations a la 
consommation. Il y a donc. .. 


Le président: Que suggérez-vous afin de déceler ce 
genre de chose? Oubliez les documents. 


i 
M. Wood: Je crois que les incidents sont encore plus 
graves dans le cas d’organisations exonérées, comme le 
gouvernement lui-méme, par exemple. Si “@e 
gouvernement opte pour un architecte du Texas, plutot 
que pour quelqu’un de la localite, c’est que ce dernier 
devrait ajouter la taxe a ses honoraires, tandis que 
Varchitecte de Houston ne serait pas tenu de le faire. 
Selon le régime proposé, les organisations exonérées, qui, 
sont les plus susceptibles de faire venir des achats ou des 
services importants de l’étranger, seraient tenues de verser 
la taxe, tout comme si les biens ou services étaient dé 
provenance interne. . . 


Le président: Mettons qu'il ne s’agisse pa 
d’organisations exonérées, mais d’un simple particulier. I 
n’aurait pas a verser la taxe de toute fagon. 

M. Wood: C’est juste. 


Le président: Vous étes un consommateur. Vous étes |, 
consommateur ultime; voila ce dont il faut se soucier. 
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Mr. Wood: Sure. No, as I say, for an ultimate consumer 
there would be a saving if you could source the service 
from outside of Canada. 


The Chairman: Secondly, even if you were very close 
to the end of the chain—in other words, you are 
somebody building your own office building, for 
example—you might be prepared... Since you are not 
going to be passing it on in rents, you really are the 
consumer of the building materials. Therefore, you just 
have an architect, that is all. 


Mr. Wood: No. In the office building, of course, the 
rents would be taxable because that would be commercial 
rents, and— 


The Chairman: But if you are occupying it yourself. 


Mr. Wood: Then there would still. .. Oh, sorry, totally 
occupying it yourself? 


The Chairman: Yes. 
Mr. Wood: Again, it would not matter— 


The Chairman: I build my own factory. I occupy my 
own factory. Now what do you do? 


Mr. Wood: It is a business input. It does not matter. It 
would have been a wash transaction. If you had sourced it 
domestically, the architect would have charged you tax 
and you would have got a credit for it because your 
business— 


The Chairman: How? Against what? 

Mr. Wood: Against what? 

Mr. Weyman: Against your business sales. 
The Chairman: Oh, against my sales. Okay. 


Mr. Wood: So it only matters, as you say, if you are a 
consumer or it is an exempt organization. That is where 
the bias would be, and the proposals suggest a-sort of self- 
assessment system where it is an exempt entity and they 
are silent on how individual consumers might be treated. 
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Mr. Layton: The phrase “exempt organizations” has 
crept in. It is the first time I think I have heard you use it 
‘tonight. Are we now talking of the whole scam? I can 
‘understand the federal government not paying itself tax. 
But we are already into the question of provinces, Crown 
Corporations, municipalities, charitable organizations. Are 
we talking that exempt organizations are in the document 
'o a large degee? 


Mr. Wood: As I said earlier, and we had a discussion 
About it, by “exempt Organizations” I meant all the ones 
you have just named, yes—other than their commercial 
iupplies. Under these proposals their commercial supplies 
"Ould be taxable. 


[Traduction] 


M. Wood: Certes. En fin de compte, cela constitue une 
€pargne pour le consommateur ultime, s’il s’agit d’un 
service de provenance étrangére. 


Le président: Deuxiémement, méme si vous étes 
presque au bout de la chaine—autrement dit, vous vous 
occup€z vous-méme de la construction de votre batiment, 
par exemple—vous seriez peut-étre disposé... Etant 
donné que vous n’allez pas l’assimiler 4 vos loyers, vous 
€tes effectivement le consommateur des matériaux de 
construction. Donc, vous _prenez simplement un 
architecte, c’est tout. 


M. Wood: Non. Dans un immeuble 4 bureaux, bien 
entendu, les loyers seraient taxables, car il s’agit de loyers 
commerciaux, et... 


Le président: Mais si vous les occupez vous-méme. 


M. Wood: Alors il y aurait toujours... Pardon, les 
occuper totalerment vous-méme, voulez-vous dire? 


Le président: Oui. 
M. Wood: Encore une fois, peu importe. .. 


Le président: Je construis ma propre usine. J’occupe 
ma propre usine. Que faites-vous alors? 


M. Wood: I! s’agit d’un intrant commercial. Cela n’a 
aucune importance. Cela revient 4 une transaction nulle. 
Si le service est de provenance Interne, l’architecte vous 
imputera la taxe, mais vous obtiendrez un crédit plus tard, 
€tant donné que votre entreprise. . . 


Le président: Comment? Par rapport a quoi? 

M. Wood: Que voulez-vous dire, par rapport a quoi? 
M. Weyman: Par rapport a vos ventes commerciales. 
Le président: Ah, par rapport a mes ventes. D’accord. 


M. Wood: Donc cela n’est important, comme vous 
dites, que si vous étes un consommateur ou une 
Organisation exonérée. Voila ou la préférence pourrait 
jouer; voila pourquoi on propose une sorte de régime 
d’auto-évaluation, lorsqu’il s’agit d’une Organisation 
exonérée, mais on n’y trouve aucune indication 
concernant les consommateurs. 


M. Layton: L’expression «organisations exonérées» fait 
son chemin. C’est la premiére fois que je vous entends 
l’employer ce soir. S’applique-t-elle 4 tous les régimes? Je 
peux comprendre pourquoi le gouvernement fédéral ne 
veut pas payer de taxes. Mais il y a aussi les provinces, les 
sociétés de la Couronne, les municipalités, les organismes 
de charité. Ces organisations exonérées figurent-elles dans 
le document dans une grande mesure? 


M. Wood: Comme je |’ai dit plus tét, au cours de la 
discussion antérieure, j’entends par «Organisations 
exonér€ées» toutes celles que vous venez d’énumérer, sauf 
s'il s’agit de leurs fournitures commerciales. D’aprés ces 
propositions, leurs fournitures commerciales seront 
taxables. 
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Mr. Layton: The architect who works for the hospital— M. Layton: L’architecte qui travaille pour un 
hopital. . . 


Mr. Wood: That is exactly the kind of thing where 
there could be a bias towards— 


Mr. Layton: Phew! 


Mr. Wood: Or a university, a government, or a church. 
All those are examples of where there could be a bias for 
foreign sourcing. 


Mr. Layton: The word “bias” suggests, in other words, 
something that needs to be corrected. 


Mr. Wood: Yes; and I am saying there is a proposal to 
correct it, in that the hospital or the university or the 
government, if they did buy the service from a foreign 
professional, would be required to pay tax. Even though 
that professional does not have to pay the tax... Say the 
professional billed them $100,000. Then the exempt 
organization would have to give the government— 


Mr. Layton: Then the buyer. 
Mr. Wood: The buyer would have to remit the 8% tax. 


Mr. Layton: I can see somebody calling tenders. I was 
in the construction and architectural engineering 
business. I can see somebody calling tenders and the boys 
across the border in Plattsburg having an 8% advantage 
over us. We will not make many sales on a tender if low 
bid wins. But you are saying to the other guy’s bid he has 
to add his 8%, but not to the Montreal bid. 


Mr. Wood: Yes. In effect you would both be on the 
same footing. 


Mr. Layton: I see. 


Mr. Friedman: It is not unlike manufacturing for your 
own use in the federal sales tax right now. If you went out 
and bought a box, you would have to pay federal sales tax. 
But if you built it internally, Revenue Canada would 
require you to compute the notional tax you would have 
paid, and that is remitted on an honour system. 


I looked through the document, and I guess perhaps 
there is a hope that the acquisition of services by real 
consumers, the man or woman on the street, from outside 
of Canada would not be a major amount. Or maybe there 
is a hope that it would not be a major amount and the 
leakage would not be great. 


Mr. Layton: Legal advice on something, a Canadian 
interest or Canadian individual. 


Mr. Friedman: For example, what you are suggesting is 
that if I— 


The Chairman: Decide to build your own house, Andy. 


M. Wood: Voila exactement le genre de situation ou il 
peut y avoir une préférence envers. . . 


M. Layton: Bah! 


M. Wood: Il pourrait aussi s’agir d’une université, d’un 
gouvernement ou d’une Eglise. Tous pourraient étre 
incités a accorder la préférence aux services €trangers. 


M. Layton: Le terme «préférence» laisse entendre, 
autrement dit, qu’il y a la une lacune a combler. 


M. Wood: En effet, et il y a une proposition en vue de 
la combler, en ce sens que l’hdpital, l’université ou le 
gouvernement, s’ils s’adressent a un_ professionnel 
étranger, seraient tenus de payer la taxe sur ce service. 
Méme si le professionnel en question n’est pas tenu de la 
payer... Mettons qu’il envoie une facture de 100,000$ a 
organisation exonérée, cette derniére devra alors fournir 
au gouvernement... 


M. Layton: Et l’acheteur. 


M. Wood: L’acheteur devra remettre la taxe de 8 p. 
100. 


M. Layton: Je vois tout de suite le cas d’un appel 
d’offres. J’ai déja travaillé dans les secteurs de la 
construction et du génie architectural. Dans le cas d’un 
appel d’offres, ceux qui sont établis de l’autre cote de la 
frontiére, a Plattsburg, auraient une avance de 8 p. 100 
sur nous. Si les marchés sont adjugés au plus bas 
soumissionnaire, On ne pourra jamais en obtenir un. 
Selon vous, toutefois, l’autre type devrait ajouter 8 p. 100 
a son offre, mais pas pour un marché a Montréal. 


M. Wood: Exact. Vous seriez donc tous deux sur le 
méme pied. 


M. Layton: Je vois. 


M. Friedman: C’est un peu la méme situation, selon le 
régime actuel de la taxe de vente fédérale, si ce que vous 
fabriquez est destiné 4 vos propres besoins. Si vous sortez 
pour acheter une boite, vous payez la taxe. Mais si vous la 
construisez dans votre usine, Revenu Canada vous oblige 
a calculer la taxe que vous auriez di verser en principe, 
puis ce montant vous est remis, selon un régime fondeé sur 
Vhonneur. 


A la suite de la lecture du document, j’ose espérer que 
acquisition des services étrangers par les véritables 
consommateurs, le Canadien moyen ou la Canadienne — 
moyenne, ne va pas causer de problémes importants. On 
espere peut-étre que ce ne sera pas pour des montants © 
importants et que les fuites seront peu nombreuses. 


M. Layton: Une entreprise ou un particulier établi au 
Canada, qui recherche une opinion juridique, mettons. 


M. Friedman: A titre d’exemple, ce que vous proposez, | 
C esque ssinie:. - 


Le président: Si vous décidez de construire votre | 
propre maison, Andy. 
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Mr. Friedman: I will take a live example. I am getting a 


divorce. So instead of going to a lawyer in Toronto, I go to 
a lawyer in Buffalo to save the 10% or 8%. Well, I am not 
sure whether a lawyer can practise law or whether there 


are some problems with it. But we could— 


Mr. Layton: To practise law is not quite the same as 
getting advice. 


Mr. Friedman: We could have a public accounting 
firm have an audit performed by the North Tonawanda 
office. But how many individuals would get into that? I 
guess you are looking at tax preparations— 


Mr. Layton: The Reichmans. It depends on 
individuals you mean. Only about three families. ._ . 


the 


Mr. Friedman: The other is a good question. 


Mr. Wood: Yes, and it is one the Europeans have the 
same difficulty with. 


The other side of the coin, of course, is when is a 
service exported? Again, in some cases it is very clear: the 
architect here doing work for the Washington— 


The Chairman: Does that not create a real problem for 
trying to collect the tax back, or people making claims to 
collect tax back? 


Mr. Wood: In what way? 


The Chairman: Well, again you have an architect’s 
firm designing buildings in Dallas— 


Mr. Weyman: Designing the Paris opera house. 


Mr. Wood: But he is based here. So there is no 
problem, because all his business inputs he buys on 
credit. Then, when he sends his bill off to Paris, there is 
no tax. 


_ The Chairman: He does not have to charge any tax on 
it. 
Mr. Wood: He does not charge any tax on it. So that is 
fairly clear. But where it is less clear is say he did most of 
che drawing here rather than in Paris: he only visted Paris 
nce. Or he sat here and had photos of the site— 


The Chairman: Well, the fact is that if he is going to try 
0 have some business inputs, he has to do all the work in 
‘anada. But the service is provided or sold to someone 
‘utside of Canada. So he does all the work in Canada. 
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Mr. Wood: Yes. There is no question that should be an 
xport. 


Perhaps it is less clear if say a New York client comes 
fre and is considering setting up business in Canada. 
hey pop into Ottawa for a day to talk to me; they go 
ick to the New York office; we have 15 lengthy 


[Traduction] 


M. Friedman: Je vais citer un exemple tiré de la vie 
quotidienne. Je veux divorcer. Au lieu de m’adresser 4 un 
avocat de Toronto, je prends un avocat de Buffalo, afin 
d’épargner 10 ou 8 p. 100. Bien sur, j’ignore si cet avocat 
peut exercer sa profession ou si cela peut entrainer 
certains problémes. Mais on pourrait. . . 


M. Layton: Exercer la profession d’avocat n’est pas la 
méme chose que de fournir une Opinion juridique. 


M. Friedman: [1 pourrait s’agir d’un bureau de 
comptables dont la vérification serait faite par le bureau 
de Tonawanda Nord. Mais combien de personnes vont 
penser a faire cela? S’il s’agit toutefois de préparer sa 
déclaration. . . 


M. Layton: Les Reichmans. C’est cela que vous avez en 
téte, seulement trois familles. . . 


M. Friedman: Votre autre question est valable. 


M. Wood: Oui, et c’est ce qui a suscité des problémes 
pour les Européens, entre autres choses. 


Le revers de la médaille, bien entendu, c’est de 
déterminer 4 quel moment le service est exporté? Encore 
une fois, dans certains cas, c’est trés clair: un architecte 
canadien travaille pour Washington. . . 


Le président: Cela ne va-t-il pas créer de véritables 
problémes_ lorsqu’on voudra percevoir la taxe ou 
acheminer les demandes concernant son remboursement? 


M. Wood: Que voulez-vous dire? 


Le président: Si vous avez un bureau d’architectes qui 
dessinent des batiments 4 Dallas. . . 


M. Weyman: Qui dessinent lV’opéra de Paris. 


M. Wood: Si ce bureau est au Canada, cela ne pose 
aucun probléme, car tous les intrants commerciaux sont 
achetés a crédit. Alors, quand ce bureau envoie sa facture 
a Paris, il n’y a pas de taxe. 


Le président: II n’est pas tenu d’y ajouter la taxe. 


M. Wood: Non. Cela, c’est plutét clair. La ow c’est 
moins clair, c’est au moment ow la plupart des dessins 
sont faits au Canada plut6t qu’a Paris, mettons que 
l’architecte ne s’est rendu qu’une fois A Paris. Ou bien il 
est resté a son bureau et s’est fait envoyer des photos de 
emplacement. . . 


Le président: Eh bien, s’il veut avoir des intrants 
commerciaux, il doit s’arranger pour faire tout son travail 
au Canada. Mais le service est fourni ou vendu 4 
quelqu’un a l’extérieur du Canada, de sorte que tout le 
travail est effectué au Canada méme. 


M. Wood: En effet. Cela ne fait pas de doute: cela 
devrait €tre considéré comme une exportation. 


La situation est moins claire si un client vient ici de 
New York parce qu’il envisage d’ouvrir un commerce au 
Canada. Supposons que ce client vienne me voir a Ottawa 
pour discuter avec moi pendant une journée, puis 
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telephone conferences, they decide not to establish 
business here in Canada or decide to think about it; and I 
send them a bill. Is that an export of a service or not? 


All I am saying is that sometimes it is very clear; at 
other times it may not be. What if that client, instead of 
being in his New York office, came here and stayed for a 
week and we sat down and did that same exercise and I 
sent the bill to New York. Was that an export of the 
service Or not? 


Mr. Friedman: Before we leave that, I do not know if 
Peter mentioned it, but a number of people have 
approached me and said that if we had free trade then that 
would mean there would be no MSST paid at the border. 
That is not the case. 


Mr. Layton: There is a difference between a tariff and a 
sales tax. 


Mr. Friedman: Yes. The MSST would continue to be 
paid at the border. 


Page 1-7 is critical to understand. These are the options 
available to reduce the tax burden. It is important to 
understand the difference between exempt and tax free. 
Notwithstanding that the press, government, tax 
practitioners, and taxpayers all confuse the two or think 
they are synonymous, the two terms are quite different. It 
is very important that the difference between the two be 
seen, because they come up with quite different results. 


If you exempt an organization, then there are no taxes 
on its sales. However, it gets no credit for its purchases, 
and therefore only the exempt party’s value-added is tax- 
free. This may lead to increased prices since the tax on his 
inputs must be recovered somehow. It may also be 
awkward to determine the tax credit where there is a mix 
of taxable and exempt sales. You are going to need some 
kind of allocation. 


I am jumping ahead of ourselves a bit, but let us take, 
for example, mixed-use property with exempt residential 
rents and taxable commercial rents. This would require an 
allocation of inputs, some of which are available for tax 
credits and others which are not: things like snow- 
shovelling, audit fees, advertising, utilities, office 
furniture, etc. So the question arises, do you allocate by 
revenue; do you allocate by saying that the desk was used 
mainly to administer residential rents and therefore we 
cannot recover tax on it? Those are questions that have to 
be decided. But, very clearly, exemption means no tax on 
sales, but you do not get to recover the tax on your 
purchases. 


[Translation] 


retourne ensuite a son bureau de New York, aprés quoi 
j'ai avec lui quinze longues conférences téléphoniques. 
Supposons enfin que ce client décide de ne pas ouvrir de 
commerce au Canada, ou décide de reporter sa décision. 
Je lui envoie donc mes honoraires. Cela doit-il étre 
considéré comme l’exportation de mes services ou non? 


Jessaie tout simplement de vous faire comprendre que 
parfois la situation est trés claire, et que parfois, elle ne 
Vest pas. Que fait-on si ce client, au lieu de retourner a 
son bureau de New York vient ici pour discuter avec moi 
pendant toute une semaine, et que a son retour a New 
York, je lui envoie ma facture d’honoraires. Dans ce cas- 
ci, doit-on considérer que j’ai exporte mes services Ou 
non? 


M. Friedman: Avant de passer 4 un autre sujet, je ne 
sais si M. Wood vous a signalé qu’un certain nombre de 
gens m/’ont demandé si, advenant l’accord de 


libre-échange, cela signifierait qu’aucune TVMS ne serait 
payée a la frontiére. Ce n’est évidemment pas le cas. 


M. Layton: Il existe une difference entre ce que Von 
considére comme un tarif douanier et la taxe de vente. 


M. Friedman: En effet. On continuerait 4 payer la 
TVMS 4 la frontiére. 


La page 1-7 est essentielle si l’on veut bien comprendre 
ce dont on parle. Il s’agit des options permettant de 
réduire le fardeau fiscal. Il est important de bien 
comprendre la différence qui existe entre l’exonération de 
taxe et la détaxe pure et simple. Malgré ce que peut en 
dire la presse, le gouvernement, les experts fiscaux et les 
contribuables, qui confondent généralement les deux, et 
pensent qu’il s’agit de synonymes, les deux expressions 
sont tout a fait différentes. Il est trés important d’en 
comprendre la différence, car les résultats ne sont 
absolument pas les mémes. 


Si vous exemptez de taxe un organisme, cela signifie 
qu’il ne paie aucune taxe sur ses ventes. Cependant, il ne 
recoit pas non plus de crédit d’impot pour ses achats, et, 
par conséquent, il n’y a que la valeur ajoutée exonérée qui 
soit détaxée. Cela peut donc entrainer une augmentation 
des prix, étant donné que la taxe sur les intrants doit étre 
recouvrée de quelque fagon. Il peut étre également 
difficile de déterminer le crédit d’impét, lorsqu’il y a a la 
fois vente taxable et vente exempte de taxe. Il faut donc 
prévoir un genre de ventilation. 


Je saute quelques pages, mais laissez-moi vous donner, 
exemple d’une propriété a plusieurs usages, qui inclut 
des loyers résidentiels exonérés d’impét et des loyers: 
commerciaux taxables. Cela suppose une ventilation des 
intrants, dont certains peuvent faire l’objet de crédit 
d’impét, et d’autres, pas: je pense en particulier au. 
déblaiement de la neige, aux frais de vérification, aux frais’ 
de publicité, aux services publics, a l’ameublement de 
bureaux, etc. On peut donc se demander si l’on fait la 
ventilation par revenu. Doit-on décider que tel ou tel 
bureau a été utilisé principalement pour administrer les 
loyers résidentiels et ne peut donc faire Vobjet d'un’ 
recouvrement de taxe? Voila le genre de question que Von, 
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The Chairman: That is when you say “exempt”. If you 
say “zero-rated”, though, then that is not the case. 


Mr. Friedman: That is right. “Exempt” has a specific 
meaning and unfortunately— 


The Chairman: So why do we not talk about the exact 
differences between zero-rating and exempting? 


Mr. Friedman: Okay. That is item two. Zero-rating is 
used more in Europe than it is here. The sales tax reform 
document will refer to “tax-free”. In tax-free or zero-rated, 
there is no tax on sales and full credit for all tax on tax 
inputs; therefore the good is truly tax free. There may be 
base erosion. The more goods that are tax free, the 
Narrower the tax base, and therefore the higher the rate 
given that you want a fixed return. This may— 


The Chairman: Suppose I buy tax-free goods. Are they 
not an expense if I turn around and resell them or 
reprocess them or something of that nature? Suppose, for 
example, I buy corn from a farmer and manufacture it 
into liquor. Now, that is an ‘input into my distilling 
Operation. How do I operate then? 


- 2130 


Mr. Friedman: It is not going to matter. Let us assume 
hat in your distilling Operation you are going to be 
axable and, therefore, you are going to collect tax on the 
‘ull amount of your sales. 


The Chairman: I know that, but can I deduct the cost 
of my purchases? 


| Mr. Friedman: No, you cannot, because you never paid 
4x On those purchases. That is the whole point, and that 
3 why we went through the example. If you buy tax-free, 
ere is nothing to recover. If you buy tax-paid, then you 
an recover the tax and get back to the same place as you 
‘ould be had you bought tax-free. 


| The Chairman: I am thinking of doing it by the 
‘ibtraction method, but the same result works out. 


| Mr. Friedman: Yes. Without trying to short-cut it, I 
nk it is important to see how it all— 


| The Chairman: Do you not agree that, in practice, 
Ost Operators will use the subtraction method for 


[ Traduction| 


peut se poser. Mais ce qui est clair, c’est que si une 
€xonération signifie que l’on n’a pas a payer de taxe de 
vente, cela signifie aussi que l’on ne peut recouvrer de 
taxe sur les achats. 


Le président: Ca,  c’est lorsque vous _ parlez 
d’«exonération». Si vous parlez au contraire d’un taux de 
base zéro, ce n’est cependant pas le cas. 


M. Friedman: C’est exact. L’exonération a un sens bien 
précis, et malheureusement. . . 


Le président: Pourquoi ne pas parler dans ce cas des 
differences exactes entre le taux de base zéro et 
l’exonération? 


M. Friedman: Bien. Cela devait justement faire l’objet 
de ma deuxiéme remarque. Le taux de base zéro_ est 
beaucoup plus utilisé en Europe qu’ici. Or, le document 
de la Réforme fiscale parle de détaxe. Dans le cas d’une 
détaxe ou d’un taux de taxe zéro, ON ne pergoit aucune 
taxe sur les ventes, et on peut recouvrer un plein crédit 
Sur toutes les taxes imposées sur les intrants; par 
conséquent, le bien est véritablement détaxé. Mais cela 
peut entrainer l’érosion de l’assiette fiscale. Plus il y ade 
biens détaxés, plus étroite est l’assiette fiscale ely par 
conséquent, plus élevé est le taux d’imposition, étant 
donné que l’on cherche a obtenir des revenus fixes. Cela 
peut 


Le président: Supposons que j’achéte des biens détaxés. 
Ne sont-ils pas considérés comme une dépense, si je 
décide immédiatement aprés de les revendre ou de les 
transformer ou quelque chose de ce genre? Supposons, 
par exemple, que j’achéte du mais 4 un agriculteur et que 
je le transforme en alcool. Etant donné que cela devient 
un intrant dans mon exploitation de distillerie, que dois-je 
faire? 


M. Friedman: Cela n’a_ pas d’importance. On peut 
Supposer que votre exploitation de distillerie sera taxable 
et que, par conséquent, vous allez percevoir des taxes sur 
la totalité de vos ventes. 


Le président: Je le sais bien, mais puis-je déduire le 
cout de mes achats? 


M. Friedman: Non, puisque vous n’avez jamais payé de 
taxe a l’achat. C’est cela qu’il faut comprendre, et voila 
pourquoi nous vous avons donné des exemples. Si vous 
achetez un bien détaxé, vous n’avez rien a recouvrer. Mais 
Si vous payez de la taxe a l’achat, vous pouvez alors 
recouvrer le montant de la taxe, ce qui vous place dans la 


méme position que si vous aviez acheté un bien détaxé. 


Le président: Cela donne le méme résultat si on 
procéde par soustraction. 


M. Friedman: En effet. Sans vouloir vous couper la 
parole, il me semble important que vous compreniez 
comment... 


Le président: Mais ne croyez-vous pas qu’en pratique, 
la plupart des exploitants préféreront soustraire pour 
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calculating their tax base and calculate their tax on their 
margin? 


Mr. Weyman: If you go back to the example, Mr. 
Chairman, if the corn were indeed taxable, then the 
liquor business you have described could simply compute 
its tax through the subtraction method by taking a credit 
for the tax on the corn it had purchased. That is exactly 
the same as if the corn were tax-free when sold by the 
farmer, and the liquor business gets no credit in respect of 
its purchase of corn. 


The tax effect is identical, but the work is more 
burdensome to the liquor business because they have to 
distinguish the corn purchases to not deduct any credit in 
respect of them, because there is no tax if the corn is tax- 
free. But the result at the end of the day would be the 
same either way. So actually, in your subtraction method, 
it is easier for the liquor business and all other businesses 
if all its inputs are taxable, because they get full credit. 


The Chairman: Why do they not get full credit? Why 
do you not give them credit for their zero-rated inputs? 


Mr. Weyman: It would be astronomically expensive 
because you are giving a credit for non-existent tax. That 
is a beautiful system. 


The Chairman: Not if you do it in the subtraction. 


Mr. Weyman: Absolutely. I do not know what you 
mean by subtraction, Mr. Chairman. 


Mr. Friedman: I think I know what Mr. Chairman 
means. He is saying that what he would like to do is take 
the sales of a corporation, take off the purchases and pay 
tax on the difference. 


The Chairman: That is right. Why can you not do that? 


Mr. Friedman: You cannot do that because you either 
keep track of the tax or you keep track of the taxed 
purchases. There is no other way— 


The Chairman: Why can you not keep track of the 
margins? 


Mr. Friedman: Because it does not work in real life. It 
works in textbooks, but as far as even the proposals go, 
there is either a memo account for the taxed purchases or 
a memo account for the taxes paid. So you have your 
choice. You are either going to keep track— 


The Chairman: Why can we not design a system that 
works on the subtraction method? That is the way the 
BIT was first suggested when it was sold to Bulloch. In 
other words, I want to tell you that the political problem 
is that it had better work this way because it will not wash 
with the small business community if it does not. That is 
where our problem is. 


[Translation| 


calculer leur assiette fiscale, puis calculer la taxe sur leur 
marge? 


M. Weyman: Revenons a votre exemple, monsieur le 
président: si le mais était en effet taxé, comme exploitant 
de votre distillerie, vous pourriez tout simplement 
calculer la taxe par soustraction en allant chercher un 
crédit sur la taxe pergue sur le mais achete. C’est 
exactement comme si le mais était détaxé au moment ou 
il est vendu par l’agriculteur, et comme si la distillerie ne 
recevait aucun crédit a l’achat du mais. 


La taxe a exactement les mémes effets, mais les calculs 
sont plus complexes pour Vexploitant de la distillerie, 
puisqu’il lui faut mettre a part l’achat du mais sur lequel 
il ne peut réclamer aucun crédit, puisque, lorsqu’il l’a 
acheté, le mais était détaxé. En fin de journée, le résultat 
en est le méme. Par conséquent, on soustrayant, comme 
vous l’avez suggéré, c’est beaucoup plus simple pout 
toutes les distilleries et les autres petites entreprises 
puisqu’elles peuvent obtenir le plein crédit de leur: 
intrants, si ceux-ci sont taxables. 


Le président: Pourquoi ne peuvent-elles pas obtenir dé: 
le départ le plein crédit pour tous leurs intrants détaxés? 


M. Weyman: Cela couterait beaucoup trop cher at 
gouvernement, puisque cela reviendrait a donner ut 
crédit pour l’achat de biens sur lesquels aucune taxi 
n’était percue. C’est la beauté du systeme. 


Le président: Pas si vous soustrayez, comme dans m 
méthode. 


M. Weyman: Absolument. Mais qu’entendez-vou 
exactement par soustraction, monsieur le président? 


M. Friedman: Je pense que j’ai compris. Le présider 
suggere de prendre d’abord les ventes d’une société, d’e! 
soustraire les achats et de payer une taxe sur la difference 


Le président: C’est exact. Pourquoi ne peut-on pas fail 
cela? | 


M. Friedman: Parce que on doit noter soit la taxe, sc 
les achats taxés. Il n’y a aucune autre fagon. . . 


Le président: Pourquoi ne peut-on noter les marges? 


M. Friedman: Parce que ce n’est pas ainsi que ce 
fonctionne dans la vraie vie. C’est parfait en théorie, da; 
les livres, mais en pratique, on prend note soit des achii 
taxés soit des taxes payées. C’est a vous de choisir. Voi 
allez noter soit. . . 


Le président: Pourquoi ne peut-on concevoir | 
systeme qui fonctionne par soustraction? N’est-ce pas} 
méthode que l’on a suggérée pour la taxe sur 3 
transactions, lorsqu’elle a été proposée a Bulloc! 
Autrement dit, c’est un probléme politique: il vaudr! 
mieux que cela réussisse, sans quoi cette méthode 
prendra jamais chez les petites entreprises. Voila 


( 


véritable probleme. | 
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Mr. Weyman: Mr. Chairman, I think one answer to 
your question is this. If every good were taxable without 
exception, then I think in practice your proposal could 
work without significant— 


The Chairman: If you had almost all your goods— 


Mr. Weyman:'I mean all of them. If there were no tax- 
free items then your system would work, because you 
would get a deduction for every input the business had 
sustained, had paid money for, that it cost them, and you 
would pay tax just on the difference. Then the system 
would work. But the moment you have corn that is tax- 
free, if you allow a deduction for corn for the liquor 
business you have one big hole in your tax system, and 
the rate would be not 10%, but 12% or more. 


The Chairman: I do not know. The corn example is a 
perfect one, you realize. I am thinking of a favourite 
starch company in my riding, which makes liquor as well 
as laundry starch, corn syrup and starch for explosives. It 
all comes out of corn. 
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Mr. Friedman: All we can work is what is in the 
Papers, On page 1-46, which basically is the GST. The 
subtractive method says “input tax creditable amount”. So 
they look at a cash disbursements journal for a small 
business— 


The Chairman: That is right. 


Mr. Friedman: —and they have to keep track of the 
taxed amounts. 


Mr. Weyman: And it is only simple, therefore, if every 
single purchase is indeed a taxed purchase; then it is all of 
them. You just take your total purchases for the month 
and deduct them from total sales. But if some of those 
purchases are not taxed, because they were tax-free at the 
earlier stage, then the system falls apart. 


The Chairman: It is very simple. You take your total 
‘Sales plus your taxable purchases and subtract and 
‘multiply the difference. The corn would not be an 
; €Xpense; that is all. 


f 
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Mr. Friedman: We are covering part of tomorrow 
mOrning’s topic, but it is six of one and half a dozen of 
the other. You are going to have to keep track of either 
/the taxed purchases or the tax itself. 


Mr. Layton: Yes, that is right. 


Mr. Friedman: To give you food for thought, if 5 or 10 
years from now you choose to go to two rates or three 
fates then, by keeping track of the tax on your purchases, 


[Traduction] 


M. Weyman: Monsieur le président, j'ai une réponse a 
vous proposer. Si vous taxiez sans exception tous les biens, 
votre proposition pourrait réussir en pratique sans 
grandest 


Le président: Si presque tous les biens. . . 


M. Weyman: Je parle de les taxer tous. S’il n’y avait pas 
de détaxe et que tous les biens étaient taxés, votre systéme 
réussirait, parce que vous pourriez réclamer une 
déduction pour chaque intrant assumé par une entreprise, 
c’est-a-dire que vous pourriez réclamer une déduction 
pour tout ce qu’elle a du payer en codts, et vous n’auriez 
plus a verser de taxe que sur la différence. Alors, cela 
marcherait. Mais a partir du moment ov votre mais est 
détaxé, si vous permettez une déduction pour le mais que 
vous transformez dans votre distillerie, vous avez un 
€énorme trou dans votre assiette fiscale, et votre taux 
d’imposition passe alors non pas a 10 p. 100, mais a 12 p. 
100 ou plus. 


Le président: Je n’en sais rien. Vous voyez que mon 
exemple du mais est parfait. J’ai dans ma circonscription, 
une entreprise d’amidon que j’aime bien, qui fabrique de 
alcool, de l’amidon de blanchissage, du sirop de mais et 
de l’amidon pour explosifs. Tous ces produits sont 
fabriqués a partir du mais. 


M. Friedman: I] faut qu’on se fonde sur ce qu’on 
retrouve dans le document a la page 1-46, c’est-a-dire la 
TBS, a toutes fins pratiques. Avec la méthode soustractive, 
On parle du «montant créditable au titre de la taxe sur 
intrant». Il s’agit du livre des déboursés en espéce pour 
une petite entreprise. . . 


Le président: C’est exact. 


M. Friedman: 
taxés. 


... qui doit tenir compte des montants 


M. Weyman: Et cette méthode n’est donc simple que si 
chaque achat est effectivement un achat taxé; 4 ce moment- 
la, on les compte tous. A ce moment-la, on n’a qu’a 
déduire le total des achats pour le mois du total des 
ventes. Mais si tous les achats ne sont pas taxés, du fait 
d’avoir été détaxés a une étape ultérieure, A ce moment-la 
le systeme ne fonctionne plus. 


Le président: C’est trés simple, en fait. On prend le 
total des ventes plus les achats taxables, on fait la 
soustraction et on multiplie la différence. Le mais ne 
serait donc pas considéré comme une dépense; c’est tout. 


M. Friedman: Nous commengons déja a parler du sujet 
que nous sommes censés couvrir demain matin, mais en 
fait, cela revient au méme. C’est-a-dire qu’il faut tenir 
compte soit des achats taxés, soit de la taxe proprement 
dite. 


M. Layton: Oui, c’est exact. 


M. Friedman: Juste pour vous donner un peu 4a 
réfléchir, si vous décidiez dans cing ou dix ans d’avoir 
deux ou trois taux, eh bien on peut facilement calculer la 
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that is easily achieved, whereas if you keep track of tax 
purchases then you have to keep two or three or four 
different brackets of tax purchases. 


Mr. Layton: Right. 


Mr. Friedman: Refundable income tax credits is the 
third alternative. In refundable income tax credits you tax 
all sales and then you provide refundable income tax 
credits, and such credits replace the benefits of tax-free 
goods. It is a targeted tax relief. So if you jump up the tax- 
free where everybody gets tax relief on basic groceries, 
under a refundable income tax credit only certain 
individuals within certain parameters would get that tax 
relief. 


The fourth alternative is a combination of two or all of 
the above, and in fact that really is what we could end up 
with in Canada, with some businesses exempt, certain 
goods tax free, with still some refundable income tax 
credits to adjust for any perceived inequities. 


Mr. Layton: So much for simplicity and reduced 
government. 


Mr. Friedman: Page 1-78 continues the example we 
started with, and perhaps, Mr. Chairman, some of your 
questions will be answered, or perhaps it will raise some 
more questions. 


We look at an example of the wholesaler in our page 1 
situation, and we compare how he stood under the pre- 
MSST days with how he would do under a taxable 
situation and with how he would do in an exempt 
situation. Remember that only the wholesaler is exempt. 
As we pointed out before, he had a gross margin of $50 
before MSST. He still has $50 if he was taxed. But if he 
was exempt, if you look at the sales figure, he collects 
$150 from the retailer. He cannot recover the $8 on his 
inputs, and he is out $8. His gross margin is now only 
$42. He gets no credit for the purchases. 


The Chairman: Why would he not charge $158 and get 
it back from the purchaser? 


Mr. Friedman: The wholesaler raises his price, to 
recover the tax, to $158; his purchases are $108; it gives 
him $50, and everybody is happy. Correct? 


The Chairman: No. 


Mr. Friedman: Not so, because the retailer will not get 
credit for that $8 and the retailer’s cost has gone up by $8. 
So the retailer would be happier if his supplier was 
taxable. He is not so happy now that his supplier is 
exempt. 
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taxe sur les achats, alors que si l’on veut calculer les 
achats taxés, il faut les séparer constamment en deux, trois 
ou quatre catégories différentes d’achats taxés. 


M. Layton: C’est vrai. 


M. Friedman: La troisiéme possibilité serait le crédit 
d’impét remboursable. La on taxe toutes les ventes tout en 
offrant des crédits d’imp6t remboursables, et ces crédits 
remplacent les avantages qui accompagnent les biens 
détaxés. C’est-a-dire que seuls certains groupes ont droit a 
ce dégrévement. Donc, 4 la différence d’un régime de 
détaxe ow tout le monde aurait droit a un dégrévement 
pour les aliments de base, avec le crédit d’impot 
remboursable, seules certaines personnes remplissant 
certaines conditions ont droit a ce dégrevement. 


La quatriéme possibilité est de combiner ces deux-la ou 
alors toutes les options, et il est d’ailleurs fort possible que 
nous adoptions cette solution-la au Canada; autrement dit, 
certaines entreprises seraient exclues, certains biens 
seraient détaxés et il serait tout de méme possible d’offrir 
des crédits d’imp6t remboursables pour éliminer ce qu’on 
pourrait considérer comme les aspects injustes du régime. 


M. Layton: On ne pourrait donc plus parler de 
simplicité et d’interventions gouvernementales limitées. 


M. Friedman: A la page 1-78, nous avons le méme 
exemple qu’au début, et cette explication permettra 
peut-étre de répondre a certaines de vos questions, 
monsieur le président, ou alors, elle en soulévera d’autres. 


Regardons donc l’exemple du grossiste a la page Ls 
nous avons donc une comparaison de sa situation dans 
trois scénarios différents, a savoir avant la mise en 
application d’une TVMS, avec la taxe ou avec 
exonération. Rappelez-vous que seul le grossiste est 
exonéré. Comme nous vous l’avons dit tout a l’heure, il 
avait une marge brute de 50$ avant la TVMS. II a encore 
ces 50% s’il est taxé. Mais s’il est exonéré, vous allez voir 
en regardant les chiffres de vente qu’il regoit 150$ du 
détaillant. Il ne peut pas récupérer les 8$ pour ses 
intrants, et il lui manque donc 8$. Sa marge brute n’est 
plus que de 42$. Il n’obtient aucun crédit pour les achats. 


Le président: Pourquoi ne ferait-il pas payer 158$ a 
l’acheteur pour récupérer son argent? 


M. Friedman: Bon. Mettons que le grossiste augmente 
son prix 4 158$ pour récupérer la taxe; ses achats sont de 
108$; a ce moment-la, il obtient ses 50$, et tout le monde 
est.content, n’est-ce pas? 


Le président: Non. 


M. Friedman: Non, parce que le détaillant n’aura pas 
de crédit pour ses 8$, alors que ses couts ont augmenteé de 
8$. Le détaillant serait donc plus content si son 
fournisseur était taxable. Il est beaucoup moins content Si 
son fournisseur est exonéré. 


M. Weyman: Il faut donc chercher un fournisseur 
taxable. 


Texte] 
Mr. Friedman: If there is one. 


Mr. Weyman: Exactly! That is a good point. 


Mr. Friedman: Page 1-7b illustrates what happens to 
three options at the retail level. The retailer is either 
taxable, he either sells tax-free goods, or he is exempt. 


In the first column you can see that from the first 
example he makes $200, he is tax-free. . . Sorry, tax-free is 
the second column, that is $200. If he were taxable his 
sales would be $378, his purchases $150 with $12 tax. He 
has a net tax remittance from the first illustration of 16$, 
he is still kept whole at $200. 


If the retailer were exempt, he would charge his 
customers $350, his purchases go up to $162, but he does 
not get a $12 refund in that case. So his margin has 
dropped from $200 to $188. 


The Chairman: Because he would be able to... If the 
first guy can sell for $378 surely to goodness he can sell 
for $362. And remember, he is a retailer. 


Mr. Weyman: If you are comparing an exempt retailer 
with a taxable retailer for the same goods— 


Mr. Friedman: Yes. 


Mr. Weyman: —and the taxable one is selling to the 
consumer for $378, the chairman is Saying that the 
exempt one could certainly sell for $362 and wind up 
with the same net margin of $200. He would raise his 
prices by $12. 


The Chairman: As a matter of fact, as a practical matter 
if you ever had that kind of situation he would probably 
sell for $377. 


Mr. Friedman: That is I think exactly where you would 
shoose to exempt certain Organizations. Where they are in 
‘Ompetition with taxable organizations they will be 
subject to tax. 


The Chairman: Sure. But in fact is that not one of the 
sey problems in this whole thing when you get into 
harities and so on and municipal supply and that kind of 
hing? Because we are talking of the retail level there is 
© passing it on. The sale is directly to the real consumer. 
somebody is exempt at that point, or does not have to 
‘harge at that point, then he has a real advantage over 
-ymeone who has to charge. 


Mr. Weyman: There is another aspect, Mr. Chairman. 
hink of it from the consumer’s point of view. I think 
uu are not doing the consumers any favour by 
/troducing an exempt retailer, because the consumer is 
‘ing to pay as much or maybe $1 less buying from the 
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M. Friedman: S’il en existe. 


M. Weyman: Oui, c’est trés juste! 


M. Friedman: La page 1-7b donne une illustration du 
fonctionnement des trois Options au niveau du détail. Le 
détaillant peut étre taxable, il peut vendre des biens 
détaxés, ou alors il peut étre exonéré. 


Dans la premiére colonne, vous voyez dans ce premier 
exemple, qu’il fait 200$, les biens qu’il vend étant 
détaxés... Non, excusez-moi, c’est la deuxiéme colonne 
qui concerne le détaillant vendant des biens détaxés—la 
c’est de 200$. Si les détaillants étaient taxables, ses ventes 
seraient 378$, ses achats de 150$, avec une taxe de 12$. 
Donc, dans ce premier exemple, il payerait une taxe nette 
de 16$, mais sa marge reste inchangée a 2008. 


Dans le cas d’un détaillant exonéré, il ferait payer 350$ 
a ses clients, ses achats passeraient 4 162$, mais dans ce 
cas-ci, il n’obtiendrait pas un remboursement de 12$. Sa 
marge serait donc moins grande, puisqu’elle passerait de 
200$ a 188$. 


Le président: Parce qu’il pourrait. . . Mais si le premier 
peut vendre pour 378$, je ne vois vraiment pas pourquoi 
l'autre ne pourrait pas vendre a 362$. Et rappelez-vous 
qu’il s’agit d’un détaillant. 


M. Weyman: Si vous comparez un détaillant exonéré 
avec un détaillant taxable lorsque les deux vendent les 
mémes articles. . . 


M. Friedman: Oui. 


M. Weyman: ... et dans votre exemple, le détaillant 
taxable fait payer 378$ au consommateur, eh bien le 
président est en train de vous dire que le détaillant 
exonéré pourrait certainement faire payer 362$ a ses 
clients, ce qui lui donnerait la méme marge nette de 200$. 
I] augmenterait ses prix de 12$. 


Le président: En fait, dans la pratique, ce méme 
détaillant ferait sans doute payer 377$ a ses clients. 


M. Friedman: C’est justement pourquoi il faudrait 
exclure certaines entreprises; _c’est-a-dire que les 
entreprises faisant concurrence aux entreprises taxables 
seraient assujetties 4 la taxe. 


Le président: Oui, bien sir. Mais n’est-ce pas en fait 
Yun des principaux problémes que pose ce régime, 
surtout en ce qui concerne les oeuvres de Charité, les 
fournisseurs municipaux, etc.? Puisqu’au niveau du détail, 
il n’y a personne d’autre 4 qui transmettre le coat. On 
vend directement au vrai consommteur. Si le détaillant est 
exonéré Ou n’est pas obligé de faire payer la taxe, il a 
vraiment un avantage par rapport a ceux qui doivent faire 
payer la taxe a leur client. 


M. Weyman: Mais il y a un autre aspect également, 
monsieur le président. Mettez-vous a la place du 
consommateur. Vous ne rendez pas service au 
consommateur en créant un détaillant exonéré, puisque le 
consommateur payera autant ou peut-étre seulement un 
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exempt retailer than he would buying the same goods 
from a taxable retailer. 


Mr. Layton: Sure. 


The Chairman: Sure. And guess what, he is going to 
buy from the exempt retailer every day. 


Mr. Friedman: Hopefully there is also a safeguard in 
that if there is taxable and exempt retailers in competition 
the taxable retailer will be on the phone to you to indicate 
that he is competing against somebody who is not paying 
the tax. 


Mr. Layton: “Bloody government”, he would say. 


Mr. Friedman: Page 1-8 highlights some of the 
expected problems with the different methods of tax relief. 
If you look at exemptions for organizations with both 
taxable and exempt activities, you require very clear 
guidelines as to the separation, and we have just finished 
talking about this. If they are involved in both types of 
activities it is very important that the guideline be clear. 


For the taxpayer it requires allocation of purchases to 
see which are creditable, or which taxes on the purchases 
are creditable, as well as a separation of revenues to see 
what is taxable. And the tax administration must issue 
guidelines, interpretations, police exemptions and 
allocations as well. 


So those are some of the problems with providing 
relief with an exemption. If you provide relief tax-free, we 
have talked about base erosion. Every time you take an 
item away from the tax base it means that much more tax 
to recover from the other items that remain in the tax 
base, so that leads to higher tax rates to yield the same 
revenues. 


You require administrative interpretation to set 
parameters for tax-free items. As can be seen from court 
cases in the past 10 to 20 years, if you provide an out for 


[Translation] 


dollar de moins en achetant ses articles au deétaillant 
exonéré qu’il n’aurait payé s'il les avait achetés au 
détaillant taxable. 


M. Layton: Oui. 


Le président: C’est sir. Et qui plus 
probablement préférer le détaillant exonereé. 


est, il va 


M. Friedman: Et on peut espérer que si ce genre de 
situation se produit, si un détaillant taxable et un 
détaillant exonéré se font concurrence, le détaillant 
taxable ne perdra pas de temps a communiquer avec vous 
pour se plaindre du fait qu’il fait concurrence a 
quelqu’un qui ne paie pas la taxe. 


M. Layton: Il va maudire le gouvernement. 


M. Friedman: A la page 1-8, on expose certains des 
problémes que pourraient poser les différentes méthodes 
proposées. Si l’on veut exclure les organismes ayant des 
activités a la fois taxables et exonérées, il faut des lignes 
directrices tres claires quant a la séparation de ces 
activités—ce dont nous venons de parler, d’ailleurs. Si 
Ventreprise a ces deux types d’activités, il est tres 
important que les directives soient claires. 


Du point de vue du contribuable, il faut déterminer 
quels achats sont créditables, quelles taxes sur les achats 
sont créditables, et quels revenus sont taxables. De plus, 


les administrateurs doivent préparer des lignes directrices, — 


donner des interprétations, prévoir des exclusions, etc. 


Voila donc certaines des difficultés que pourrait poser 


y 


Voption prévoyant l’exonération. Dans le cas des taxes, 


cependant, il y a une certaine érosion de l’assiette fiscale, ° 
comme nous vous l’avons dit tout a l’heure. Chaque fois © 
qu’on élimine une source de taxe, il faut récupérer Ce | 


manque 4 gagner ailleurs dans l’assiette, ce qui nécessite 
donc des taux plus élevés pour obtenir les mémes recettes. 


Il faut également une interprétation administrative 
permettant d’établir les parameétres s’appliquant aux 


articles détaxés. Il suffit de se rappeler les procés qui ont_ 
eu lieu depuis les dix ou vingt derniéres années pour 
savoir que si certains articles jouissent d’un avantage , 
quelconque, bientot on essaira d’obtenir ce meme, 
avantage pour d’autres articles. On conteste les limites 
devant les tribunaux, surtout ceux qui croient que leurs, 


certain goods then it is only a matter of time that the 
boundaries are tested. The boundaries are tested in the 
courts, especially by parties who believe their products are 
treated unfairly as compared with those of competitors 
who sell similar products, substitute products, that are not 


taxed. So that is a key problem. As soon as you Start 
inserting tax-free goods, you have boundary testing. So it 
requires judicial interpretation of boundaries. 
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The compliance costs are not increased. I know that is 
in there. There are no increases in compliance costs from 
the purchase side of it, because all purchases are 
creditable. But if you are in a business that has both tax- 
free and taxable goods, you may require some manner in 
which to separate the goods. 


produits font l’objet d’un traitement injuste par rapport - 
aux produits semblables ou de rechange, qui ne sont pas: 
taxés, chez leurs concurrents. C’est un probleme 
important. Dés qu’on accepte de ne pas taxer certains 
biens, on a le probléme de définition de limites. Les 
tribunaux doivent statuer en la matiére. 


{ 


On n’augmente pas les coats de conformité. Je sais que’ 


c’est prévu. L’acheteur ne paie pas plus cher pour sé 
conformer 4 la loi, parce qu’il peut obtenir un credit pour 


tous les achats. Mais si l’on vend des produits taxés et des: 
produits exempts de taxe, il faut distinguer les deux. 


‘ 


| 
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Third, income tax credits. You gentlemen and lady are 
more familiar with income tax credits than I am. But 
some of the products’ physical distribution, logistics. . . 
How do you distribute the tax credits? Who gets the 
qualification? Is it a sliding scale? How much do you get? 
Do you pre-pay in advance? Consumers are going to have 
tO go out and pay the tax, and they may have to wait three 
months or six months to get the tax. And how often do 
you send money? 


The papers, again, do not address the issues, but I am 
sure you are aware of the problems. This is not exhaustive 
by any means. It has been provided just to get you 
thinking of some of the things involved. 


Mr. Layton: I would like to make use of this moment 
of showing the problems. There appear to be problems in 
each of the options, exemptions, tax-free, and income tax 
credits. Will we be addressing the recommendations and 
solutions? I turn to the next page and I see ST problems, 
and those just relate to the current system, not to any one 
of the proposed systems, which apparently, under page 
1-8, carry a number of concerns, reservations, problems. 
Are we coming around in this review to looking at each 
of these and saying in the opinion of your colleagues this 
or that appears to have better application? 


Mr. Friedman: No, I do not think at the end of the 

three days you are going to walk away with our view of it. 
I think we want to be as impartial as possible, to say here 
are the proposals, here is how they work. I believe you 
will have a number of submissions over the next whatever 
period that will illustrate some of the problems, some of 
the concerns. We could sit here. for a long period of time 
and not touch on some of the concerns, valid or not, that 
different self-interest groups would have. 
| We appear without any self-interest, so to speak. It is 
just to analyse the proposals and to contrast them with 
‘New Zealand and European practices. 
_ Mr. Weyman: I would just make one comment. I guess 
the answer lies in part in some value judgments. As with 
everything, there are always trade-offs. Some of them are 
“echnical. Some of them relate to the administration by 
zovernment. Some relate to compliance by taxpayers, 
whether they are large or small, and particularly small 
/axpayers, the small business taxpayer. Some are political. 
‘(ou could talk about a perfect system in an idealistic way, 
ind then you can put your own value judgments on as to 
tow realistic that perfect system might be. 


; As we have said already, and as the witnesses have said 
‘lready this evening, the moment you introduce, for 
/xample, aa exemption system at some intermediate stage, 
Ou get a cascading of tax, and presumably the consumer 
‘Itimately suffers for that. Governments should be 
'elighted, because they collect more revenue, relatively 
Xeaking. They get more. If you have a tax-free system, 
len the more tax-free it is, the greater the erosion of the 
ase and the higher the rate is going to be. If you have a 
x-free system, you get these boundary problems as to 
hat is a basic grocery and what is just food that is not a 


[Traduction] 


Troisiémement, les crédits d’impot sur le revenu. Vous, 
messieurs et madame, connaissez les crédits d’impot sur le 
revenu mieux que moi. Pour ce qui est de la distribution 
des produits, de la logistique. .. comment répartir les 
crédits d’imp6t? Qui est admissible? Est-ce une échelle 
mobile? Combien recoit-on? Faut-il payer a l’avance? Les 
consommateurs devront payer la taxe et attendre de trois a 
six mois pour se faire rembourser. A quel intervalle 
envoie-t-on le remboursement? 


La encore, les documents ne traitent pas de ces 
question, mais je suis sar que vous connaissez les 
problemes. Ce n’est pas exhaustif, loin de la. Il s’agit 
simplement de vous donner matiére a réflexion. 


M. Layton: Je voudrais profiter de cette occasion pour 
parler des problémes. Chacune des Options semble 
comporter des problémes, qu’il s’agisse des exemptions de 
taxe ou des crédits d’impét. Parlerons-nous des 
recommandations et des solutions? Je tourne la page et je 
vois les problémes de la taxe de vente, et il ne s’agit que 
du régime actuel et non pas des systémes proposés, qui, 
selon la page 1-8, souléve certaines préoccupations et 
questions. Lors de cette étude, devons-nous examiner 
chaque option et voir celle qui mérite V’approbation de 
vos collégues? 


M. Friedman: Je ne vois pas qu’a la fin des trois jours 
vous voyiez les choses d’un autre point de vue. Nous 
voulons étre les plus impartiaux possibles; nous voulons 
présenter les propositions et leur fagon de fonctionner. Je 
crois que vous recevrez certains mémoires qui signaleront 
quelques problémes et préoccupations. Nous pourrions 


passer beaucoup de temps sans  aborder les 
preoccupations, fondées ou non, de différents groupes 
d’intérét. 


Nous ne sommes pas une partie intéressée, pour ainsi 
dire. Il s’agit d’analyser les propositions et de les 
comparer avec ce qui se fait en Nouvelle-Zélande et en 
Europe. 


M. Weyman: Je ne voudrais faire qu’une observation. II 
s’agit, en partie, de jugements de valeur. II faut toujours 


faire la part des choses. Certaines questions sont 
techniques. Certaines concernent __|’administration 
gouvernementale. Certaines touchent la mise en 


application par les contribuables, petits et grands, et 
notamment les petits entrepreneurs. Certaines sont 
politiques. On peut parler d’un régime parfait dans 
Vidéal, puis on peut tenir compte des exigences de la 
réalité. 

Nous avons déja dit, et les témoins l’ont déja dit ce soir, 
que des qu’on introduit des exemptions, par exemple, a 
un stade intermédiaire, on déclanche un effet «cascade» et 
c’est probablement le consommateur qui en souffre, en 
fin de compte. Les gouvernements devraient étre ravis, 
parce qu’ils pergoivent plus, relativement parlant. Ils 
s’enrichissent. Plus on exempte de taxe, plus on érode 
l’assiette fiscale et plus le taux sera élevé. Si vous 
exemptez certains biens de taxe, il faut décider ce qu’est 
un produit de base et ce qui ne l’est pas et fixer les 
limites. Au fur et a mesure que les tribunaux statuent, les 
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[Text] 

basic grocery, and where the boundary is. With the 
judicial interpretations over time, the boundary starts 
moving, and there is further erosion. There is increased 
compliance costs because you have to have appeals and go 
to court. The taxpayer has to fight cases. 


¢ 2150 


We have said that those systems are not necessarily 
targeted. In a tax-free system, higher income consumers 
are getting a benefit as well as lower income consumers. 
As has just been indicated, with a refundable income tax 
credit system, even though there may be some practical 
problems in administering that kind of system, at least it 
is targeted. 


So each one of these proposals has its own aspects, if 
you like, in terms of advantages and disadvantages, and 
out of all of this we are trying to carve the perfect system. 


Mr. Layton: We are trying to carve the best possible 
system. Eventually I hope the committee will recommend 
to the Minister of Finance which system we consider to be 
the best. Here all we seem to be saying is that there are 
problems with each of them. 


The Chairman: That is right. There are problems. 


Mr. Layton: It is hoped that we will receive inputs 
from future witnesses that will tell us which one is the 
best and then we can make a choice. 


The Chairman: Yes. I think before we have any future 
witnesses we have to understand all of the pitfalls and 
problems of any system. When we receive briefs from 
people we want to understand what they are talking 
about. We do not want to get fleeced by their alleged— 


Mr. Layton: Persuasiveness. 
The Chairman: —application. 


Mr. Layton: I am sorry to have interrupted. I have only 
one more page. ; 


Mr. Friedman: That is very important, because I think 
what we are trying to give you is the tools so that you are 
not snowed, so that somebody does not walk in here and 
say this is the way it is, and you nod. That can happen. If 
you want the perfect system you tax everything and you 
provide credits for everything, and that only works in 
textbooks. It does not really work in real life. 


Mr. Layton: We know from announcements made by 
the government that it is not going to be, so looking too 
hard at the perfect system does not seem to be 
accomplishing anything. 


Mr. Friedman: Page 1-9 asks the magic question: have 
we solved all the questions posed by the current federal 
sales tax? This is where it all started, that— 


Mr. Layton: Where it says “does MMST solve. . .”? 
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[Translation] 

limites se déplacent et l’assiette s’érode davantage. es 
couts de mise en application augmentent a cause des 
appels et des frais judiciaires. Le contribuable doit se 
battre. 


Nous avons dit que ces régimes ne sont pas 
nécessairement visés. Si on exempte certains produits de 
taxe, les consommateurs a revenus élevés en profitent 
aussi bien que ceux 4 faibles revenus. Comme on vient de 
le dire, un régime de crédit d’impét remboursable, méme 
s'il pose des problémes pratiques au niveau de 
Vadministration, a au moins l’avantage d’étre vise. 


Donc, chaque proposition comporte ses propres 
avantages et désavantages et nous essayons d’élaborer le 
systéme parfait a partir de tout cela. 


M. Layton: Nous essayons d’élaborer le meilleur 
systeme possible. J’espére que le Comité finira pas 
recommander au ministre des Finances le régime que 
nous considérons comme le meilleur. A l’heure actuelle, 
il semble que nous ne voyons que des problémes avec 
toutes les propositions. 


Le président: C’est exact. Il y a des problemes. 


M. Layton: On espére que des témoins viendront nous 
renseigner et ainsi nous permettre de choisir le meilleur 
régime. 

Le président: Je pense qu’avant de convoquer d’autres 
témoins, nous devons comprendre tous les inconvénients 
et problémes d’une proposition donnée. Lorsque nous 
recevrons des mémoires, nous voudrons savoir de quoi on 
parle. Nous ne voulons pas nous faire duper par leur 
prétendue. .. 


M. Layton: Force de persuasion. 
Le président: Prétendue utilité. 


M. Layton: Excusez-moi de vous avoir interrompu. Ii 
ne me reste qu’une page. 


M. Friedman: C’est trés important, parce que nous 
essayons de vous donner les outils, de vous défendre et de 
ne pas étre dupes. Cela peut arriver. Si on veut le régime 
parfait, on taxe tout et on donne des crédits pour tout él 
cela ne marche qu’en théorie. Cela ne marche pas er 
réalité. 


M. Layton: D’aprés les annonces du gouvernement 
nous savons qu’il n’en sera pas ainsi. Alors, il est inutile 
d’examiner de trop prés le systéme parfait. 

M. Friedman: A la page 1-9, on pose la questior 
magique: La taxe de vente multistades élimine-t-elle le 
défauts de la taxe de vente fédérale actuelle? C’est 1a 01 
tout a commencé. . . 


M. Layton: Ou l’on dit «la taxe de vente multistade 
élimine-t-elle. . .»? 
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[Texte] 


Mr. Friedman: Exactly. Does MMST solve the current 
problems? That is why it is proposed, because of these 
problems. I am not sure how much detail you want... 
The problems are on the left-hand side. Shall we cover it? 


Mr. Layton: Yes. I think we are all agreed. 


Mr. Friedman: You are aware of the problems. It 
punishes domestic manufacturers and the MMST treats 
importers and domestic manufacturers alike, so that 
complaint can be set aside. It favours private labels. There 
is a suggestion that since the tax is on selling price to 
consumers, private labels would lose any tax advantage 
they currently have. 


Arbitrary administration: The arbitrary administration 
will be corrected as long as tax-free and exempt 
transactions are clearly defined. Rules for allocation 
between creditable and non-creditable purchases may 
prove troublesome. But the clearer you can become, the 
less chance for arbitrary administration. 


The random notional valuation, where you can pay tax 
on arbitrary tax bases, should disappear as well. 


Cascading, it depends. VAT, GST—either the credit 
invoice method or the subtractive method solves the 
federal only cascading problem. If the provinces choose 
not to go along, you still continue to have some cascading 
in the system. However, if you have a national sales tax, 
that would be solved as well. We will talk about 
differences between VAT, GST and NST tomorrow. 


ots) 


Favours on _ taxed goods: the tax-free goods, 
unfortunately, will continue to receive - favourable 
treatment, and if there is a perception by people that their 
Product is being taxed unfairly as compared to other 
goods, then you have not avoided that problem. Are there 
any questions on that? 


The Chairman: So by exempting food and drugs, we 
have really created a problem. 


Mr. Friedman: You did not exempt food, remember; it 
S tax-free. “Exempt” means perhaps exempt only at one 
rade level. 


The Chairman: Maybe we are talking only about basic 
©Oceries. With that, let us talk about it later. 


Mr. Weyman: You have a good question: what is a 
lasic grocery? 


_ Mr. Friedman: [ certainly do not have an answer, but I 
ould assume basic groceries are those currently 
xempt—and I could be wrong—under the federal sales 
\x scheme. 


[Traduction] 
M. Friedman: Exactement. Est-ce qu’elle permet de 
régler les problémes actuels? C’est pour cela qu’on la 


Propose, a cause de ces problémes. Je ne sais pas si vous 
voulez avoir beaucoup de détails... Les problémes sont 
énumérés du c6té gauche. Voulez-vous en parler? 


M. Layton: Oui. Je pense que nous sommes tous 
d’accord. 


M. Friedman: Vous connaissez les problémes. Le 
régime actuel désavantage les fabricants Canadiens et la 
taxe de vente multistades met les importateurs et les 
fabricants canadiens sur un pied d’égalité; ce probléme est 
réglé. Le régime actuel favorise les labels privés. On laisse 
entendre que, les consommateurs payant la taxe de vente, 
les labels privés perdraient tout avantage fiscal actuel. 


Administration arbitraire: On réglera ce probléme tant 
que les transactions exemptes de taxe seront clairement 
définies. Les régles permettant de distinguer les achats 
admissibles au crédit et non admissibles peuvent causer 
des problémes. Mais plus les régles sont claires, moins 
l’administration sera arbitraire. 


L’établissement de la valeur indicative au hasard, qui 
entraine le paiement de taxes arbitraires devrait 
disparaitre aussi. 


Pour ce qui est de la Superposition des taxes, cela 
dépend. La TVA, la TBS—la méthode de facture de crédit 
ou la méthode soustractive permet de régler le probléme 
de superposition au nivau fédéral uniquement. Si les 
provinces ne participent pas, on aura toujours le 
probleme de _ superposition des taxes. Toutefois, 
l’instauration d’une taxe de vente nationale réglerait aussi 
ce probleme. Nous parlerons demain des différences entre 
la TVA, la TBS et la TVN. 


Avantage accordé aux biens taxés: les biens détaxés 
continueront malheureusement de  bénéficier d’un 
traitement préférentiel et si les gens ont Vimpression que 
leur produit est injustement taxé comparativement a 
d’autres biens, le probléme reste alors entier. Y a-t-il des 
questions? 


Le président: Ainsi, en exonérant les aliments et les 
médicaments, nous avons créé un probléme. 


M. Friedman: Vous n’avez pas exonéré les aliments, ne 
V’oubliez pas; ils sont détaxés. Les biens «exonérés» ne le 
sont peut-étre qu’a un maillon de la chaine commerciale. 


Le président: Nous parlons peut-étre seulement de 
produits d’épicerie de base. Nous y reviendrons plus tard. 


M. Weyman: C’est 1a une excellente question: qu’est-ce 
qui constitue un produit d’épicerie de base? 


M. Friedman: Je ne connais certainement pas la 
réponse a cela mais j’imagine que les produits d’épicerie 
de base sont ceux qui sont actuellement exonérés—je 
pourrais me tromper—en vertu du régime actuel de taxe 
de vente fédéral. 
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[Text] 


Mr. Warner: What is the significance of the private 
labels? 


Mr. Friedman: If you have a department store right 
now, for example, that sells a brand-name stove, that 
brand-name stove would attract federal sales tax on the 
manufacturer’s selling price, say, to the retailer if it went 
directly to the retailer. That sale price would include 
warranty costs, distribution costs, advertising undertaken 
by the manufacturer, so the tax would be on the full 
selling price. 


That manufacturer or another manufacturer might 
approach the department store and say they will sell them 
a no-name or private-label good: you undertake the 
advertising; you undertake the distribution and/or the 
warranty; we will give you a reduced price because we do 
not have to spend that. But that all occurs after the federal 
sales tax taxing point. 


Now, I think you can avoid some of the problems if 
there is a wholesale trade level, but to the extent that the 
wholesale trade level has disappeared in certain industries 
and manufacturers sell to retailers, there are complaints 
that the brand-name goods are being taxed on the full 
amount while the private-brand label goods are taxed only 
on the manufacturers’ costs plus a margin. 


The Chairman: I believe there are no other questions, 
and it is 10 p.m. The meeting is adjourned until 
tomorrow at 9.30 a.m. in Room 112-N. 
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[Translation| 
M. Warner: Qu’entend-on par étiquette privée? 


M. Friedman: Si, par exemple, un grand magasin vend 
actuellement une marque connue de cuisiniéres, la taxe 
de vente fédérale serait ajoutée au prix de vente du 
fabricant et devrait étre acquittée par le détaillant sil 
achetait directement cette cuisiniére. Le prix de vente 
comprendrait les frais de garantie, de distribution et de 
publicité assumés par le fabricant et la taxe porterait donc 
sur le prix de vente intégral. 


Ce fabricant ou un autre pourrait offrir de vendre a ce 
grand magasin un bien sans marque commerciale connue 
ou de marque privée a condition que le grand magasin 
assume lui-méme les frais de publicité, de distribution ou 
de garantie en échange de quoi il obtiendrait un rabais du 
fabricant qui lui n’aurait pas a assumer ces frais. Mais tout 
cela se produit aprés que la taxe de vente fédérale a été 
percue. 


Or, je crois qu’il serait possible d’éviter certains de ces 
problémes si la taxe est prélevée au niveau du gros mais Si 
ce dernier maillon manque dans certaines industries et 
que les fabricants vendent directement aux détaillants, les 
fabricants de produits de marque se plaignent d’avoir a 
acquitter la taxe sur le plein montant alors que les biens 
de marque privée ne sont taxés que sur les cotts du 
fabricant majorés de la marge bénéficiaire. 


Le président: Je crois qu’il n’y a pas d’autres questions 
et comme il est 22 heures, la séance est levée. Nous nous 
réunirons de nouveau demain a 9h30 dans la salle 112-N. 
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MINUTES OF PROCEEDINGS 


TUESDAY, JANUARY 26, 1988 
(203) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 9:35,0’clock a.m. this day, in Room 112-N, 
Centre Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Michael Cassidy, Mary Collins, Robert Layton, George 
Minaker, and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. David Weyman, 
C.A., Peat Marwick; Andy J. Friedman, C.A., Peat 
Marwick; Lorey A. Hoffman, Ph.D., Peat Marwick; Peter 
H. Wood, C.A., Clarkson Gordon, Consultants. From the 
Research Branch of the Library of Parliament: Terrence J. 
Thomas, Research Officer. 


In accordance with its mandate under Standing Order 
96(2), the Committee resumed consideration of the White 
Paper and other related documents on Tax Reform—Stage 
II (Sales Tax) tabled in the House of Commons on 
Thursday, June 18, 1987. (See Minutes of Proceedings and 
Evidence, Monday, January 25, 1988, Issue No. 133%) 


The Research Staff made a presentation and answered 
questions. 


At 10:55 o’clock a.m., the sitting was suspended. 
At 11:00 o’clock a.m., the sitting was resumed. 
Questionning resumed. 


At 11:59 o’clock a.m., the Committee adjourned to the 
Call of the Chair. 


AFTERNOON SITTING 
(204) 


The Standing Committee on Finance and Economic 
Affairs met at 3:19 o’clock p.m. this day, in Room 112-N, 
Centre Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present. Don Blenkarn, 
Michael Cassidy, Mary Collins, Murray Dorin, Raymond 
Garneau, Robert Layton, Aideen Nicholson, and Norman 
Warner. 


Acting Member present: Sid Fraleigh for Bill Attewell. 


In attendance: From the Committee’s Research Staff: 
1. Bert Waslander, Research Director. David Weyman, 
7.A., Peat Marwick; Andy J. Friedman, C.A., Peat 
Marwick; Lorey A. Hoffman, Ph.D., Peat Marwick: Peter 
1. Wood, C.A., Clarkson Gordon, Consultants. From the 
ventre for Legislative Exchange: Barbara Reynolds, 
director. 


In accordance with its mandate under Standing Order 
6(2), the Committee resumed consideration of the White 


PROCES-VERBAUX 


LE MARDI 26 JANVIER 1988 
(203) 


[Traduction| 


Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui a 9 h 35, dans la piéce 
112-N de l’Edifice du centre, sous la présidence de Don 
Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Robert Layton, George Minaker et 
Norman Warner. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. David 
Weyman, c.a., Peat Marwick: Andy J. Friedman, c.a., Peat 
Marwick, Lorey A. Hoffman, ph.d., Peat Marwick; Peter 
H. Wood, c.a., Clarkson Gordon, conseillers. Du Service 
de recherche de la Bibliothéque du Parlement: Terrence 
J. Thomas, attaché de recherche. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité examine de nouveau le 
Livre blanc et autres documents connexes ayant trait a la 
réforme  fiscale—Deuxiéme étape (Taxe de vente), 
documents déposés sur le bureau de la Chambre des 
communes le jeudi 18 juin 1987. (Voir Procés-verbaux et 
temoignages du lundi 25 janvier 1988, fascicule n° 133.) 


Le personnel de recherche donne un exposé et répond 
aux questions. 


A 10h 55, le Comité interrompt les travaux. 
A 11 heures, le Comité reprend les travaux. 
Le Comité poursuit son interrogatoire. 


A 11 h 59, le Comité léve la séance jusqu’a nouvelle 
convocation du président. 


SEANCE DE L’APRES-MIDI 
(204) 


Le Comité permanent des finances et des affaires 
economiques se réunit aujourd’hui a 15 h 19, dans la 
piéce 112-N de l’Edifice du centre, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Murray Dorin, Raymond Garneau, 
Robert Layton, Aideen Nicholson et Norman Warner. 


Membre suppléant présent: Sid Fraleigh remplace Bill 
Attewell. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. David 
Weyman, c.a., Peat Marwick; Andy J. Friedman, c.a., Peat 
Marwick, Lorey A. Hoffman, ph.d., Peat Marwick; Peter 
H. Wood, c.a., Clarkson Gordon, conseillers. Du Centre 
d’échange interparlementaire: Barbara Reynolds, 
directeur. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Reglement, le Comité examine de nouveau le 
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Paper and other related documents on Tax Reform—Stage 
Il (Sales Tax) tabled in the House of Commons on 
Thursday, June 18, 1987. (See Minutes of Proceedings and 
Evidence, Monday, January 25, 1988, Issue No. 133.) 


By unanimous consent, it was agreed,—That, the 
Committee resolve itself into an in camera meeting for 
the consideration of its future business. 


At 3:32 o’clock p.m., in accordance with its mandate 
under Standing Order 96(2), the Committee resumed 
consideration of the White Paper and other related 
documents on Tax Reform—Stage II (Sales Tax) tabled in 
the House of Commons on Thursday, June 18, 1987. (See 
Minutes of Proceedings and Evidence, Monday, January 
25, 1988, Issue No. 133.) 


The Research Staff made a presentation and answered 
questions. 


At 4:59 o’clock p.m., the sitting was suspended. 
At 5:04 o'clock p.m., the sitting was resumed. 
Robert Layton took the Chair. 


At 5:25 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 
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Livre blanc et autres documents connexes ayant trait a la 
réforme fiscale—Deuxiéme étape (Taxe de _ vente), 
documents déposés sur le bureau de la Chambre des 
communes le jeudi 18 juin 1987. (Voir Procés-verbaux et 
temoignages du lundi 25 janvier 1988, fascicule n° 133.) 


Par consentement unanime, il est convenu,—Que le 
Comité adopte le huis clos pour déterminer ses futurs 
travaux. 


A 15 h 32, conformément au mandat que lui confie le 
paragraphe 96(2) du Réglement, le Comité examine de 
nouveau le Livre blanc et autres documents connexes 
ayant trait a la réforme fiscale—Deuxieme étape (Taxe de 
vente), documents déposés sur le bureau de la Chambre 
des communes le jeudi 18 juin 1987. (Voir Procés-verbaux 
et témoignages du lundi 25 janvier 1988, fascicule n° 
L333) 


Le personnel de recherche donne un exposé et répond 
aux questions. 


A 16h 59, le Comité interrompt les travaux. 
A 17h 04, le Comité reprend les travaux. 
Robert Layton occupe le fauteuil. 


A 17 h 25, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriere 
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The Chairman: We are resuming our consideration 
under Standing Order 96.(2) of the white paper on sales 
tax. Our witnesses are Andy J. Friedman, C.A.: Lorey 
Hoffman; and Peter H. Wood, C.A. Mr. Hoffman. I think 
that is where we start, is it not? 
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Mr. A.J. Friedman (Individual Presentation): Yes, I am 
going to continue, with Peter interjecting in the middle to 
give you a respite from listening to my voice. 


Last night we covered the bare essentials. Today we can 
get into some more of the details of how the tax will 
work. In this module, we will contrast the GST or what 
somebody called last night the BTT—there seems to be a 
change of initials every few months, but the GST and BTT 
are similar—with the government’s proposals for VAT. 
We will go through a specific example and compute tax 
both ways to show you how you would do that. We will 
then describe briefly a national sales tax, which is the tax 
Proposed to be applied in co-operation with provinces. 
Then we can compare bearing the tax with breaking the 
tax out. By the end of this module you should be able to, 
On a general basis, compute the tax liability for the 
average business. 


Now, page 2-1 is a very important point to start with. 
New Zealand GST is not equivalent to Canadian GST. It 
is a twist of fate that they are called the same. They may 
be called the same thing, but they are definitely not the 
same. 


The New Zealand GST is closer to a traditional credit 
invoice method. Adoption of a Canadian GST would not 
imply adoption of a New Zealand GST. They are not the 
same animals. It is unfortunate, because you see in the 
Press sometimes that if we adopt the GST we would be 
adopting the New Zealand system. 


I look at a summary of the New Zealand tax, and one 
of the key points is that the amount of a registered 
‘person’s output tax, minus the amount of his input tax, is 
paid to the Inland Revenue Department periodically. If 
input tax exceeds output tax, the difference is claimed 
back from the Inland Revenue Department. Clearly, it is 
much more of a European credit method. If you flip 
through this booklet—and you are welcome to look at it 
at your leisure—they stress the importance. The 
importance of obtaining and retaining invoices from 
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TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction] 

Le mardi 26 janvier 1988 


Le président: Nous reprenons |’étude du Livre blanc 
sur la taxe de vente conformément 4 l'article 96.(2) du 
Reglement. Nos témoins sont MM. Andy J. Friedman, 
C.A., Lorey Hoffman et Peter H. Wood, C.A. Monsieur 
Hoffman. C’est par vous que nous commengons, n’est-ce 
pas? 


M. A.J. Friedman (a titre personnel): Oui, je vais 
poursuivre et Peter m’interrompra de temps a autre pour 
faire quelques observations afin que vous ne vous 
endormiez pas au son de ma voix. 


Hier soir, nous avons parlé des principes généraux. 
Aujourd’hui, nous pouvons examiner plus en détail 
comment la taxe sera appliquée. Nous allons comparer la 
TBS qui est, en fait, la méme chose que la taxe sur les 
transactions commerciales dont quelqu’un a parlé hier 
sOir—apparemment, cette taxe change de nom 
réguliérement—avec la TVA que propose le 
gouvernement. A partir d’un exemple précis, nous 
calculerons le montant de la taxe des deux fagons pour 
vous montrer la difference. Nous décrirons ensuite 
briévement la taxe de vente nationale que le 
gouvernement propose d’appliquer en collaboration avec 
les provinces. Nous pourrons ensuite voir quelle est la 
difference quand la taxe est indiquée ou cachée. D’ici la 
fin de ce module, vous devriez pouvoir calculer la taxe 
pour une entreprise moyenne. 


Il y a une précision importante 4 apporter au sujet de 
la page 2-1. La TBS néo-zélandaise ne correspond pas a la 
TBS canadienne. C’est par pur hasard que les deux taxes 
portent le méme nom. En fait, elles ne sont absolument 
pas comparables. 


La TBS néo-zélandaise se rapproche davantage de la 
méthode traditionnelle de crédits et factures. Si nous 
adoptons la TBS canadienne, ses effets ne seront pas les 
mémes que ceux de la TBS de Nouvelle-Zélande. 
Malheureusement, la presse laisse parfois entendre que, si 
nous adoptons la TBS, nous adopterons le systeéme néo- 
zélandais. 


D’aprés ce que j’ai pu lire dans une brochure sur la 
taxe de Nouvelle-Zélande, une personne enregistrée doit 
payer périodiquement au ministére du Revenu le montant 
de la taxe sur ses extrants, moins le montant de la taxe sur 
ses intrants. Si la taxe sur les intrants dépasse la taxe sur 
les extrants, l’intéressé demande au ministére du Revenu 
de lui rembourser la différence. En fait, il s’agit davantage 
d’une méthode de crédit 4 l’européenne. Si vous feuilletez 
cette brochure, ce que je vous invite a faire, on y insiste 
sur importance d’obtenir des factures des fournisseurs 
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registered suppliers cannot be over-stressed. This is in 
section 20.(2) of their law. 


It is important for them to be able to identify the 
invoice; that is, either identifying the invoice that has tax 
included—because they do give the choice of either 
bearing the tax or breaking it out—or identifying the tax 
on those invoices. 


The Chairman: Perhaps I can stop you for a moment. 
They do in fact give you a choice, though, of not putting 
the tax on the invoice in New Zealand. 


Mr. Friedman: You are correct. 


The Chairman: Yes, and of course what we are 
concerned about finding out is to what extent that in fact 
occurs. Looking at our own sales tax experience on the 
federal sales tax, for example, I would suggest—and maybe 
I am wrong—that at least half, and probably much more 
than half, of sales by manufacturers do not break out the 
manufacturer’s sales tax in the invoice to the purchaser. 


Mr. Friedman: That is correct. 


The Chairman: So in effect our present way of doing 
business is generally to leave the tax buried in the system. 


Mr. David Weyman (Committee Consultant): Mr. 
Chairman, I have an observation on that. In the present 
system, the purchaser from the manufacturer is not 
seeking to claim a credit in respect of the tax the 
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[Translation] 
enregistrés et de les conserver. Cela figure a l'article 20.(2) 
de la loi de Nouvelle-Zélande. 


Il est important, pour les Néo-Zélandais, de pouvoir 
faire la différence entre les factures dans lesquelles la taxe 
est incluse et celles auxquelles la taxe est ajoutée étant 
donné que la taxe peut étre, au choix, cachée ou indiqueée. 


Le président: Je voudrais vous interrompre un 


moment. En fait, en Nouvelle-Zélande, vous étes libre de 


ne pas indiquer la taxe sur la facture. 


M. Friedman: Vous avez raison. 


Le président: Bien sur, il s’agit de voir dans quelle 


mesure cela se produit. D’aprés notre propre expérience | 
avec la taxe de vente fédérale, par exemple, je dirais, mais — 


je me trompe peut-étre, qu’au moins dans la moiti€é des | 


cas, et sans doute davantage, le fabricant n’indique pas le 
montant de la taxe sur la facture qu’il donne a l’acheteur. 


M. Friedman: C’est exact. 


Le président: Par conséquent, le systeme actuellement 
en vigueur a généralement pour effet de cacher la taxe. 


M. David Weyman (conseiller du comité): Monsieur le | 


président, j’ai une observation a faire 4 ce sujet. Selon le 


systeme actuel, la personne qui achéte des marchandises 
au fabricant ne demande pas de crédit pour la taxe payée 


manufacturer has paid. It is a once and for all tax paid at par le fabricant. Cette taxe est payée une fois pour toute 
the manufacturer’s, or in some cases the wholesaler’s, par le fabricant ou, dans certains cas, par le grossiste. : 
level under our preseni system. 


En ce qui concerne les nouveaux systémes proposés 
pour le Canada, qu’il s’agisse de la TVA ou de la TBS, il! 
s’agit de savoir comment faire en sorte que les acheteurs, 
les clients qui achétent les biens 4 chaque étape de la! 
chaine de distribution, puissent demander un crédit pour’ 
la taxe payée a l’étape précédente. II faut, a la fois, que les’ 
entreprises puissent se conformer au systéme et que le 
gouvernement soit en mesure de _ controler et 
d’administrer le systeme en question. 
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The real question, when it comes down to it, in terms 
of the proposed systems, alternative systems, whether it is 
VAT or GST in Canada, is what will be needed so that the 
purchasers, the customers at each intermediate stage in 
the business chain, will be able to claim a credit in respect 
of the tax paid at the previous stage in the chain, both to 
satisfy themselves as businesses complying with the system 
and also from the point of view of government being able 
to audit and administer that system. 


Le président: Je comprends cela. Bien str, je vois un 
probleme au niveau du deétail ou le commergant 
s’arrachera les cheveux s’il doit indiquer le prix, et ajouter 
la taxe fédérale, additionner les deux et faire une 
multiplication pour y ajouter la taxe provinciale. II serait 
trés difficle d’afficher le prix des marchandises. En 
supposant que les deux taxes soient de 8 et de 7 p. 100) 
vous ne vous contentez pas d’ajouter 15 p. 100 de taxe. 
Vous devez calculer 8 p. 100 plus 7 p. 100 du prix, plus 
les 8 p. 100. Si j’étais commergant, je serais sans doute 
tenté d’inclure toujours la taxe fédérale dans mes pri?) 
pour ne pas semer la confusion dans l’esprit de me 
clients ou pour éviter que la personne qui pensait payel, 
un article 1$, se voit obligée de débourser 1.25$ ou 1.235) 
thought they were buying something for $1 and it turns Cela représente une telle différence de prix qu’elle risqué 
out to be $1.25 or $1.23 or something like that, which de manquer d’argent pour payer son achat. 
would be such a huge increase in price that they would | 


The Chairman: I understand that. What is bothering 
me, of course, is when you get to the retail level it would 
seem to me a horror show for a retailer to try to show on 
the face of it the price, then add the federal tax, then add 
the two together, and then multiply out to get a provincial 
tax on top of that. It would be the kind of thing that 
would make it very difficult to display goods. Your tax 
computations, assuming eight and say seven, is not fifteen, 
it is eight plus the seven on the price plus the eight. It 
would seem to me if I were a retailer with that kind of a 
double system I be in the position of always quoting fed 
tax included into my prices, simply because I would not 
want to confuse my customer, or I would not want to be 
in a position of having so much tax on that the person 
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not have the money in their pocket to pay for their 
purchase. 


Mr. Friedman: I do not disagree with that, and I am 
stealing a little bit of Peter’s punch when we compare tax- 
in and tax-out pricing. In Europe, at the retail level 
anyway, the tax is buried. 


The Chairman: Is it not buried also at the wholesale 
level? 


Mr. Friedman: No, it is not. 


The Chairman: They do not tend to bury at the 
wholesale level? 


Mr. Friedman: No. 


Mr. Peter H. Wood (Individual Presentation): In fact 
they cannot, because a business in Europe to get a credit 
has to have an invoice with the tax on it. It is a credit 
invoice method, so it is never buried, it is always shown 
separately between businesses. 


_ The Chairman: On the typical BTT, what you do, if 
you are using the subtraction method, you take all your 
‘taxable purchases at whatever rate you have, and then you 
‘subtract and multiply by the effective tax rate. 


| Mr. Friedman: I keep going back to you cannot assume 
that all purchases are taxable. 


The Chairman: Why can you not? Why can you not 
assume that anything you buy zero-rated is taxable at zero 
rate, and anything you buy taxable at 15% is taxable at 
15%? Why can you not assume all your purchases of a 
designated class are taxable; and why can you not then do 
the subtraction method? Why do you have to specifically 
,redit-invoice every specific invoice? 
| Mr. Friedman: Nothing says you have to do it. We get 
yack to what you want to do. Do you want to keep track 
of all your purchases? Whether they are capitalized, or 
whether they are on work order, or whether they are in 
‘ventory, or wherever they are, you are going to have to 
seep track of either your purchases taxed and, perhaps, 
‘intaxed in a separate bucket, or you are going to have to 
seep track of tax on purchases. 


The Chairman: Right now any business keeps track of 
is purchases, and almost every business I know of has a 
‘jal balance or something of that nature where they keep 
ack of their purchases by the month. There should be 
iothing difficult about keeping track of qualifying 
/urchases. 


| Mr. Friedman: You are probably looking at a very 
‘mall business. But I would suggest that in an 
ganization with perhaps hundreds of locations and 
verything from reimbursements to petty cash accounts to 
‘uilding factories by yourself, where you are not showing 
te Purchase as an inventory where it gets buried in, say, 


work order system, it is not that easy to pull out 


[Traduction] 


M. Friedman: Je suis d’accord avec vous et comme 
Peter vous le dira lorsque nous comparerons les prix taxe 
incluse et taxe non incluse. En Europe, la taxe est cachée 
au niveau du détail. 


Le président: Ne l’est-elle pas également au niveau du 
gros? 


M. Friedman: Non. 


Le président: Les Européens n’ont-ils pas tendance a la 
cacher au niveau du gros? 


M. Friedman: Non. 


M. Peter H. Wood (a titre personnel): Ils ne peuvent 
pas le faire étant donné qu’en Europe, pour obtenir un 
crédit, une entreprise doit pouvoir produire une facture 
sur laquelle la taxe est indiquée. II s’agit d’un systeme de 
crédits et factures si bien que la taxe n’est jamais cachée. 
Son montant est toujours indiqué séparément d’une 
transaction a l’autre. 


Le président: Avec la taxe sur les transactions 
commerciales, si vous utilisez la méthode de la 
soustraction, vous prenez tous vos achats taxés, quel que 
soit le taux de la taxe, puis vous sOustrayez et multipliez 
par le taux effectif de la taxe. 


M. Friedman: Comme je l’ai déja dit, vous ne pouvez 
pas partir du principe que tous les achats sont taxés. 


Le président: Pourquoi pas? Pourquoi ne pas supposer 
que toutes les marchandises auxquelles s’applique une 
taxe de 0 p. 100 sont taxées 4 0 p. 100 et toutes celles pour 
lesquelles la taxe est de 15 p. 100 sont taxées a 15 p. 100? 
Pourquoi ne pas considérer que tous vos achats d’une 
certaine catégorie sont taxés et ne pas utiliser la méthode 
de la soustraction? Pourquoi devez-vous utiliser la 
méthode des crédits et factures pour chaque facture? 


M. Friedman: Rien ne vous y oblige. Il s’agit de voir ce 
que vous voulez faire. Voulez-vous pouvoir retrouver la 
trace de tous vos achats? Qu’ils soient capitalisés, qu’ils 
fassent l’objet d’une commande ou qu’ils figurent dans 
votre stock, il faut que vous sachiez quels achats taxés et 
non taxés vous avez effectués ou quel est le montant de la 
taxe payée a l’achat. 


Le président: Toute entreprise conserve un relevé de 
ses achats et la plupart de celles que je connais conservent 
un relevé mensuel. Il ne devrait pas étre difficile pour 
elles de retracer les achats donnant droit a un crédit de 
taxe. 


M. Friedman: Vous parlez sans doute d’entreprises de 
trés petite taille. Dans une société qui compte des 
centaines de succursales et qui doit comptabiliser aussi 
bien des remboursements aux comptes de petite caisse que 
la construction d’usines et ot les achats se retrouvent 
enterrés dans un systeme de commandes, il n’est pas si 
facile d’obtenir, sur demande, un relevé de tous les achats. 
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purchases on demand. There are so many different places 
it can be. Given enough time and given enough— 


The Chairman: What you are saying is if you go on 
specific invoices and specific credits, you do put out 
purchases on demand at the end of the month or period. 
What is the difficulty of keeping track of them without 
keeping track of whether they are taxed at one rate or 
another? 


Mr. Friedman: I guess I am confused. To me it seems 
very simple from both the proposals and from my 
observation that if I were running a business, every time I 
made a payment to somebody I would keep track of the 
tax in a bucket, or— 


° 0945 
The Chairman: Why? 


Mr. Friedman: In order to get the tax credit, or I would 
Kkéep— 


The Chairman: If I am able to file on a subtraction 
method, why would I have to be bothered worrying about 
the detail of what particular tax was paid? 


Mr. Friedman: In a complex organization, it is not a 
matter of taking sales less purchases. It does not jump out 
at you, and I am talking as a bean counter going into a 
multi-billion dollar organization. It is not as simple as 
being able to push a button and all the purchases come 
out at you. 


The Chairman: Obviously it is not simple, but what 
you are asking the bean counter in the future to do ts not 
only count the beans—all of the purchases—but also 
count the tax on all of the beans. Now, that is a double set 
of work. If you only have to count the beans, surely to 
goodness you can subtract beans from beans. But you 
want us to count beans and tax and then sales and tax, and 
subtract one tax from another tax, which will quadruple 
the work of the bean counter. 


Mr. Friedman: I apologize for sounding like a broken 
record, but you are either going to have to count the tax 
content of the beans or the beans themselves in a separate 
account. The Department of Finance have done more 
research into this than I have and their example shows the 
necessity of keeping a memo account of all purchases. 


The Chairman: Obviously everybody has to keep track 
of his purchases. They are going to deduct them. 


Mr. Friedman: There is a separate column where they 
duplicate the need to account for purchases and we went 
through it last night. You can find it in the proposals on 
page 146 in the English version—it is example one—and 
on page 161 in the French version. 


If you look at figure one, the third column says “Input 
tax creditable amounts (Memo Account)”. Now, if it was 
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Ces achats peuvent avoir été effectués a une foule 
d’endroits différents. Avec suffisamment de temps et 
suffisamment. . . 


Le président: Vous voulez dire qu’avec la méthode des 
factures et crédits, vous obtenez la liste des achats, sur 
demande, a la fin du mois ou de la période. Ne peut-on 
pas conserver la trace de ces achats sans déterminer, en 
méme temps, s’ils sont taxés a un taux quelconque? 


M. Friedman: Je ne comprends pas trés bien. D’aprés 
les propositions et ce que j’ai pu observer moi-méme, cela 
me parait trés simple. Si je gérais une entreprise, chaque 
fois que je ferais un paiement a quelqu’un, je conserverais 
la facture indiquant le montant de la taxe, ou... 


Le président: Pourquoi? 


M. Friedman: Pour obtenir le crédit de taxe, ou je 
conserverais. . . 


Le président: Si je peux employer la méthode de la 
soustraction, pourquoi me soucier des détails concernant 
la taxe payée? 


M. Friedman: Dans une organisation complexe, il ne 
s’agit pas simplement de soustraire les achats des ventes. 
Ce n’est pas si évident. Ce qui peut l’étre pour une petite 
«binerie» ne l’est pas pour une société ayant un chiffre 
d’affaires de plusieurs milliards de dollars. Il ne suffit pas 
d’appuyer sur un bouton pour avoir un relevé de tous vos 
achats. 


Le président: Bien sir, ce n’est pas si simple, mais ce 
que vous allez désormais demander 4a la «binerie», c’est 
non seulement de compter toutes les féves, autrement dit 
tous ses achats, mais également de compter la taxe sur 
toutes les féves. Cela représente deux fois plus de travail. 
Si vous vous contentez de compter les féves, vous pouvez 
certainement faire la soustraction. Mais si vous voulez que 
nous comptions les féves et la taxe puis les ventes et la 
taxe et de soustraire une taxe d’une autre taxe, cela va 
quadrupler le travail de la «binerie». 


M. Friedman: Excusez-moi de me répéter, mais vous 
allez devoir compter la taxe incluse dans le prix des féves 
ou les féves dans un compte séparé. Le ministére des 
Finances a fait une étude plus poussée que moi sur la 
question et l’exemple qu’il donne montre la nécessité de 
tenir un compte pour mémoire de tous les achats. 


Le président: Il est certain que tout le monde doit 
conserver un relevé de ses achats pour pouvoir les 
déduire. 


M. Friedman: Il y a une colonne séparée dans laquelle 
il faut comptabiliser les achats comme nous l’avons vu 
hier soir. Vous trouverez ces propositions 4 la page 146 de 
la version anglaise—il s’agit du premier exemple—et a la 
page 161 de la version frangaise. 


Si vous examinez le tableau un, la troisieme colonne 
s’intitule «sommes ouvrant droit 4 CTI (pour mémoire)». 
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enough just to say inventory purchases of $11,340, why do 
we need another column to keep track of all the 
purchases? For instance, $7,560 goes into capital 
equipment, so why can we not just take the totals on the 
bottom and somehow push a button and it comes out? I 
would suggest it is not that simple. We are looking at two 
dozen transactions’in a year. When you have two million 
dozen transactions going all over the place, it requires an 
extra memo account. 


Now, if it is even more complicated—that is if the 
provinces come into the scheme with a national sales 
tax—then it requires you perhaps to keep 10 or 12 
different buckets, depending on what province the 
purchase was made in. 


I am not trying to be smart, but I do think that is very 
important. It is an important concept; you have to keep 
track of one or the other. I agree with you. If you were 
able to take just the sales, less the purchases, and pay tax 
on the difference, it would be great. But I do not think it 
works in theory. 


Mr. Weyman: A little earlier I think you asked this 
question: what difference would it make if some of the 
purchases had been taxed at 15% and some had been 
taxed at 0%? You could still accumulate all these 
purchases and their costs and then just deduct the total 
amount of them at the end of the month. 


Let us say, for example, that postage—last line but 
One—is not taxed. If you include that $162 in the memo 
account in that circumstance, sort of recognizing that it 
has a zero rate applicable to it—it is tax-free, as we 
discussed last night—then this business will get a 
deduction of $162, reducing its sales tax liability in respect 
of an input that itself had never borne the tax. You could 
certainly do that arithmetically, but it is going to be one 
huge hole in the tax system, because at the end of the day, 
to raise the same amount of tax revenue from all the 
‘consumers in the country, the rate is going to have to be 
‘ever so much higher if you just extrapolate that for all 
‘such items that are in fact taxed at zero rate, are tax-free, 
and for which a business would then be allowed a 
deduction. 
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So you do have to differentiate, not only to take out 
‘those items that are not deductible anyway like wages, but 
you also have to take out those items that have not borne 
(tax because they are tax-free. 


The Chairman: No, you do not. You have pointed out 
‘ourself that you have a reduction in tax if you do that, 
ut that is a question of calculating the quantum and how 
fOu pay the tax. There is nothing to say that you cannot 
ileduct in a subtraction system items that have not borne 
ax. It is just a question of whether you are going to allow 
pecific items to be deducted or not. 


| For example, if you were going to zero rate food at the 
armers, and you get into the situation I discussed with 


[Traduction] 


S’il suffit d’indiquer 11,340$ d’achats de stocks, pourquoi 
avons-nous besoin d’une autre colonne pour inscrire tous 
les achats? Par exemple, nous avons 7,560$ de biens 
d’€quipement, alors pourquoi ne pas se contenter de 
prendre le total au bas de la feuille? Pourquoi ne peut-on 
pas obtenir tous les chiffres voulus en appuyant sur un 
bouton? Ce n’est pas si simple. Il y a 1a deux douzaines de 
transactions pour l’année. Lorsque vous faites deux 
millions de douzaines de transactions, vous avez besoin 
d’un compte pour mémoire supplémentaire. 


Cela se complique encore davantage du fait que, si les 
provinces participent 4 la mise en oeuvre d’une taxe de 
vente nationale, vous devrez peut-étre tenir 10 ou 12 
relevés différents, selon la province dans laquelle l’achat a 
été effectué. 


Cela me parait trés important. Vous devez tenir un 
registre de vos encaissements et décaissements. Ce serait 
trés bien si vous pouviez vous contenter de payer la taxe 
sur la difference entre vos ventes et vos achats, mais je ne 
pense pas que cela puisse marcher. 


M. Weyman: Tout 4 l’heure, je pense que vous avez 
posé la question suivante: quelle serait la différence si 
certains achats étaient taxés 4 15 p. 100 et d’autres a 0 p. 
100? Vous pouvez toujours additionner ces achats et en 
déduire le montant total a la fin du mois. 


Par exemple, disons que |’affranchissement, qui figure 
a l’avant-derniére ligne, n’est pas taxé. Si vous incluez ces 
162$ dans le compte pour mémoire, étant donné qu'il 
s’agit d’un article détaxé, comme nous l’avons vu hier 
soir, l’entreprise obtiendrait une déduction de 162$, ce 
qui réduira le montant de la taxe a acquitter sur un 
intrant qui n’a jamais été taxé. La chose est possible du 
point de vue arithmétique, mais cela va creuser un grand 
trou dans les recettes fiscales, car si vous tenez compte de 
tous les articles détaxés pour lesquelles une entreprise a 
droit a une déduction, il faudra rehausser énormément le 
taux d’imposition pour percevoir, de tous les 
consommateurs du pays, les mémes recettes fiscales 4 la 
fin de la journée. 


Il faut établir une distinction, non seulement pour les 
dépenses, comme les salaires, qui ne sont pas déductibles, 
mais également pour les articles qui sont détaxés. 


Le président: Non, ce n’est pas nécessaire. Comme vous 
avez souligné vous-méme, cela réduit le montant de la 
taxe, mais il s’agit de voir comment la taxe est calculée et 
payée. Rien ne dit que le systéme de la soustraction ne 
permet pas de déduire les articles détaxés. Il s’agit 
simplement d’établir si certains articles peuvent étre 
déduits ou non. 


Par exemple, si vous avez un taux d’imposition de 0 p. 
100 sur les produits alimentaires au niveau du producteur 
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you yesterday, that a starch company buys corn from a 
farmer, the starch company does not know whether that 
corn is going into alcohol, on which it is going to pay a 
15% or 20% tax rate, or whether it is going into laundry 
starch, which may be a 10% rate, or whether it is going 
into table corn syrup, on which presumably there will be 
no tax. Now, presumably on a subtractual system it would 
be possible to treat the corn as a taxable input, taxable at 
zero. Is there any reason why you would not want to do 
that? How else would you conceivably do it? 


Mr. Friedman: Under a credit method system the corn 
never bore tax and therefore you get no credit for tax on 
corn. You never paid it. Now, what you are suggesting to 
me is that magically somehow under a GST or a 
subtractive method you can get a deduction for that corn. 
I would suggest that if the law is written properly that 
would be a fraudulent statement. If you deducted 
something on which you never paid tax you are not 
entitled to a credit deduction. 


The Chairman: Sure. Surely the corn is the principal 
input in the product you are producing; that means your 
tax is not on your value added, but it is on somebody 
else’s value added. 


Mr. Friedman: It is on all value added. 


The Chairman: Well, it is on someone else’s value 
added, which in effect creates a real unfairness with 
respect to the tax to that particular product, does it not? 


Mr. Friedman: No, it does not. The only reason you 
would ever get a credit on the corn, if your supplier has 
paid the tax on the corn, is to get you back to a tax-free 
input. By collecting tax on your selling price all you are 
doing is imposing a tax on the selling price. Whether you 
paid tax on your inputs and now get a credit for it, or 
never pay tax on it and do not get a credit for it, you 
come to the same results. You end up passing the whole 
tax on to the next party in the stage. I really do not 
understand what the hang-up is. In either case, if you sell 
the alcohol for $100, we tack on 15% tax on it, you 
collect the 15%. If the corn cost you $10 plus 80¢ tax you 
get the credit for the 80¢ tax, you are back to $10; you are 
back to what you would have been had you never paid tax 
on the input. 


I really do not understand where the concern is. I 
understand your concern that some people will be able to 
get a deduction on taxed purchases, but. . . 
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The Chairman: I do not see any problem in allowing a 
deduction for zero-taxed purchases. I said zero-taxed 
purchases, I did not say exempt purchases. 
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agricole et si, selon l’exemple dont j’ai parlé avec vous 
hier, un fabricant d’amidon achéte du, mais a un 
agriculteur, ce fabricant ignore si ce mais va servir a 
fabriquer de l’alcool, sur lequel il y aura une taxe de 15 
ou 20 p. 100, ou s’il servira a fabriquer de l’amidon pour 
la lessive, qui sera taxé, disons a 10 p. 100, ou encore s’il 
servira a faire du sirop de mais qui, en principe, ne sera 
pas taxé. Le systeme de la soustraction devrait permettre 
de considérer le mais comme un intrant taxé a 0 p. 100. 
Pour quelle raison ne voulez-vous pas le faire? Quelle 
autre solution proposez-vous? 


M. Friedman: Selon le systeme de crédits, le mais 
n’ayant jamais été taxé, vous n’obtenez aucun crédit pour 
la taxe sur le mais. Vous n’avez jamais payé de taxe. A 
vous entendre, par l’opération du Saint-Esprit, la TBS ou 
la méthode de la soustraction vous permet d’obtenir une 
déduction pour ce mais. Vous n’avez pas droit a un crédit 
de taxe si vous n’avez jamais payé la taxe en question. 


Le président: Bien stir. Le mais constitue le principal 
intrant dans le produit que vous fabriquez; autrement dit, 
la taxe que vous payez s’applique a la valeur ajoutée non 
pas par vous, mais par quelqu’un d’autre. 


M. Friedman: Elle s’applique a toute la valeur ajoutée. 


Le président: Il s’agit de la valeur ajoutée par 
quelqu’un d’autre, ce qui crée une véritable injustice en 
ce qui concerne la taxe imposée sur ce produit, n’est-ce 
pas? 


M. Friedman: Non. Si vous obtenez un crédit pour le 
mais, a la condition que votre fournisseur ait payé la taxe © 
sur le mais, c’est uniquement pour que vous obteniez un | 
intrant détaxé. En percevant une taxe sur votre prix de 
vente, On impose une taxe sur le prix de vente en 
question. Ou bien vous avez payé une taxe sur vos intrants 
et vous obtenez un crédit pour cette taxe, ou bien vous 
n’avez jamais payé de taxe et vous n’obtenez pas de crédit. | 
Le résultat est le méme. En fin de compte, c’est le maillon 
suivant de la chaine de distribution qui paie la totalité de | 
la taxe. Je ne comprends pas trés bien ou est le probleme. | 
Dans un cas comme dans l’autre, si vous vendez |’alcool . 
100$, nous imposons une taxe de 15 p. 100, et vous 
recouvrez les 15 p. 100. Si le mais vous cotte 10$, plus | 
80c. de taxe, vous obtenez un crédit de 80c., ce qui. 
raméne votre prix d’achat a 10$; vous vous retrouvez au 
méme point que si vous n’aviez jamais payé de taxe sur ’ 
Vintrant. 


Je ne comprends pas ce qui vous inquiéte. Bien sir, 
vous craignez que certaines personnes puissent obtenir | 
une déduction sur des achats taxés, mais. . . 


Le président: Je ne vois aucune difficulté 4 ce que l’on 
accorde une déduction en fonction des fournitures” 
détaxées. Je parlais de fournitures détaxées et non pas de 
fournitures exonérées de taxe. | 
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Mr. Friedman: I do not understand why you would 
allow a deduction for something on which you never paid 
tax, or something such that there was no tax content on 
the purchase. It goes back to saying the only reason— 


The Chairman: The question is whether you are 
deducting tax or you are deducting costs. 


Mr. Weyman: No, that is not the. . . no, definitely not. 
Mr. Friedman: No. 
The Chairman: Okay. Carry on. 


Mr. Weyman: | think it is important, Mr. Chairman, in 
the context of this discussion, to add one thing. I think 
what is critical from the consumer’s point of view is 
whether or not at the retail level, where the household or 
consumer buys the goods, the goods are tax-free or not. If 
the goods are tax-free at the consumer level, then indeed 
the consumer pays no tax on those goods. That really is 
the only critical issue. If you are looking ultimately at 
relieving consumers of tax on a particular good or a 
particular service, it is at the retail level that the tax must 
be relieved. 


What goes on before that in the distribution chain is a 
neutralizing effect at each stage of the chain, from 
manufacturer to wholesaler, wholesaler to distributor, 
distributor to retailer, and so on. As Andy Friedman has 
just said, whether you impose the tax and allow a credit 
for it or do not impose the tax and do not allow a credit 
for it, it is identical; it is neutral. Those are purely 
mechanics, if you like. It leads to a simpler system or it 
leads to a more complex system. But the key issue in 
relieving consumers from this tax is that there should be 
_ no tax imposed at the retail level. That is the only issue. 


Mr. Cassidy: If you are taking the example of food, 
what you are putting your finger on is partly the fact that 
when you buy food in a grocery store, there are a number 
_Of other inputs into that food besides what the farmer 
took from the soil. An exemption for food will exempt 
' some of those other inputs and not exempt others, unless 
you have a zero-rated system. 
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_ To be specific, all the labour involved—which adds 
Value to the food—in taking it from the farm to the 
Processor, in processing it, in transporting it and then 
| Selling it, can be exempted from tax if it is attached to 
food if food is not taxed as it goes up through the chain 
and if it is not taxed at the end. But it is much harder to 
exempt from tax the cellophane, the paper, the fuel, the 
‘purchased transportation services, the advertising, and 
those kinds of things, which are also a cost of the food 
that is ultimately sold to the consumer in Loblaws. 
Therefore the food that is tax-free will in fact be 
, Partially— 


. . 
Mr. Friedman: No, it would not. Well, I guess it is 


unfair for me to say no, it would not, given that. . . If you 


[Traduction] 


M. Friedman: Je ne comprends pas pourquoi on 
accorderait une déduction en fonction d’une taxe que l’on 
n’aurait jamais payée ni directement ni indirectement. 
Cela reviendrait a dire que la seule raison. . . 


Le président: La question est de savoir si l’on déduit 
des taxes ou des frais. 


M. Weyman: Non, ce n’est pas cela, absolument pas. 
M. Friedman: Non. 
Le président: Trés bien. Je vous écoute. 


M. Weyman: Monsieur le président, il me parait 
important d’ajouter quelque chose dans le cadre de cette 
discussion. Ce qui importe avant tout, c’est si les biens 
qu’achete le consommateur au détail sont détaxés ou non. 
S’ils sont exonérés au détail, le consommateur ne paie 
alors pas de taxe sur ces biens. C’est vraiment autour de 
cela que tourne toute la question. Si nous avons 
intention de dispenser les consommateurs de la taxe sur 
un bien ou un service en particulier, c’est au niveau de la 
vente au détail qu’il faut le faire. 


Il y a un effet neutralisant 4 chaque étape de la chaine 
de distribution avant que les biens ne parviennent a 
l’étape de la vente au détail, du fabricant au grossiste, du 
grossiste au distributeur, du distributeur au détaillant, et 
ainsi de suite. Comme Andy Friedman le disait tout a 
I"heure: Que l’on impose une taxe en accordant un crédit, 
ou que l’on n’impose pas de taxe et que l’on n’accorde pas 
de crédit, c’est du pareil au méme; l’effet est neutre. C’est 
une question d’ordre purement technique si vous voulez. 
On aboutit ainsi 4 un systéme plus simple ou a un 
systeéme plus complexe. Mais la question qui importe 
vraiment, la seule, si l’on.. veut dispenser les 
consommateurs de cette taxe, c’est qu’il ne faudrait pas 
imposer de taxe au stade du détail. 


M. Cassidy: Prenons le cas des aliments, par exemple. 
Ce que vous dites fait en partie ressortir le fait que le prix 
des aliments refléte déja bien d’autres intrants depuis le 
moment de leur production initiale. En exonérant de taxe 
les aliments, certains de ces autres intrants seront libres de 
taxe et d’autres pas, 4 moins que l’on applique un systeme 
de détaxe. 


Pour étre plus précis, toute la main-d’oeuvre utilisée— 
qui ajoute de la valeur aux aliments—pour amener les 
aliments de la ferme a l’étape du traitement, et pour leur 
traitement, leur transport et leur vente, peut étre exonérée 
quand elle se rattache aux aliments, si les aliments ne sont 
pas taxés au cours de leur cheminement dans la chaine ni 
a l’étape finale. Mais il est beaucoup plus difficile 
d’exonérer de taxe le cellophane, le papier, le carburant, 
le transport, la publicité, et tous les éléments de ce genre, 
qui entrent aussi dans le prix de revient des aliments 
qu’achétent en bout de course le consommateur chez 
Loblaws. Ainsi, les aliments qui sont détaxés seront en fait 
en partie... 


M. Friedman: Non, ce n’est pas cela. Je ne devrais 
peut-€tre pas dire cela mais... Si vous aviez été ici hier 
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had been there last night... we talked about the 


difference between exemption and zero-rating or tax-free. 
It has always been my view that when the government 
says there will be no tax on food, what it means is that 
food will be tax-free or zero-rated. In your example, if you 
go to Loblaws, Loblaws will not charge the consumer tax 
on food, but they will get full credit for all their inputs. If 
they get full credit for all their inputs, then your problem 
disappears. 


The Chairman: Why? Why would you do that? 


Mr. Cassidy: Then you have a problem, though. Let us 
take Loblaws, for example. 


The Chairman: Why would you do that? 


Mr. Cassidy: At present something like 15% or 18% of 
what they sell is subject to provincial sales tax. The way 
merchandising is developing, with hyper-markets and that 
kind of thing, it may well be that in future 30% or 40% 
of what is sold through a food market will be taxable. 
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Mr. Friedman: But on those items you will get taxed 
on the full amount, which includes the portion of 
advertising, warranties, cellophane, whatever, that relates 
to those items. So in effect you tax those that— 


Mr. Cassidy: You are going to have to take the big ads 
that appear in the weekend papers then and you are going 
to have to decide how much of that is attributable to food 
and how much is attributable to the taxable goods and 
services. 


Mr. Friedman: No, because everything in a system... 
We go back to the example last night. All we are doing is 
imposing a retail sales tax in stages, but at each stage all 
you are doing is giving the tax back to the previous party, 
who paid it on the promise that, on‘items that are taxable, 
you are going to pay tax not on the value added by the 
supermarket but on the whole amount of the good. So if 
Loblaws tomorrow decides to sell automobiles for 
$20,000, then the whole $20,000 would attract tax, with 
Loblaws getting a credit for all purchases because they 
have withheld tax on the whole amount. 


The Chairman: I do not think that is a possibility. I 
really think you cannot zero-rate food. You have to 
exempt Loblaws— 


Mr. Friedman: No. 


The Chairman: —but you cannot zero-rate them. 


Mr. Friedman: I am willing to go back if you want to 
go back, and let us review what we did last night, because 
it is very important. This is key. 


The Chairman: Yes. 


[Translation| 


soir... Nous avons parlé de la différence entre 
Vexonération et la détaxe ou un taux de taxe de zéro. J’ai 
toujours pensé que, lorsque le gouvernement dit qu’il n’y 
aura pas de taxe sur les aliments, cela signifie qu’ils seront 
détaxés ou que le taux de taxe sera de zéro. Pour 
reprendre VWexemple que vous utilisez, Loblaws 
n’imposera pas de taxe au consommateur sur les aliments, 
mais obtiendra un crédit pour tous ses intrants. Cela régle 
donc le probleme que vous soulevez. 


Le président: Pourquoi? Pourquoi fonctionner de cette 
fagon? 


M. Cassidy: Cela pose toutefois une difficulté. Prenons 
le cas de Loblaws, par exemple. 


Le président: Pourquoi fonctionner ainsi? 
M. Cassidy: A l’heure actuelle, de 15 a 18 p. 100 des 


produits que vend Loblaws sont assujettis a la taxe de 
vente provinciale. De la fagon dont les choses évoluent, 
avec la tendance a créer de plus en plus de supermarchés, 
il peut fort bien arriver qu’on en vienne a ce. que 30 7p. 
100 ou 40 p. 100 des produits vendus dans un marché 


d’alimentation soient taxables. 


M. Friedman: Mais la taxe sera imposée sur le plein 
prix, ce qui comprend la portion de la publicité, de la 
garantie, de la cellophane, et de tout ce qui entre dans le 
prix de ces articles. Cela signifie donc que Von taxe tous 
les intrants. . . 


M. Cassidy: Il va donc falloir tenir compte des grandes 
annonces qui paraissent chaque week-end dans les 
journaux et déterminer quelle partie de ces annonces est 
liée aux aliments et quelle partie se rattache aux biens et 
services taxables. 


M. Friedman: Non, parce que dans le systeme, tout 
est... Nous en revenons 4 l’exemple d’hier soir. Tout ce 
que nous faisons, c’est imposer une taxe de vente au détail 
multi-stades, mais 4 chaque étape, on remet la taxe a 
Vintervenant précédent qui l’a acquittée sachant que, sur 
les articles taxables, on n’est pas censé payer de taxe sur la 
valeur ajoutée par le supermarché, mais sur le prix total 
du bien. Ainsi, si Loblaws décidait demain matin de 
vendre des automobiles 4 20,000$, la taxe porterait sur les 
20,000$, et Loblaws obtiendrait un crédit en fonction de 
tous ses achats puisque la taxe aurait été pergue sur le prix 
total. 


Le président: Je ne pense pas que ce soit possible. Je 
crois vraiment qu’il est impossible de détaxer les aliments. 
Il faut exonérer Loblaws. . . 


M. Friedman: Non. 


Le président: . .. 
qu’elle vend. 


mais on ne peut détaxer les produits 


M. Friedman: Je peux revenir en arriére, si vous le 
voulez, et revoir ce dont nous avons discuté hier soir, 
parce que c’est trés important, voire essentiel. 


Le président: Oui. 
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Mr. Friedman: Before David and I met last week or the 
week before that, I said that if you go away from these 
sessions knowing only the difference between exempt and 
tax-free or zero-rated then our job has been done, because 
if you withhold tax on full selling price of taxable goods 
then not to give credit to all the inputs means you are 
double-taxing those goods. 


Mr. Cassidy: Wait a minute. No. 
The Chairman: No, you are not. 


Mr. Cassidy: I think this is more a matter of choice, 
and if you exempt food— 


Mr. Friedman: Now, “exempt”— 
Mr. Cassidy: Meaning that it is not taxed. 
Mr. Friedman: It is not taxed— 


The Chairman: Exempt the grocery store on food 
items. 


Mr. Cassidy: If you exempt the grocery store on food 
items. That is right. 


Mr. Friedman: If you exempt only the grocery store or 
all of the chain? 


The Chairman: No, exempt certain food items, period. 
Mr. Friedman: Only at the grocery-store level? 
Mr. Cassidy: No, the food as it goes up through the— 


Mr. Friedman: So you are going to make the basic 
groceries tax-free then? 


Mr. Cassidy: That is correct. 
The Chairman: No, exempt. 


Mr. Cassidy: No. I am sorry; that is right. Take the 
corn, for example, that is going into the starch 
manufacturer and you do not know if it is going to be 
used for laundry starch, which is taxable, or in some 
baked good, which is non-taxable. There is no particular 
problem there, it seems to me, because if the corn goes up 
through the chain as food and at a certain point gets 
liverted into a non-food channel then the tax on the next 
ransfer will capture the taxes that were not levied 
reviously. 


Mr. Friedman: But the corollary to that applies too. 
(here is no problem if corn is taxed all the way up the 
ine, because the purchaser, if he or she is not a 
“onsumer, gets an instant credit for the tax on the corn. 


Mr. Cassidy: Yes. 


Mr. Friedman: It is really only the last party, who 
“ollects On non-creditable tax, who basically brings in all 
“ve tax. 
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M. Friedman: Avant d’avoir rencontré David la 
semaine derniére, ou la semaine d’avant, je disais que, si 
nous ne parvenions qu’a vous faire comprendre la 
difference entre l’exonération et la détaxe ou le taux de 
taxe de zéro, au cours de ces séances, ce serait déja trés 
bien, puisqu’en prélevant une taxe sur le prix de vente 
total de biens taxables, sans accorder de crédit en fonction 
de tous les intrants, cela reviendrait a taxer ces biens en 
double. 


M. Cassidy: Un instant. Non. 
Le président: Non, ce n’est pas le cas. 


M. Cassidy: Je pense que c’est davantage une question 
de choix qu’autre chose, et si l’on exonére les aliments. . . 


M. Friedman: Vous dites «exonére». . . 
M. Cassidy: En ce sens qu’ils ne sont pas taxés. 
M. Friedman: Ils ne sont pas taxés. 


Le président: Exonérer le magasin d’alimentation pour 
les articles d’alimentation. 


M. Cassidy: Oui, dans ce cas, c’est juste. 


M. Friedman: En exOnérant seulement le magasin 
d’alimentation ou toute la chaine? 


Le président: seulement certains articles 


d’alimentation. 


Non, 


M. Friedman: Au niveau du magasin d’alimentation 
seulement? 


M. Cassidy: Non, l’article d’alimentation dans tout le 
cheminement. . . 


M. Friedman: Vous voulez donc détaxer les aliments de 
base? 


M. Cassidy: C’est juste. 
Le président: Non, les exonérer de taxe. 


M. Cassidy: Non. Je m’excuse; c’est juste. Prenons le 
mais, par exemple, qui est utilisé pour fabriquer de 
V’amidon; on ne sait pas s’il entrera dans la composition 
d’un produit d’empesage, qui est taxable, ou d’un produit 
d’alimentation, qui ne l’est pas. Cela ne me semble pas 
poser de difficultés particuliéres puisque, si le mais est 
utilisé a des fins d’alimentation et qu’a un certain 
moment, on V’utilise a d’autres fins, on percevra alors a 
V’étape suivante les taxes qui ne l’avaient pas été aux 
étapes précédentes. 


M. Friedman: Mais le corollaire a cela est aussi vrai. II 
n’y a aucune difficulté si le mais est taxé 4 chaque étape 
de son cheminement puisque l’acheteur, s’il n’est pas un 
consommateur, obtient un crédit immédiat en fonction de 
la taxe qu’il a payée sur le mais. 


M. Cassidy: Oui. 


M. Friedman: Ce n’est vraiment que le dernier 
intervenant, celui qui pergoit des taxes ne pouvant pas 
faire l’objet d’un crédit, qui verse toutes les taxes. 
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Mr. Cassidy: But do you not get into some really M. Cassidy: Mais cela n’entraine-t-il de graves 


serious problems, among other things, of attribution. 
When I read an ad in Loblaws on the weekend that has 
“President's Choice”—half of the products of “President’s 
Choice” are taxable—and a quarter of the ad is for taxable 
products, although 17% or 18% of Loblaws’ sales are for 
taxable products, when you look at it Loblaws 
increasingly are selling commodities to get people into the 
stores because a third of their profits now are coming 
from taxable products. So do you attribute 15%— 


Mr. Friedman: No, there is no attribution. 


Mr. Cassidy: —25%, or a third of the cost of the ad to 
the taxable products? 


Mr. Friedman: You are withholding tax on the full 
amount of the taxable good. It is irrelevant how much 
advertising went into it. The price of that good, which 
recovers whatever advertising you spent on it, is going to 
be fully taxed. So where is the loss there? 


Mr. Cassidy: But suppose that I spent $1,000 in 
advertising and therefore there is $100 of tax that I have 
paid on the advertising. 
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Mr. Wood: You get the full $100 tax back regardless of 
whether it went into food or into taxable products. You 
get the full amount back, everything. 


Food is tax-free or zero-rated, so you have no problem 
because all of the inputs are creditable whether they went 
to tax-free products or taxable products. 


Mr. Cassidy: Okay. If food is exempt, on the other 
hand, then you have the— 


Mr. Wood: If food was exempt... exactly, and that is 


the difference. 


Mr. Friedman: It is not meant to be exempt in that 
situation because you will bear tax on the earlier stages. 


Mr. Cassidy: Or alternatively, if food is exempt and you 
have paid tax on an input like advertising, well, you do 
not eat the ads in The Citizen—at least I hope you do 
not—and this then gets back to the point of whether you 
can in fact pick up all of the taxable inputs and rebate the 
tax in a zero-rated system. What about a meal at the Four 
Seasons here? You pay $22 for lunch these days, if you 
are a Cabinet Minister being taken to lunch by a lobbyist. 


Mrs. Collins: They do not have time! 


Mr. Cassidy: I have seen them there with lobbyists 
lately. 


Mr. Friedman: They are only supposed to eat 80% of 
the meal now. 


difficultés, entre autres, sur le plan de lattribution? 
Quand je vois une annonce de Loblaws sur son «Choix du 
président»—la moitié des produits qu’offre Loblaws sont 
taxables dans le cadre de son programme du «Choix du 
président»—et que le quart des produits qu'elle offre sont 
taxables, bien que 17 ou 18 p. 100 des produits que vend 
Loblaws soient taxables, je constate que Loblaws vend de 
plus en plus d’autres produits pour attirer les 
consommateurs, parce qu’a l’heure actuelle, le tiers de ses 
bénéfices proviennent de produits taxables. Donc, 
attribuez-vous 15 p. 100... 


M. Friedman: Non, il n’y a pas d’attribution. 


M. Cassidy: ... 25 p. 100, ou un tiers du cout de 
’annonce aux produits taxables? 


M. Friedman: La taxe s’applique sur le prix total du 
produit taxable. La proportion de publicité n’a rien a 
voir. Le prix de ce produit, qui comprend le cout de la 
publicité, sera taxé au complet. Il n’y a donc aucune 
perte. 


M. Cassidy: Mais si j’ai dépensé 1,000$ en publicité, j’ai 
payé 100$ de taxe. 


M. Wood: Vous recevez alors un remboursement de 
100$, que la somme ait été consacrée a un produit 
alimentaire ou a un produit taxable. Vous récupérez le 
plein montant. 


Les aliments sont détaxés ou leur taux de taxe est de 
zéro; il n’y a donc aucune difficulté puisque tous les 
intrants peuvent faire l’objet d’un crédit, que ce soit dans 
le cas de produits détaxés ou de produits taxables. 


M. Cassidy: Trés bien. Si les aliments sont exonérés, il y 
a par contre le... 


M. Wood: Précisément, si les aliments sont exonérés. .. 
et c’est la la différence. 


M. Friedman: Mais ce n’est pas le cas ici, puisque des 
taxes seront percues aux étapes précédentes. 


M. Cassidy: Ou, dans l’autre sens, si les aliments sont 
exonérés, et que l’on a payé de la taxe sur un intrant 
comme de la publicité, on ne mange évidemment pas les 
annonces dans The Citizen—ou je l’espére, en tout cas—et 
cela nous raméne a déterminer si l’on peut en réalité 
tenir compte de tous les intrants taxables et rembourser la 
taxe dans le cadre d’un systéme ow le taux de taxe est de 
zéro. Qu’en serait-il alors d’un repas que l’on prendrait 
au Quatre Saisons? De nos jours, un repas coute environ 
22$ a un lobbyiste qui améne un ministre déjetner. 


Mme Collins: Ils n’en ont pas le temps! 


M. Cassidy: J’en ai vu quelques-uns avec des lobbyistes 
derni€rement. 


M. Friedman: Mais ils ne peuvent manger que 80 p. 
100 de leur repas aujourd’hui. 
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[Texte] 
Some hon. members: Oh, oh! 


Mr. Layton: This could be tough. There are three of 
them. 


Mr. Cassidy: If there are five people, one does not eat. 
But in that case though, the meal costs $22 and in fact the 
$20 is value added. The $2 is the underlying price of the 
food. How do you handle that? 


Mr. Friedman: [ think there is no real suggestion in the 
paper that you would tax the whole amount of the meal, 
so all $22 would attract the tax. There is no halfway point. 
If you wanted to get sexy about it you could say generally, 
3% of restaurant meals are food and 97% is everything 
else so we would have a lower rate of tax on restaurant 
meals. But you get into real complexities then. Correct 
me if I am wrong, but I think the assumption is that if 
you eat in a restaurant the full amount of the meal would 
be taxed. 


The Chairman: That is right. 


Mr. Minaker: Getting back to the Loblaws situation— 
and my apologies for not being here last night—but would 
not the cost of that advertising, whether it be for taxable 
items or non-taxable items, be in their overhead costs to 
their store and in their selling profit on the goods? And 
then when you tax the taxable item, they have their 
Overhead profit to cover proportionately the cost of those 
taxable goods or non-taxable goods. So why would you 
attack trying to get a tax on their ads? 


Mr. Friedman: You would not— 


Mr. Minaker: No, but if they are a wholly, completely 
tax-free, exempt store, they only sold food, so they put an 
ad in the paper— 


Mr. Friedman: Yes. 


Mr. Minaker: Then you are not going to tax them at 
the retail selling price because they are non-taxable. 


Mr. Friedman: Yes. 


Mr. Minaker: So you would not have to worry about 
he services or labours that go into that product. 


Mr. Friedman: No. 


Mr. Minaker: And I would presume the same thing 
pplied in Loblaws, where say 40% of the goods they sell 
re taxable and 60% are not, then when you tax at the 
etail level on those 40% goods, you are going to pick up 
reir overhead and mark-up for the cost of the services 
nd labour that go in and so on. Would you not 
roportionately get it all back that way and you would not 
ven have to fool around with the tax on the ads? 


_ Mr. Friedman: Well, the tax on the— 
. 
Mr. Minaker: You are going to eventually get it— 


[Traduction] 
Des voix: Oh, Oh! 


M. Layton: Ce pourrait étre difficile; ils sont trois. 


M. Cassidy: S’il y a cinq personnes, l’une d’elles ne 
mange pas. Mais dans ce cas, toutefois, le repas coute 22$, 
et la-dessus, il y a 20$ en valeur ajoutée. Les aliments qui 
entrent dans la composition de ce mets reviennent en 
réalité 4 2$. Que faites-vous dans un tel cas? 


M. Friedman: [1 n’y a vraiment rien dans le document 
qui laisse supposer que la taxe ne s’appliquerait pas au 
plein prix du repas; la taxe s’appliquerait donc aux 22$. Il 
n’y a pas de demi-mesure. Si l’on voulait couper les 
cheveux en quatre, on pourrait dire qu’en général, 3 p. 
100 du prix d’un repas au restaurant vont pour les 
aliments, et 97 p. 100 pour tout le reste: il faudrait donc 
imposer une taxe moins élevée sur les repas au restaurant. 
Mais cela deviendrait vraiment complexe. Corrigez-moi si 
je fais erreur, mais je crois qu’il est prévu que la taxe 
s’applique sur la totalité du prix d’un repas au restaurant. 


Le président: C’est juste. 


M. Minaker: Pour en revenir a la situation de 
Loblaws—et je m’excuse si je n’étais pas la hier—mais le 
cout de cette publicité, que ce soit pour des produits 
taxables ou non, ne fera-t-il pas partie des frais généraux 
du magasin et des bénéfices réalisés sur la vente des 
produits? Ces bénéfices couvrent donc 
proportionnellement les taxes et le prix de revient de ces 
produits taxables ou non. Pourquoi, alors, ne pas prélever 
de taxe sur ces annonces? 


M. Friedman: Ce n’est pas. . . 


M. Minaker: Non, mais s’il s’agit d’un magasin 
completement exonéré de taxe, qui ne vend que des 
aliments, et qui passe une annonce dans le journal... 


M. Friedman: Oui. 


M. Minaker: I] n’y aura pas de taxe sur le prix de vente 
au détail parce que les articles ne sont pas taxables. 


M. Friedman: Oui. 


M. Minaker: On n’aurait donc pas a se préoccuper des 
services ou de la main-d’oeuvre qui entrent dans la vente 
de ces produits. 


M. Friedman: Non. 


M. Minaker: Et je suppose que c’est la méme chose 
pour Loblaws ou, dirons-nous, 40 p. 100 des produits 
qu’elle vend sont taxables, et 60 p. 100 ne le sont pas. En 
taxant ces 40 p. 100 de produits a l’étape de la vente au 
détail, on préléve aussi de la taxe sur les frais des services 
et de la main-d’oeuvre. Cela ne permettrait-il pas de tout 
récupérer, proportionnellement parlant, sans se 
compliquer la vie en taxant ces annonces? 


M. Friedman: La taxe sur les. . . 


M. Minaker: Mais vous allez la récupérer un jour ou 
Vautre..; 
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| Text] 
Mr. Friedman: I mean you are going to eventually— 


Mr. Minaker: —on their profits on the sale of goods. 


Mr. Friedman: That was the philosophy last night and 
we are going to go through another example, the payment 
and credit procedure throughout the stages really is to 
restore the purchaser back to basically a tax-free condition 
for their costs. And ultimately, if you tax the selling price 
to the consumer of items you want to tax, you are going 
to capture the overhead, you are going to capture 
everything. Anything that goes into the selling price. 


Mr. Minaker: What I am saying is if Loblaws gets 
everything tax-free, if you give them a credit on 
everything and then they turn around and sell their 
product and then you tax them on that item, you are 
going to pick up all of these— 


Mr. Friedman: Exactly! 


ssL010 


Mr. Minaker: So you do not even have to tax Loblaws. 
If they are the final outlet on their ads or stuff like that, 
you are just doing paper work, because you will pick it up 
automatically when they sell the product. 


Mr. Friedman: I think what you are getting back to is 
where we started last night, whether it might not be easier 
to have a one-stage retail sales tax and only tax those items 
that you think should be taxed and leave everything else. 


Mr. Minaker: No, that is not what I am saying. You 
give the Loblaws complete tax credits on all their 
purchases. 


Mr. Friedman: Yes, which is what is proposed. 


Mr. Minaker: Then you will pick it up in the profit 
they make on the goods that are— 


Mr. Friedman: You pick it up by taxing those items 
you want to tax. 


Mrs. Collins: You probably covered this last night. I 
am sorry I was not here, but I can read the transcripts. 
But I still have difficulty in understanding why you would 
have this multi-level sales tax, which seems so complex, 
vis-a-vis a retail sales tax. 


Mr. Friedman: We go back to a need to ensure that 
business inputs are not taxed, to make sure tax is applied 
only once. The only way you can do that is by ensuring 
that all purchases are tax-free. So you do that by taxing 
purchases and by refunding the money, but at the 
consumer level, the refund does not occur, and in fact the 
tax then ends up being computed properly. The 
alternative is to have a one-stage tax with a system of 
exemptions. So I suspect the choice is to either police the 
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[ Translation| 
M. Friedman: Oui, un jour ou l’autre. . . 
M. Minaker: ... sur les bénéfices réalisés sur la vente 


des produits. 


M. Friedman: C’est ce dont nous discutions hier soir, 
et nous allons utiliser un autre exemple. La procédure des 
versements et des crédits, au cours des divers stades, 
consiste en réalité a faire en sorte que les prix de revient 
de l’acheteur soient détaxés. Et en bout de course, en 
imposant la taxe sur le prix de vente au détail des articles 
que l’on veut taxer, on récupérera la partie des frais 
généraux, les taxes au complet, tout ce qui entre dans le 
prix de vente. 


M. Minaker: Si tout ce qu’achéte Loblaws est détaxé, si 
elle obtient un crédit pour tout ce qu’elle achéte, et 
qu’elle vend ensuite ses produits qui sont taxés, on 
recupere toutes. cesac 


M. Friedman: Précisément! 


M. Minaker: Il n’est donc méme pas _ nécessaire 
d’obliger Loblaws a verser des taxes. Si elle est le dernier 
intervenant dans la chaine, ce n’est que de la paperasse, 
puisqu’on récupérera automatiquement les taxes a la 
vente du produit. 


M. Friedman: Je pense que cela nous raméne au point 
de départ d’hier soir, quand on se demandait s’il ne serait 
pas plus simple d’opter pour une taxe de vente au détail 
sans stades multiples et de ne taxer que les produits qui 
devraient l’étre. 


M. Minaker: Non, ce n’est pas ce que je dis. On 
accorde a Loblaws des crédits de taxe complets pour tous: 
ses achats. 


M. Friedman: Oui, c’est ce qui est proposé. 


M. Minaker: On récupérera ensuite ces taxes a méme 
le bénéfices qu’elle aura réalisés a la vente des produits, 
quisont, ! 


f 


M. Friedman: Oui, en taxant les produits que l’on veut: 
taxer. 


Mme Collins: Vous en avez probablement parlé hier 
soir—je m’excuse si je n’étais pas 1a, mais je peux lire le 
procés-verbal—mais je comprends toujours mal pourquoi: 
on préférerait cette taxe de vente multi-stades, qui parait 
si complexe, a une taxe de vente au détail. 


M. Friedman: C’est en raison de la nécessité de faire en 
sorte que les intrants commerciaux ne soient pas taxés et 
de veiller a ce que la taxe ne s’applique qu’une seule fois. 
La seule fagon d’y arriver est de faire en sorte que tous les’ 
achats soient détaxés. On taxe donc les achats, et lon! 
rembourse l’argent, mais il n’y a pas de remboursement 
au niveau du consommateur et, en réalité, l’application de) 
la taxe est donc appropriée. L’autre possibilité serait une 
taxe unique agrémentée d’un systéme d’exonération. Nous 
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payment and credit procedures or police the system of 
exemption certificates. 


We spent the first 15 or 20 minutes debating it, and I 
do not have the answer. I do not have the answer as to 
why European countries chose to go this way rather than 
a One-stage tax. I do not have the answer as to why this 
government has proposed it in this way. I know that at the 
provincial level, anyway, you have a large proportion of 
cascading because, say, Loblaws, which sells provincial 
sales taxable goods, is also paying tax on store counters 
and cash registers and you name it, which then are built 
into the price, which again attracts tax. So you have a tax 
On tax, and that really is what we are trying to avoid. By 
crediting all taxes on your inputs, you avoid that. 


The other concern is this. An organization buys a large 
amount of goods for export, and we are trying to be 
competitive in the export market. If you did not have this 
relief on inputs, then every time a corporation decided to 
export a proportion of its goods, it would have to go back 
and say: we bought some things; what should be exempt 
and what should not be exempt? So I think it is a way of 
convincing businessmen that all the business inputs 
headed for export have been relieved of taxes. 


It is a dilemma. It has been a question to me of the 1.5 
million or 2 million taxpayers versus the 60,000 taxpayers 
you have now. That is the trade-off. What do you get from 
it? Through your deliberations over the next period, 
hopefully you should come to some conclusions on this. 


_ Mr. Minaker: I do not know whether or not this 
question was raised last night. What happens in an 
electronics outlet where they are selling both retail and 
wholesale? Will the individual need a licence number if 
he is a wholesaler? For example, some of these- electronics 
stores will have a showroom and sell directly to the 
people off the street, but they also have dealers to whom 
they sell. Manitoba will have these kinds of stores in 
Winnipeg, but then in the rural areas the dealers come in 
‘and buy wholesale from these particular people. How 
‘would you break down the tax situation there? 


Mr. Friedman: We discussed this in the context of a 


‘lumber yard, but an electronics store is just as good. 
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Under a value-added tax scheme, either a GSD or VAT 
‘cheme, if a retailer went into the store and bought some 
of these electronic goods then he would be charged, say, 
“he 8% tax, but as soon as the retailer purchased these 
foods he would get an instant credit so he would be 
estored to a tax-free status. If you or I went in then we 
vould just pay the tax with the electronic goods and we 
‘vould not get any relief from that tax. 


| 
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[Traduction] 


avons donc le choix entre l’application d’une procédure 
de paiements et de crédit ou d’un systeme d’attestation 
d’exoné€ration. 


Nous avons justement passé les 15 4 20 premiéres 
minutes a en discuter, et je n’ai toujours pas la réponse. 
Je ne sais pas pourquoi les pays européens ont choisi cette 
taxe multi-stades plutdt qu’une taxe unique. Je ne sais pas 
davantage pourquoi le présent gouvernement en a fait la 
proposition. Je sais qu’au niveau provincial, en tout cas, il 
y a tout un enchainement de taxes puisque, disons, 
Loblaws, qui vend des produits assujettis a la taxe de vente 
provinciale, paie aussi une taxe sur les comptoirs, les 
Caisses enregistreuses et tout ce qu’elle achete, taxe qui est 
incluse dans le prix, qui est lui aussi taxé. On paye donc 
une taxe sur une taxe, et c’est ce que nous voulons tenter 
d’éviter. En remboursant toutes les taxes versées sur les 
intrants, c’est ce que l’on fait. 


Nous voulons aussi aider les entreprises qui achétent de 
grandes quantités de produits destinés 4 l’exportation, car 
nous tentons de demeurer concurrentiels dans ce marché. 
Si les taxes sur les intrants n’étaient pas remboursées, a 
chaque fois que la société déciderait d’exporter une partie 
de ses produits, il faudrait qu’elle demande quels produits 
sont exonérés et lesquels ne le sont pas. Cela me parait 
done un moyen de convaincre les gens d’affaires que tous 
les intrants commerciaux en fonction de produits destinés 
a importation sont détaxés. 


C’est un dilemme. La question revient a choisir entre 
les 1,5 million a 2 millions de contribuables et les 60,000 
contribuables actuels. C’est a cela que tout tient. Qu’en 
retire-t-on? J’espére que vos  délibérations vous 
permettront de dégager certaines conclusions a cet égard. 


M. Minaker: Je ne sais pas si l’on a soulevé cette 
question hier’ soir: qu’en est-il du vendeur d’articles 
d’électronique qui vend autant au détail qu’en gros? S’il 
est grossiste, aura-t-il besoin d’une licence? Par exemple, 
certains magasins d’électronique ont une salle de 
démonstration et font directement affaire avec les 
consommateurs, mais ils vendent aussi des produits a des 
détaillants. Il y a certaines entreprises de ce genre au 
Manitoba, 4 Winnipeg, mais dans les régions rurales, les 
détaillants achétent des articles en gros de telles 
entreprises. Comment se répartirait la taxe dans un tel 
cas? 


M. Friedman: Nous en avons déja discuté en prenant le 
cas d’un fournisseur de bois, mais le principe s’applique 
tout aussi bien a un magasin d’électronique. 


Dans le cadre d’une formule de taxe sur la valeur 
ajoutee, TBS ou TVA, le détaillant qui achéterait dans 
cette entreprise des articles d’électronique devrait payer 
une taxe de 8 p. 100, dirons-nous, mais il obtiendrait par 
la suite un crédit immédiat et il n’aurait donc pas payé de 
taxe en définitive. Si vous ou moi allions ensuite acheter 
un de ces produits, nous devrions payer la taxe, et nous 
n’obtiendrions aucun allégement. 
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An exemption certificate way of doing it is that you as 
a retailer would go in and either provide a vendor 
registration number or a licence number—not very 
differently from the way you would do it in 9 of the 10 
provinces who now impose a provincial sales tax. If you 
were just a consumer then you would just go in, buy the 
goods, and be charged the tax because you did not provide 
an exemption certificate—unless you were smart enough 
to get a vendor registration number and decide, hey, this 
is a great way of saving tax. But that is obviously not legal. 


[It imposes a requirement on the retail clerk in those 
stores to police exemption certificates, whereas under a 
VAT system they blindly ring up the sale and they do not 
have to be concerned with whether they are selling to a 
retailer or to a consumer. 


Mr. Wood: In other words, under a VAT system the 
retailer really has to have no knowledge of his customer; 
he just charges tax on everything, because if the customer 
is a business customer then he himself gets a credit. 


Mr. Minaker: I can understand how you are going to 
get your tax. How does the owner of that establishment 
that has a retail or wholesale outlet get credit for tax he 
has paid on services or advertising, things like this? 


Mr. Friedman: He gets a bill for advertising. He gets 
charged $10,000 plus 8%. As soon as he gets that, he just 
takes a credit on his next remittance of value-added taxes. 
So it is an instant credit. As soon as he either pays or gets 
invoiced for the service, he gets a credit automatically. 


Mr. Minaker: So that helps him out on the wholesale 
end and then you guys get it from where he retails it? 


Mr. Friedman: Yes. 


Mr. Minaker: So he would get full credit on any 
purchase he had as well? 


Mr. Friedman: A couple of the examples will highlight 
this. 


Mr. Warner: On page 1-7, where you are showing the 
difference between exemptions and tax-free or zero-rated 
goods, you mentioned that tax-free, zero-rated, would be 
the proposed treatment of basic groceries. 


Mr. Friedman: Yes. 


Mr. Warner: We have gone through a little of this 
earlier, where Loblaws have various inputs into their 
costs, and included in that would be many items I would 
think Loblaws should pay tax on—such as _ their 
automobiles, their cash registers, their counters, things 
like that. You are saying that they would receive full 
credit for all tax on taxed input, so you are saying that 
Loblaws would receive a credit for the tax they have paid 
on their cars, on their counters, on their cash registers. I 
certainly did not interpret Mr. Wilson’s statement as going 
that far. 
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[Translation] 


Le détaillant pourrait étre muni d’un numéro de 
vendeur ou d’un numéro de licence—un peu comme cela 
fonctionne a l’heure actuelle dans neuf des dix provinces 
qui pergoivent une taxe de _ vente provinciale. Le 
consommateur, de son cété, paierait la taxe, puisqu’il 
n’aurait pas d’attestation de vendeur—a moins qu’il ne 
soit assez finaud pour s’en procurer une en se disant que 
c’est un bon moyen d’éviter de payer la taxe. Mais cette 
pratique n’est évidemment pas légale. 


Cette formule exige que le vendeur controle les 
attestations ou les numéros, tandis que dans un systéme de 
TVA, il fait sa vente et ne se préoccupe pas de savoir si 
Vacheteur est un détaillant ou un consommateur. 


M. Wood: Autrement dit, dans un systeme de TVA, le 
détaillant n’a aucune vérification a faire; il pergoit la taxe 
sur tout ce qu’il vend, puisque, si son client est lui-méme 
un vendeur, il obtiendra un crédit. 


M. Minaker: Je comprends comment vous _allez 
percevoir votre taxe, mais comment le détaillant ou le 
grossiste obtient-il son crédit en fonction de la taxe qu’il a 
payée sur les services qu’il a utilisés ou la publicité qu’il a 
faite? 


M. Friedman: Sur les 10,000 dollars qu’il a payés pour 
faire sa publicité, il verse 8 p. 100 de taxe. Des qu'il 
acquitte sa facture, il réduit d’une somme €gale a la taxe 
qu’il a versée ses prochaines remises de taxe sur la valeur 
ajoutée. Il obtient donc un crédit immédiat. C’est la 
méme chose pour un service qu’il a utilisé. 


M. Minaker: II est donc exonéré de la taxe en tant que 
grossiste, et vous vous reprenez a |’étape de la vente au 
détail? 


M. Friedman: Oui. 


M. Minaker: Il obtiendrait donc un crédit complet 


pour tous les achats qu’il aurait aussi faits? 


M. Friedman: Un ou deux des exemples vont illustrer 
cela. 


M. Warner: Au sujet de la page 1-7, ot vous illustrez la 


différence entre les exonérations et les produits détaxés ou © 
a taux de taxe équivalent 4 zéro, vous avez mentionné que» 


la détaxe serait le traitement proposé pour les produits 
alimentaires de base. 


M. Friedman: Oui. 


M. Warner: Nous en avons déja discuté un peu plus 
t6t, quand nous avons parlé des divers intrants de Loblaws 
dans ses prix de revient, ce qui comprendrait de 
nombreux produits sur lesquels Loblaws devrait payer de 


la taxe—comme ses automobiles, ses caisses enregistreuses, | 
ses comptoirs, etc. Vous dites que Loblaws aurait droit a. 


un crédit pour toutes les taxes qu’elle aurait payées sur les 


intrants, donc, pour la taxe qu’elle aurait payée sur Ses” 


automobiles, ses comptoirs et ses caisses enregistreuses. Je 
n’ai jamais cru que M. Wilson était allé si loin dans sa 
déclaration. 
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[Texte] 
Mr. Friedman: Let us go back to page 1.1— 


Mrs. Collins: Let us start all over again. We are slow 
learners here. 


Mr. Friedman: No, this is what this is intended to be. It 
is time for compliments: you are probably, let us say— 


Mr. Cassidy: He is most tactful. 


Mr. Friedman: —among the top 20% of intelligent 
people in Canada, and if you cannot understand this then 
the general public certainly will not—and accountants 
and lawyers even worse. 


What is a multi-stage sales tax? It is a tax on final 
domestic consumption of goods and services. Loblaws 
should not pay any tax. Loblaws is not a consumer. 
Loblaws passes on those costs. If they have cars or they 
have advertisments or they provide valet parking for their 
wealthier customers, then that will be built into the price 
of both the non-taxable food items and the taxable other 
items. 
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Mr. Warner: But you are saying here that they are 
going to get full credit for all the tax they paid. I am 
Suggesting that perhaps the Finance Minister would want 
them to pay tax on their cars and on their cash registers 
and on their advertising. 


Mr. Layton: And to pass that on to the consumer. 


__ The Chairman: And that is what happens right now. 
You see, what we really have promised the public is that 
groceries will remain in the same position as they are in 
right now vis-a-vis federal tax. Right now there is a federal 
tax in the tax Loblaws paid when they bought the counter 
and the cash register, and it somehow must be priced in 
_the cost of oranges. 


Mr. Friedman: Yes. 


The Chairman: What you are saying is we are going to 
sreduce the price of oranges even further, by giving them 
; back all the tax they paid on these things. And that is not 
‘what was promised. What you are really trying to do is to 
‘Make it even juicier than it presently is. Surely to 
goodness all we promised to the consumer was to put the 
consumer in exactly the same position as he is in right 
now. 


| Mr. Friedman: I am not trying to do anything. Let us 
‘go back to your example. If Loblaws does not get credit 
‘for all of these expensive items and Loblaws therefore has 
© pay 8% on advertising and whatever, Loblaws then 
‘urns around and builds that extra tax into the selling 
“orice, and that also gets taxed by 8%. Now you have 
-luplicated the tax. 

i 
} 


, Mr. Warner: But the food is not going to be taxed. 


[Traduction] 
M. Friedman: Revenons 4 la page 1.1. . . 


Mme Collins: Oui, reprenons depuis le début. Nous 
sommes plutot lents. 


M. Friedman: Non, c’est ce que nous avions prévu. 
Cest le temps des compliments: vous faites probablement 
partie, dirons-nous. . . 


M. Cassidy: Quel tact? 


M. Friedman: . . . des 20 p. 100 des personnes les plus 
intelligentes au Canada, et si vous ne comprenez pas, la 
population ne comprendra stirement pas davantage—et 
encore moins les comptables et les avocats. 


Qu’est-ce qu’une taxe de vente multi-stades? C’est une 
taxe sur les ventes finales de biens et services au 
consommateur. Loblaws ne devrait pas payer de taxe car 
elle n’est pas un consommateur. Elle transmet ses coits 
vers l’aval. Si elle posséde des véhicules, ou qu’elle fait de 
la réclame, ou qu’elle fournit des services de 
Stationnement a ses riches clients, les coats de ces 
éléments sont inclus dans les prix de ses produits 
alimentaires non taxables et de ses autres produits 
taxables. 


M. Warner: Mais vous dites qu’elle obtiendra un crédit 
pour toutes les taxes qu’elle aura payées. J’ai l’impression 
que le ministre des Finances voudrait qu’elle paie une 
taxe sur ses véhicules, ses enregistreuses et sa publicité. 


M. Layton: Et qu’elle la passe aux consommateurs. 


Le président: C’est comme cela A l’heure actuelle. Ce 
que nous avons vraiment promis a la population, c’est que 
la taxe de vente fédérale ne changera pas la situation 
actuelle en ce qui a trait aux aliments. Loblaws a payé une 
taxe fédérale quand elle a acheté ses comptoirs et ses 
Caisses enregistreuses, et cela doit se refléter d’une fagon 
ou d’une autre dans le prix des oranges. 


M. Friedman: Oui. 


Le président: Ce que vous étes en train de nous dire, 
c’est que nous allons réduire encore davantage le prix des 
oranges en remettant a Loblaws toutes les taxes qu’elle a 
versees a l’achat de ces articles. Et ce n’est pas cela que le 
gouvernement a promis. Vous essayez de rendre la chose 
encore plus intéressante qu’elle ne l’est a l’heure actuelle. 
Tout ce que nous avons promis aux consommateurs, c’est 
de ne rien changer a la situation actuelle. 


M. Friedman: Ce n’est nullement mon_ intention. 
Reprenons votre exemple. Si Loblaws n’obtient pas de 
crédit en fonction de la taxe qu’elle a versée a l’achat de 
tous ces articles couteux, et qu’elle doit par conséquent 
payer 8 p. 100 de taxe sur sa publicité, ou je ne sais trop, 
elle inclura cette taxe additionnelle a ses prix de vente au 
détail, qui sont déja taxés 4 8 p. 100. Le consommateur 
paiera donc deux fois la taxe. 


M. Warner: Mais il n’y aura pas de taxe sur les 
aliments. 
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[Text] 
Mr. Friedman: The food is not going to be taxed. 


Mr. Warner: But they should pay tax on their cars and 
on their counters and on their cash registers. 


Mr. Friedman: But they are paying tax on food and 
cars and counters to the extent that that is built into the 
selling price of taxable goods. 


The Chairman: That is right. So what is wrong with 
that? Why did you interpret it such that the grocery store 
would be zero-rated? Why did you not interpret it such 
that the grocery store would be exempt? 


Mr. Friedman: No, I did not interpret anything. What I 
interpreted was that grocery stores would sell some 
taxable goods and they would sell some tax-free goods. 


The Chairman: No, no; exempt goods. 


Mr. Friedman: Nobody has ever suggested grocery 
stores would be exempt. 


The Chairman: That was my interpretation of what the 
Minister said: that we would exempt groceries. 


Mr. Friedman: No, that is not what he said. I will read 
you what he said. 


Mrs. Collins: And certainly not the grocery store. 


The Chairman: No, groceries would be exempt from 
federal sales tax. 


Mr. Layton: That all goods sold to all consumers from 
a grocery store would not carry any tax. 


The Chairman: That is not what he said. 
Some hon. members: No, no. 


The Chairman: He said basic groceries would be 
exempt from tax. 


Mr. Friedman: I read to you excerpts from the speech 
delivered in the House of Commons by the Hon. Michael 
Wilson, Minister of Finance, on December 16, 1987: 


Last week, after meeting with my provincial colleagues, 
I announced that we had agreed that work on the 
national sales tax should continue, based on the 
following considerations: municipalities, hospitals, 
school boards, colleges, and universities should not 
bear a greater tax burden under a national sales tax 
than they would under the existing sales tax regimes. . . 
and basic groceries, prescription drugs, and certain 
medical devices should not be subject to tax. 


The Chairman: That is right—exempt. 


Mr. Friedman: No. Sir, I will read it to you again: 
“basic groceries, prescription drugs, and certain medical 
devices should not be subject to tax”. 


The Chairman: That is right, they should be exempt 
from tax. 
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[Translation] 
M. Friedman: Non, vous avez raison. 


M. Warner: Mais Loblaws devrait payer une taxe sur 
ses véhicules, ses comptoirs et ses caisses enregistreuses. 


M. Friedman: Mais c’est le cas, puisque la taxe fait déja 
partie du prix de vente des biens taxables. 


Le président: C’est juste. Qui a-t-il de mal a cela, alors? 
Pourquoi dites-vous que les produits du  magasin 
d’alimentation seront détaxés plutdt qu’exemptés? 


M. Friedman: Non, je n’ai fait aucune interprétation de 
ce genre. J’ai dit que les magasins d’alimentation 
vendraient certains produits taxables et d’autres produits 
qui seraient détaxés. 


Le président: Non, non; vous avez dit «exonéré». 


M. Friedman: Non, personne n’a jamais dit que les 
magasins d’alimentation seraient exonérés. 


Le président: C’est comme cela que j’ai compris ce qu’a 
dit le ministre: que les aliments seraient exonérés. 


M. Friedman: Non, ce n’est pas ce qu’il a dit. Je vais 
vous lire sa déclaration a ce sujet. 


Mme Collins: Et cela ne s’applique surement pas aux 
magasins d’alimentation. 


Le président: Non, ce sont les aliments qui seraient 
exonérés de la taxe de vente fédérale. 


M. Layton: Aucun produit vendu aux consommateurs 
dans un magasin d’alimentation ne serait taxé. 


Le président: Ce n’est pas ce qu’il a dit. 
Des voix: Non, non. 


Le président: Il a dit que les produits d’épicerie 
essentiels ne seraient pas taxés. 


M. Friedman: Voici un extrait de ce qu’a dit 
Vhonorable Michael Wilson, ministre des Finances, a la 
Chambre des communes, le 16 décembre 1987: 


La semaine derniére, aprés avoir rencontré mes 
collégues des provinces, j’ai annoncé que nous avions 
convenu de poursuivre les travaux sur une taxe de 
vente nationale fondée sur les parametres suivants: les 
municipalités, les hdpitaux, les conseils scolaires, les 
colléges et les universités ne devraient pas supporter un 
fardeau fiscal plus élevé avec une taxe de vente 
nationale que dans le cadre du régime actuel; les 
produits d’épicerie essentiels, les mé€dicaments sur 
ordonnance et certains appareils médicaux ne devraient 
pas étre taxés. 


Le président: Voila—exonérés. 


M. Friedman: Non. Je répéte: «... les produits 
d’épicerie essentiels, les médicaments sur ordonnance et 
certains appareils médicaux ne devraient pas étre taxés». 


Le président: Oui, ils devraient étre exonérés de taxe. 
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[Texte] 


Mr. Friedman: No, I read into that, and informally I 
get concurrence from Department of Finance 
representatives, that what they mean by that is that basic 
grocery items will be tax-free. There is no point in 
exempting them. 


The Chairman: Why not? 


Mr. Warner: But we can still tax them on their cash 
registers and on their cars and their advertising. 


Mr. Friedman: But you are taxing them on that, 
because those components are built into the selling price 
of the goods. 


Mr. Warner: But you are saying here in the definition 
of “tax free” or “zero-rated” they get full credit on all tax 
and tax inputs. 


Mr. Friedman: Yes, that is right. That is the only way— 


Mr. Warner: So they are going to get credit for the tax 
they paid on their counters and on their cars. 


Mr. Friedman: To restore them back to an amount 
they used to pay before the tax was added to them. They 
are going to add the tax onto the selling price of all 
taxable goods— 
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The Chairman: Andy, why would you not take a look 
at page 1-7 where on an exemption you have no tax on a 
sale, you get no credit on your purchases. But if your 
purchases happen to be tax-free purchases, then of course 
there is no tax on them anyway. Now, supposing we zero- 
rated farmers and we exempted grocers on groceries, 
would we not wind up with. . .? If the grocery store then 
bought a bushel of apples from a farmer, it would bear no 
tax and the grocery store of course would get no credit on 
its purchases, but it would have paid no tax and it would 
not charge tax on its sale of that bushel of apples so there 
‘would be no tax on the sale. 
/ On the other hand, if the grocery store bought 
‘cornflakes it may have to pay tax on the cornflakes. It 


/would not charge any tax on its value added. 


Mr. Friedman: If life were that simple, sir, then I 


would agree with you. But unfortunately, as the 
‘honourable gentleman on my right says, what do you do 
with the middleman, the wholesaler at the Ontario food 
“€rminal who has trucks, who_ has desks, who has 
ackaging materials? And if you are Only going to exempt 
he food, then all you are doing is giving the consumer 
he break for the 1%, 2%, or 3% margin that the 
,upermarket adds on. Everything else will be taxed. 


Mr. Cassidy: No, I do not believe so. 
Mr. Friedman: Why? 


[Traduction] 


M. Friedman: Non, les représentants du ministére des 
Finances semblent d’accord avec moi: cela veut dire que 
les produits d’épicerie essentiels seront détaxés. I] n’y a 
pas lieu de les exonérer. 


Le président: Et pourquoi pas? 


M. Warner: Mais nous pouvons toujours imposer une 
taxe sur les caisses enregistreuses, les véhicules et la 
publicité. 

M. Friedman: Mais c’est déja le cas, puisque ces 
éléments font déja partie du prix de vente des produits. 


M. Warner: Mais vous dites ici, dans la définition de 
«fournitures détaxées» ou «taux de taxe de zéro», qu’un 
crédit de taxe intégral est accordé sur toutes les taxes et 
sur tous les intrants taxés. 


M. Friedman: Qui, vous avez raison. C’est le seul 
moyen de... 

M. Warner: Loblaws va donc obtenir un crédit pour la 
taxe qu’elle a payée a l’achat de ses comptoirs et de ses 
véhicules. 


M. Friedman: Oui, pour la ramener A la méme 
Situation qu’auparavant, avant que la taxe ne soit ajoutée. 
Et elle ajoutera la taxe au prix de vente de tous ses 
produits taxables. . . 


Le président: Andy, vous devriez jeter un coup d’oeil a 
la page 1-7, a la rubrique «exonération», ou V’on dit que, 
lorsqu’il n’y a pas de taxe sur une vente, aucun crédit 
n’est accordé sur les achats. Mais s’il s’agit d’achats qui 
sont détaxés, il n’y a évidemment alors aucune taxe de 
toute fagon. Supposons que l’on détaxe les produits 
agricoles et que les produits d’épicerie soient exonérés; ne 
nous retrouverions-nous pas dans une situation ou. . .? 
L’épicerie qui achéterait un boisseau de pommes ne 
paierait pas de taxe et n’obtiendrait évidemment pas de 
crédit sur ses achats, mais n’ayant pas payé de taxe, elle 
n’en percevrait donc pas a la vente de son boisseau de 
pommes. Il n’y aurait donc pas de taxe sur la vente. 


Par contre, si elle achetait des flocons de mais, elle 
devrait peut-étre payer une taxe. Elle n’en percevrait 
toutefois pas sur la valeur ajoutée. 


M. Friedman: Si les choses étaient si simples, 
monsieur, je  serais d’accord avec vous. Mais, 
malheureusement, comme le dit monsieur, ici, a ma 
droite, que fait-on des intermédiaires, du grossiste, en 
Ontario, avec tous ses camions, son matériel de bureau et 
ses fournitures d’emballage? Et se contenter d’exonérer 
les aliments ne permet aux consommateurs que 
d’é€conomiser les 1 p. 100, 2 p. 100 ou 3 p. 100 qu’ajoute 
le supermarché aux prix des aliments. Tous les autres 
produits seront taxés. 


M. Cassidy: Non, je ne crois pas. 
M. Friedman: Et pourquoi? 
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[Text] 


Mr. Cassidy: I wish on the one hand though, in terms 
of the... The decision in terms of the political choice of 
alternatives, I think, relates to the Department of Finance 
and also to some extent to this committee. So I do not 
think it is helpful for you to say you have opted for this 
way and that is the only way. I do not believe that is your 
role in terms of— 


Mr. Friedman: No, and I agree with you. 


Mr. Cassidy: Okay. And I think that... I just came in 
this morning, but very quickly there was identified that 
question about to what extent do you root around in 
order to ensure that absolutely every input into the food 
chain is in fact... the tax there is captured and repaid in 
order to prevent it from being borne on the food. You 
have indicated that where the food is consumed in a 
restaurant the bearer of that should probably be treated as 
a purchaser of a non-food item or of a non-food item and 
service. There are obviously boundary problems between 
let us say a take-out pizza from Pizza, Pizza, and a frozen 
pizza from Loblaws. The two are in fact almost 
interchangeable given microwave ovens and that kind of 
thing, and that can in fact create some interesting and 
difficult boundary problems that we will learn about later. 


However, I think we just have to look at the question. 
If food were exempt, then the greater degree of processing 
in the food, the more there would be a taxed input into 
the food which would be reflected in the final price. And 
the more the food was natural and came straight from the 
farmer, the less there would be of tax inputs in the final 
price. Is that a correct assumption? 


Mr. Friedman: You are missing one point to the extent 
that the... You are indicating a bias toward the 
supermarket buying directly from the farmer. I mean, if a 
farmer could handle purchases by Loblaws, but there may 
be one, two or three middlemen in the chain and you are 
suggesting that if the supermarket buys directly from the 
farmer then sales should be exempt. But to the extent that 
a middleman adds value, not by processing but just by 
holding onto it and distributing it to a smaller store— 


Mr. Cassidy: I do not believe that is the case because if 
the middleman, for example, were selling cabbages by the 
case, say, because it is a food item it would not be taxed. 
There would be no tax paid by the purchaser on that 
particular purchase. Therefore, if Loblaws bought its 
cabbages from a wholesaler who assembled the cabbages 
up in the Bradford area, the ultimate effect in tax terms 
would be no different from Loblaws having an agent out 
there who was assembling those on behalf of the 
supermarket company. 
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[Translation] 


M. Cassidy: Selon moi, c’est au ministére des Finances 
qu’appartient la décision sur le plan politique, et aussi, 
dans une certaine mesure, au présent Comité. Je ne crois 
donc pas qu’il soit utile de dire que vous avez opté pour 
cette formule et que c’est la seule qui existe. Je ne crois 
pas que ce soit tellement votre rdle de. . . 


M. Friedman: Non, et je suis d’accord avec vous. 


M. Cassidy: Trés bien. Je viens tout juste d’arriver, ce 
matin, mais trés rapidement, il y a eu une question a 
propos du degré d’exhaustivité qu’il faut chercher a 
atteindre afin de veiller a ce que absolument aucun 
intrant de la chaine... on préléve la taxe, que l’on 
rembourse ensuite pour éviter qu’elle soit appliquée aux 
aliments. Vous avez dit que les aliments qui sont 
consommés dans un restaurant devraient probablement 
étre considérés commes des produits non alimentaires ou 
comme des services. Il y a évidemment des cas limites 
entre une pizza de chez «Pizza, Pizza», dirons-nous et une 
pizza congelée que l’on peut acheter chez Loblaws. Ces 
deux genres de pizza sont en _ réalité presque 
interchangeables, avec les fours micro-ondes que l’on peut 
utiliser aujourd’hui, et cela peut en fait amener des 
difficultés fort intéressantes dont nous entendrons parler 
plus tard. 


Mais je pense que nous devons toutefois nous pencher 
sur la question. Si les aliments étaient exonérés de taxe, 
plus il y aurait d’étapes dans leur traitement, et plus il y 
aurait d’intrants taxés qui se refléteraient dans le prix 
final. Et plus l’aliment serait naturel et moins il y aurait 
d’étapes, moins il y aurait d’intrants taxes qui se 
refléteraient dans son prix final. Mon hypothése est-elle 
juste? 


M. Friedman: Oui, mais vous négligez un élément... 
Vous parlez d’un supermarcheé qui achéterait ses produits 
directement chez l’agriculteur. Si c’était le cas, vous 
auriez raison, mais entre Loblaws et l’agriculteur, il y a 
peut-étre un, deux ou trois intermédiaires dans la chaine, 
et vous dites que, puisque le supermarché achéte 
directement ses produits chez l’agriculteur, les ventes 
devraient étre exonérées de taxe. Mais |’intermédiaire 
ajoute de la valeur aux produits, pas tellement en lui 
faisant subir un traitement, mais tout simplement de par 
le fait qu’il en assure la distribution aux détaillants. . . 


M. Cassidy: Je ne pense pas que ce soit le cas puisque, 
si V’intermédiaire, par exemple, vendait des choux a la 
caisse, dirons-nous, il n’y aurait pas de taxe, puisque c’est 
un produit alimentaire. L’acheteur ne paierait pas de taxe 
sur cet achat. Par conséquent, si Loblaws achetait ses 
choux chez un grossiste de la région de Bradford, du 
point de vue de la taxe, la situation serait la méme que Si 
Loblaws avait un agent dans cette région qui achéterait des 
choux pour tous les magasins Loblaws. 
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Mr. Friedman: Could the middleman then buy a 
forklift truck tax-free, or the packaging materials tax-free? 


Mr. Cassidy: No. 


Mr. Friedman: Why not? Why could the farmer buy 
those forklifts— 


The Chairman: Because he would be treated as exempt. 


Mr. Cassidy: No, the middleman could not. This is the 
question I am asking, whether— 


Mr. Friedman: I am saying that you are already 
creating inequalities, and what you are suggesting is that 
instead of having middlemen we should have farmers who 
do all the processing themselves because everything to 
them will be tax-free. 


Mr. Cassidy: I am sure we will be struggling with this 
problem for the next two or three months. 


Mr. Friedman: Oh, yes. 


Mr. Cassidy: What about the farmers out in the area 
around Portland, where I spend a bit of time? Like most 
farmers outside of the really rich agricultural areas of the 
country, they do a bit of everything in order to survive. 
They do a bit of road work, a bit of contracting, a bit of 
ploughing. They sell some firewood; they do building for 
local cottagers, when they are building new cottages, and a 
bit of repair work. They open up the cottages and they 
paint some boats and that kind of thing, and along the 
way they also raise some cows. Some of them are crunchy 
granola farmers who maybe make sandals or musical 
instruments and that kind of thing. Now, how do you 
disentangle all of those activities in an enterprise in which 
45% or 50% of the output of it is food? 


Let us say that the farmer down my way builds a new 
barn. That barn will contain some equipment to work the 
fields and some equipment which not only works the 
fields but also is used to plough roads and dig septic tanks. 
‘What happens there? 


Mr. Friedman: We will have a whole session on 
farming this afternoon. 


You said that I say that restaurants should be taxed or 
Should not be taxed. What I say is what is in that booklet. 
{really do not have a view. All I can tell you is that the 
overnment has proposed this system. You have indicated 
it is unclear what they intend on doing to basic groceries. 
All we can say is what we have informally heard, what 
would make logical sense, and what in effect the 


,2uropean countries do when they treat basic groceries. 
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Mr. Cassidy: There is certainly agreement I think that, 
vhen you go to Loblaws and you buy a bunch of food, the 
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[Traduction] 


M. Friedman: L’intermédiaire pourrait-il acheter un 
chariot élévateur détaxé ou encore des matériaux 
d’emballage détaxés? 


M. Cassidy: Non. 


M. Friedman: Pourquoi pas? L’agriculteur ne pourrait- 
il pas acheter ces chariots élévateurs. . . 


Le président: Parce qu’il serait exonéré de taxe. 


M. Cassidy: Non, l’intermédiaire ne pourrait pas. C’est 
la question que je me pose, si. . . 


M. Friedman: Vous créez déja des inégalités, et ce que 
vous proposez, c’est de nous  débarrasser des 
intermédiaires et de demander aux agriculteurs d’assurer 
eux-memes toute la transformation parce que tous leurs 
achats seront détaxés. 


M. Cassidy: Je suis convaincu que nous serons aux 
prises avec ce probléme au cours des deux ou trois 
prochains mois. 


M. Friedman: Sans doute. 


M. Cassidy: Qu’en est-il des agriculteurs de la région de 
Portland, ou je séjourne de temps en temps? Tout comme 
la plupart des agriculteurs qui ne se trouvent pas dans les 
régions agricoles trés prospéres du pays, ces gens-la 
exercent 36 métiers pour survivre. Ils font quelques 
travaux de voirie, de construction, de déneigement. IIs 
vendent du bois de chauffage; ils effectuent des travaux de 
construction pour les propriétaires de chalets des environs 
quand ces derniers construisent leurs chalets ou les font 
réparer. Ils préparent les chalets au début de la saison et 
ils peignent des bateaux par exemple, en plus d’élever 
quelques vaches. Certains d’entre eux sont des agriculteurs 
«granola» qui fabriquent peut-étre des sandales ou des 
instruments de musique. Comment déméler toutes ces 
activités dans une entreprise dont 45 ou 50 p. 100 de la 
production est de nature alimentaire? 


Supposons que l’agriculteur au bout du rang se 
construise une nouvelle grange. Ce batiment abritera du 
matériel employé pour cultiver la terre mais également du 
matériel qui sert non seulement 4 cultiver la terre mais 
aussi a déneiger les routes et a creuser des fosses septiques. 
Qu’est-ce qui arrive dans ces cas-la? 


M. Friedman: Nous aurons toute une séance sur 


l’agriculture cet aprés-midi. 


Vous soutenez que j’affirme que les restaurants 
devraient €tre taxés ou non taxés. Ce que j’affirme se 
trouve dans cette brochure. Je n’ai pas vraiment 
d’opinion. Tout ce que je peux vous dire, c’est que le 
gouvernement a proposé ce régime. Vous avez indiqué 
que les intentions ne sont pas claires en ce qui concerne 
les aliments de base. Nous nous contentons de rapporter 
ce que nous avons entendu officieusement, ce qui semble 
logique et ce que font les pays européens a propos des 
aliments de base. 


M. Cassidy: Nous sommes sans doute tous d’accord 
pour affirmer que le consommateur qui se rend chez 
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consumer is not going to see 8% or 10% added on to the 
price of that purchase. I think there is no question about 
that in anybody’s mind here. I think we all understood 
that when we said food should not be taxed, whether you 
buy it from a small market or from an outdoor farmers’ 
market or whatever. 


I think you were indicating as I came in that you can 
then have a problem of so much tax money coming back 
to the various levels of production and distribution of the 
food that you get into problems of that going far beyond 
the basic food. 


Mr. Friedman: I guess what I am trying to correct is 
that you are not getting anything back. You are not 
getting an advantage. You are getting restored to the 
position you were in before VAT was added on to the 
purchases. So if the middleman buys a forklift truck for 
$10,000, the forklift truck would now cost $10,800 with 
VAT. As soon as he files a claim he restores himself back 
to $10,000. 


I agree with you. If you zero-rate food, the government 
says it is going to cost you 1% to 2%, somewhere in there. 


The Chairman: You have all these other inputs, which 
you presently get less than tax on. You are not going to 
collect tax. 


Mr. Friedman: No. Under a VAT system you would 
always get a credit for purchases and the only taxes you 
are losing are taxes at the consumer level. 
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The Chairman: But at the present time, under our 
current sales tax regimes, we are getting taxed on the 
inputs—the trucks, the gasoline, the store fixtures, you 
name it—that go into the process, and to lose the tax 
revenue on that would very much alter the situation. In 
other words, we would not only exempt groceries but we 
would in fact make groceries substantially cheaper, and I 
do not think there was any intention to cut the revenue 
back that much. 


Mr. Friedman: The 8% rate assumed that you would 
tax everything and allow for credits right through the 
stream and that would replace the current tax. Now, if 
you all of a sudden make basic groceries tax free, as I 
understand it, the rate would move up 1% to 2%. 


The Chairman: But if you made them exempt, what 
would happen? 


Mr. Friedman: If you made them exempt, all you 
would do is eliminate that tax which would have been 
computed on the mark-up of the retailer. 


The Chairman: Precisely. 


Mr. Friedman: And what you are doing then is you are 
favouring those retailers who make as much money in the 
retail environment as possible. It would make sense then 
for Loblaws to run its own farms, because they would not 
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Loblaws et remplit son panier a provisions ne verra pas 
une taxe de 8 ou de 10 p. 100 s’ajouter au prix de ses 
achats. Il me semble que nous sommes tous d’accord 
la-dessus. Nous l’avons tous compris quand nous avons 
déclaré que les aliments ne devraient pas étre taxés, qu’ils 
soient achetés dans un petit marché, dans un marché en 
plein air ou ailleurs. 


Si je ne m’abuse, vous indiquiez, quand je suis entré, 
qu’un probleme pourrait surgir du fait qu’il y aurait tant 
de taxes remboursées aux divers niveaux de production et 
de distribution des aliments que la portée pourrait aller 
bien au-dela des aliments de base. 


M. Friedman: Ce que j’essaie de démontrer, c’est que 
nous n’obtenons rien en retour. Il n’y a aucun avantage. 
Nous nous retrouvons au méme point qu’avant que la 
TVA s’ajoute aux achats. Ainsi, si l’intermédiaire achéte 
un chariot élévateur pour 10,000$, ce dernier lui cottera 
10,800$ TVA incluse. Des qu’il demande un 
remboursement, le prix d’achat redevient 10,000$. 


Je suis d’accord avec vous. Pour que le taux de taxe soit 
nul sur les aliments, le gouvernement déclare qu’il en 
coute 1 a2 p. 100 environ. 


Le président: Il y a tous les autres intrants, pour 
lesquels les recettes fiscales sont négatives actuellement. Il 
n’y aura pas de taxe percue. 


M. Friedman: Non. Dans un régime de TVA, on 
obtient toujours un crédit pour les achats et des taxes ne 
sont percues qu’au niveau de la consommation. 


Le président: Mais a l’heure actuelle, en vertu de nos 
régimes de taxe de vente, les intrants sont taxés—les 
camions, l’essence, le mobilier de magasin, et quoi 
encore—et perdre les recettes fiscales sur ces produits 
modifierait considérablement la situation. Autrement dit, 
nous ne nous contenterions pas d’exonérer l’€picerie, 
nous la rendrions beaucoup moins chere et je ne crois pas 
que l’intention était de réduire les recettes a ce point. 


M. Friedman: Le taux de 8 p. 100 suppose que tout est 
taxé, qu’il existe des crédits a toutes les étapes et que ce 
mécanisme remplace la taxe actuelle. Si, tout a coup, on» 
abolit la taxe sur les aliments de base, le taux augmente de 
1a 2p. 100, si j’ai bien compris. 


Le président: Mais si les aliments sont exonérés, que se 
passe-t-il? 


M. Friedman: S’ils sont exonérés, tout ce qu’on fait, 
c’est éliminer la taxe qui aurait été calculée sur la 
majoration de prix du détaillant. 


Le président: Exactement. 


M. Friedman: Et ce que l’on fait dans ce cas, c’est 
favoriser les détaillants qui font autant d’argent que 
possible sur le marché de détail. Loblaws aurait donc 
intérét a avoir ses propres exploitations agricoles, parce 
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be taxed on any of that component. If Loblaws grew 
potatoes or tomatoes, took them by truck to its own 
supermarkets, sold them through the supermarkets, it 
would pay no tax whatsoever. 


Mr. Weyman: If rather than making food products tax 
free at the retail level—they are exempt, which is, I think, 
what the suggestion has been—what would happen to the 
price of food then? It would seem to me that compared to 
the situation today where only some of the items in the 
supermarket have borne a federal sales tax, under the new 
system, given that the food products are exempt, the tax 
content of the food product would be much greater than 
it is now, because the tax costs on all the items we have 
been discussing that Mr. Warner has suggested Loblaws 
should pay tax on—the advertising, the wrapping material, 
the fuel supplies, the fork-lift truck, the automobile, and 
all these other items—would be included in the price of 
the food. Would that not make food more expensive than 
it would otherwise be if it were tax free? 


The Chairman: It depends whether you have made the 
farmers zero-rated or not. 


Mr. Weyman: It is not a case of the farmer, it is a case 
of the automobile manufacturer selling to Loblaws an 
automobile on which they have to pay the full tax. It 
increases their cost and will increase the price of the food. 


Mr. Friedman: I would agree with you. I am a modest 
accountant, so let me ask Lorey Hoffman, our resident 
economist, to answer that. 


Mr. Lorey A. Hoffman (Individual Presentation): Andy 
has hit the nail on the head here. Although the committee 
understood that basic groceries would not bear an 
effective tax rate equal, say, to the statutory tax rate of 8%, 
it would bear something lower than that, and that lower 
number would presumably be the effective tax rate 
already borne in the context of the federal sales tax on 
purchases. If that is the objective the committee wants— 
that is to say we are getting x number of dollars from the 
sector now—one has to recognize that you would 
potentially be introducing a significant non-neutrality in 
the production and sale of foodstuffs, and I think we can 
‘predict that the committee will hear some very vociferous 
arguments against this treatment from various sectors in 
the food industry. 


The Chairman: Like who? 


Mr. Hoffman: Those middlemen you wish to exempt. 
As Andy has pointed out, what you are giving Loblaws is 
an incentive to restructure its affairs because there will be 
an effective tax rate on foodstuffs. If you are not going to 
give credit to that businessman in the middle of the chain, 
then he is going to pass the tax on in higher selling prices. 


Mr. Minaker: I would like to go through the food 
chain, if I could, starting with the farmer and going 
hrough a food broker. A food broker who sells maybe 
‘wine, fresh corn, cornflakes, and so on, can the food 
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que cette entreprise éviterait ainsi les taxes sur chacun des 
intrants. Si Loblaws cultivait des pommes de terre ou des 
tomates, les transportait en camion dans ses supermarchés 
et les y vendait, elle ne paierait aucune taxe. 


M. Weyman: Si, au lieu de détaxer les aliments au 
niveau de détail, on les exonére—ce qui semble avoir été 
la proposition avancée—qu’arriverait-il au prix des 
aliments? Il me semble que, par rapport a la situation 
actuelle, ou seulement quelques-uns des articles vendus 
dans les supermarchés sont assujettis 4 une taxe fédérale, 
dans le nouveau régime, compte tenu du fait que les 
produits alimentaires seraient exonérés, la part de la taxe 
dans le prix des produits alimentaires serait beaucoup 
plus élevée qu’elle ne lest actuellement, parce que les 
taxes sur tous les éléments dont nous avons discuté et sur 
lesquels, selon M. Warner, Loblaws devrait payer des 
taxes—la publicité, les emballages, le carburant, le chariot 
élévateur, l’automobile, et tout le reste—seront comprises 
dans le prix des aliments. Cela ne rendra-t-il pas les 
aliments plus chers que s’ils étaient détaxés? 


Le président: Tout dépend si le taux de taxe des 
agriculteurs est nul ou non. 


M. Weyman: Ca n’a rien a voir avec l’agriculteur, mais 
plutot avec le fabricant d’automobiles qui vend 4 Loblaws 
une automobile sur laquelle il faut payer toute la taxe. 
Cette taxe majore les cottts et donc le prix des aliments. 


M. Friedman: Je suis d’accord. Comme je ne suis 
qu’un modeste comptable, je demanderais a Lorey 
Hoffman, notre €conomiste attitré de répondre a cette 
question. 


M. Lorey A. Hoffman (a titre personnel): Andy vient 
de mettre le doigt sur le bobo. Méme si le Comité a 
compris que les aliments de base ne seraient pas assujettis 
a un taux de taxe effectif égal au taux réglementaire de 8 
p. 100, par exemple, ils seraient tout de méme assujettis a 
un taux de base un peu inférieur, qui correspondrait 
probablement au taux de base effectif s’appliquant déja 
dans le contexte de la taxe fédérale sur les achats. Si c’est 
ce que souhaite le Comité—autrement dit tirer un 
montant x de ce secteur—il faut reconnaitre que la 
neutralité risquerait de disparaitre en ce qui concerne la 
production et la vente des aliments, et il est a prévoir que 
le Comité entendrait les hauts cris de diverses branches du 
secteur des aliments opposés a ce traitement. 


Le président: De la part de qui, par exemple? 


M. Hoffman: Les intermédiaires que vous voulez 
exonérer. Comme 1’a souligné Andy, vous incitez Loblaws 
a restructurer ses opérations parce qu’il y a un taux de 
taxe effectif sur les aliments. Si l’entrepreneur qui se 
trouve au milieu de la chaine n’a pas droit a un crédit, il 
transmettra la taxe en aval en augmentant ses prix de 
vente. 


M. Minaker: J’aimerais si possible définir la chaine 
alimentaire, en partant de l’agriculteur et en passant par 
un négociant, qui vend peut-étre du vin, du mais, des 
céréales et ainsi de suite. Ce négociant peut-il se faire 
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broker charge all the taxes on cars, desks and rent, and so 
on? Does he put the amount of taxes he has paid for those 
items into a tax pool? 


Mr. Friedman: He gets that money back. 
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Mr. Minaker: No. just a minute. He puts that into a 
pool that says he paid so many dollars in tax. Then if the 
farmer sells him the fresh corn, the farmer has to charge 
him tax on the corn. Is that correct? 


Mr. Friedman: Yes, sir. It is not clear whether... 
Either he is going to charge tax, in which case— 


Mr. Minaker: So he issues an invoice, and then he puts 
tax onto that, whatever it is, and then that goes into the 
tax pool for the food broker. 


Mr. Friedman: Yes. 


Mr. Minaker: The food broker puts the taxes in for his 
automobiles and everything. 


Mr. Friedman: Yes. 


Mr. Minaker: Then if he turns around and sells to 
Loblaws, which retails it out, he has in his overhead the 
cost of those items, and he then charges Loblaws tax on 
the whole amount. Then, similarly, if he sells wine to the 
liquor store, he charges them a tax. 


Mr. Friedman: Exactly. 


Mr. Minaker: Then the food brokers get credit back on 
those taxes they charge. 


Mr. Friedman: Yes. 


Mr. Minaker: So they look at the pool and see whether 
they owe you any money. 


Mr. Friedman: Yes. 
Mr. Minaker: After how long? 


Mr. Friedman: Well, we are going into reporting 
monthly and so on in some cases. 


Mr. Minaker: Monthly or whatever. So if Loblaws have 
paid for their automobiles and trucks, and they pay for 
their desks and they pay for the other things, and they pay 
tax on it, then they have a tax pool set up as well. They 
will get credit for all that, I would presume. 


Mr. Friedman: Exactly, yes. 


Mr. Minaker: Then wherever they sell and charge a tax, 
you will bill them on that. 


. Friedman: Exactly. 
. Minaker: That is the chain all the way through. 
. Friedman: That is the chain. 


Mr. Minaker: Then if somebody uses their car on their 
own at night, we will be taxing them on the income side 
as a taxable benefit. 
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rembourser les taxes sur les automobiles, les bureaux, le 
loyer et ainsi de suite? Le montant des taxes qu’il a payées 
est-il imputé 4 un compte de taxe? 


M. Friedman: II se fait rembourser ce montant. 


M. Minaker: Un instant. Ces taxes sont imputées a un 
compte qui indique qu’il aversé X dollars en taxes. Si 
l’agriculteur lui vend du mais, il doit percevoir la taxe sur 
le mais. Est-ce exact? 


M. Friedman: Oui, monsieur. Il n’est pas clair que... 
Ou bien il pergoit la taxe, auquel cas. . . 


M. Minaker: Il prépare donc une facture et y ajoute la 
taxe, qui est imputée au compte de taxe du négociant? 


M. Friedman: oul. 


M. Minaker: Le négociant fait de méme pour la taxe 
sur l’automobile et pour tout le reste. 


M. Friedman: Oui. 


M. Minaker: S’il vend le mais 4 Loblaws, qui le vend 
au détail, il compte dans ses frais généraux le cout de ces 
marchandises et exige de Loblaws la taxe sur le montant 
total. De méme, s’il vend du vin a la Société des alcools, il 
pergoit la taxe sur ses ventes. 


M. Friedman: Exactement. 


M. Minaker: Puis, le négociant regoit un crédit pour la 
taxe qu’il a pergue. 


M. Friedman: Oui. 


M. Minaker: Il examine donc le compte de taxe et 
détermine s’il dit quoi que ce soit. 


M. Friedman: Oui. 
M. Minaker: Aprés combien de temps? 


M. Friedman: Dans certains cas, les rapports seront 
mensuels. 


M. Minaker: Tous les mois ou a une autre fréquence. 
Donc, si Loblaws a acheté des automobiles et des camions, 
des bureaux et d’autres marchandises et a payé une taxe 
sur ces marchandises, elle a un compte de taxe elle aussi 
et obtiendrait un remboursement intégral je suppose. 


M. Friedman: Exactement. 


M. Minaker: Alors peu importe l’étape ot se situe la 
vente, il y a toujours une taxe. 


M. Friedman: Exactement. 
M. Minaker: Voila la chaine d’un bout 4 l’autre. 
M. Friedman: Voila la chaine. 


M. Minaker: Si quelqu’un se sert de son automobile 4 
des fins personnelles le soir, nous percevrons un impot 
sur le revenu au titre d’avantage social imposable. 
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Mr. Friedman: That is an income tax. 


Mr. Minaker: I presume it would pick up any misuse 
of tax-free items in that way. 


Mr. Wood: And there is a partial denial of credit for 
sales tax to the extent of his personal use of the car. So he 
would not get the full credit in that pool. He might get 
80% of it. 


Mr. Minaker: Say they buy leasehold improvements 
when they lease the store and they include a cash register 
and everything. How does the supplier of that whole 
package over a 10-year or 20-year lease get back the sales 
tax on those items? 


Mr. Friedman: The same thing happens. When he buys 
the cash register he gets a credit. 


Mr. Minaker: Even though it might be over a 10-year— 


Mr. Friedman: It is cash-basis accounting. In effect, all 
we are doing is the supplier taxes the cash register, remits 
it, and the customer gets restored back to pre-VAT days. 
He gets an instant credit for the cash register. 


Mr. Minaker: The developer would get an instant 
credit once the store was opened. So presumably if there 
were a rent in the overhead costs for that store, it would 
go into the cost of goods. Then you are going to tax on the 
leasehold, so he will get a credit on that. 


Mr. Friedman: Yes. 


Mr. Minaker: I can see encouragement at the farm 
level for a new economy. Every time they issue a bill they 
are going to have to collect the tax and they are going to 
have to remit it to you people. 


Mr. Friedman: We will be talking about farmers. But if 
the farmer only sells to a business, there is no incentive 
for him not to charge the tax, because the business is 

going to get a credit for that tax anyway. 


_ Mr. Minaker: But I am saying if he decides to go out 
and plough your road in the middle of winter and you 
‘give him $20, rather than fooling around with the taxes 
and so on— 


Mr. Friedman: It probably happens now. It is just 
going to happen that there is an extra incentive. 


Mr. Minaker: There will be more of an underground 
economy. 


Mr. Friedman: 
underground— 


And we will talk about the 


Mrs. Collins: I thought one of the whole purposes of 
‘his was to get at the underground economy. 


|) Mr. Friedman: No, I do not think so. I think the 
-Ndication is that in some of the VAT countries tax 


[ Traduction} 
M. Friedman: II s’agit d’un impot sur le revenu. 


M. Minaker: Je présume qu’on pourrait déceler ainsi 
tout abus relatif aux marchandises détaxées. 


M. Wood: Et le crédit de taxe de vente est réduit en 
Proportion de lutilisation personnelle du véhicule. Le 
contribuable n’aurait donc pas un crédit complet. Il 
recevrait peut-étre 80 p. 100 du crédit. 


M. Minaker: Supposons qu’il fasse des améliorations 
locatives au moment de la location du magasin et ajoute 
une Caisse enregistreuse, par exemple. Comment le 
fournisseur, lié par un bail de 10 ou 20 ans, se fait-il 
rembourser la taxe de vente sur ces marchandises. 


M. Friedman: I] fait comme les autres. I] obtient un 
crédit quand il achéte la caisse enregistreuse. 


M. Minaker: Méme avec un bail de 10 ans? 


M. Friedman: Les opérations sont comptabilisées selon 
la comptabilité de caisse. En réalité, c’est simple. Le 
fournisseur pergoit la taxe sur la caisse enregistreuse, la 
remet et le client se retrouve dans la méme situation 
qu’avant Vinstauration de la TVA. Il obtient un crédit 
instantané pour la caisse enregistreuse. 


M. Minaker: L’entrepreneur obtiendrait un crédit 
instantané au moment de l’ouverture du magasin. On 
peut présumer que, si les frais généraux comprennent un 
loyer, ils seraient compris dans les codts des 
marchandises. Puis, il y a une taxe sur le loyer, pour 
laquelle un crédit est accordé. 


M. Friedman: C’est exact. 


M. Minaker: Je vois qu’on incite le secteur agricole a 
entrer dans une nouvelle économie. Chaque fois qu’un 
agriculteur fera une facture, il devra percevoir la taxe et la 
remettre a vous, messieurs. 


M. Friedman: Nous parlerons des agriculteurs plus 
tard. Mais si l’agriculteur ne vend ses produits qu’a des 
entreprises, il n’a pas intérét 4 ne pas percevoir la taxe 
parce que les entreprises recevront un crédit de taxe de 
toutes fagons. 


M. Minaker: Mais s’il décide de déneiger votre entrée 
en plein hiver et que vous lui donniez 20$ pour sa peine, 
au lieu de se casser la téte avec les taxes et tout le reste. . . 


M. Friedman: C’est probablement ce qui se produit 
maintenant. Il y aura tout simplement un encouragement 
supplémentaire. 


M. Minaker: L’économie souterraine sera plus forte. 


M. Friedman: Et nous en parlerons. . . 


Mme Collins: Je pensais que l’un des objectifs était de 
s’attaquer a l’€conomie souterraine. 


M. Friedman: Je ne crois pas. Selon les indications, 
l’évitement fiscal est assez prononcé dans certains pays ou 
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avoidance is fairly high. Italy, it seems to me, is one of the 
countries where they have a big problem with the 
underground economy. 


Mr. Hoffman: That is the one distortion left in any 
pure VAT system. We have this theory that says there is 
something called “households” and another thing called 
“producers”. You tax producers through this mechanism. 
The tax is also being borne by households. But if 
households themselves do production and they are not 
taxed, which would be the case, then you clearly have an 
incentive to produce at home, or through any non-tax 
chain. I do not know of any statistics on this, but some 
people believe when VATs were introduced in Europe, 
the underground economy in fact grew in size as a result. 
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Mr. Minaker: How do you handle the farmer’s market 
down here in— 


Mr. Warner: I would like a clarification. I am trying to 
find the advantages or disadvantages in Loblaws and 
Home Hardware selling scrub brushes. Loblaws are selling 
more and more taxable items now and are deriving more 
and more of their profit from taxable items. Home 
Hardware supposedly has a section that really competes 
with Loblaws, with brushes and other items. The selling 
prices will be the same, I suppose—for instance, a $1 
scrub brush, and there will 8¢ tax on it. The only 
advantage Loblaws would have is the cashflow earlier. 
They would not have money out in taxes in the same way 
Home Hardware would. 


Mr. Friedman: Both would get a credit on their 
purchases. I would suggest that on a quarterly remittance 
Home Hardware may have an advantage, because they 
will sell more taxable goods and they will hold the 
customers’ money. If it is a quarterly remittance, they 
may on average hold the customers’ money for a month 
and a half, whereas if most of Loblaws’ sales are tax-free 
they will not have any taxes to hold. 


Mr. Warner: But on the volume of scrub brushes, they 
are going to hold the customers’ money for the same 
amount of time. 


Mr. Friedman: Yes, but we are going to get into 
reporting requirements. Loblaws will have to report once 
a month, whereby the smaller Home Hardware store will 
report Once a quarter. 


Mr. Warner: So that would be an advantage. 


Mr. Friedman: So that may adjust that. But there is no 
reason, with electronic funds transfer, that the 
government might not suggest weekly or almost instant 
remittances. I cannot verify this, but somebody suggested 
that in the U.K. there is an option now for large retailers 
basically to have electronics funds transfer—I stand to be 
corrected—on a daily or weekly basis. So there is nothing 
to stop the government from _ requiring larger 


Finance and Economic Affairs 


26-1-1988 


[Translation| 


il existe la TVA. Je crois que I’Italie est l'un des pays ou 
V’économie souterraine pose un grave probleme. 


M. Hoffman: C’est la distorsion que crée tout régime de 
TVA pure. Il y a cette théorie selon laquelle il existe des 
«ménages» et des «producteurs». Les producteurs sont 
taxés par ce mécanisme, tout comme les ménages. Mais si 
les ménages eux-mémes deviennent des producteurs et 
qu’ils ne sont pas taxés, ce qui serait le cas, il y a donc un 
encouragement évident a produire a la maison ou dans 
toute chaine détaxée. Je ne connais pas de statistiques a ce 
sujet, mais certains sont d’avis que, quand la TVA a été 
instaurée en Europe, l’économie souterraine a pris de 
Vampleur. 


M. Minaker: Comment traitez-vous le marché agricole 
1e1 aye 

M. Warner: J’aimerais un éclaircissement. J’essaie de 
comparer les avantages et les inconvénients qu’il y a a ce 
que Loblaws et Home Hardware vendent des brosses. 
Loblaws vend de plus en plus d’articles taxables et réalise 
des bénéfices de plus en plus importants grace a la vente 
de ces articles. Apparemment, Home Hardware a un 
rayon qui fait la concurrence avec Loblaws et ou l’on 
trouve des brosses et d’autres articles du genre. Le prix de 
vente sera le méme—disons 1§ la brosse, par exemple—et 
la taxe de vente s’élévera a 8c. Le seul avantage de 
Loblaws réside dans le mouvement de trésorerie. Les taxes 
ne seraient pas remises au méme rythme que chez Home 
Hardware. 


M. Friedman: Les deux entreprises recevraient un 
crédit sur leurs achats. Je pense, que si les remises étaient 
trimestrielles, Home Hardware aurait un avantage puisque 
ces quincailleries vendent plus de marchandises taxables 
et qu’elles garderont l’argent des clients. En cas de remises 
trimestrielles, elles garderont peut-étre l’argent des clients 
un mois et demi en moyenne, tandis que Loblaws n’aura 
pas beaucoup de taxe a garder puisque la plupart de ses 
produits ne sont pas taxables. 


M. Warner: Mais compte tenu du nombre de brosses 
vendues, les montants seront retenus pour la meme 
durée? 


M. Friedman: Oui, mais il y aura des exigences au sujet 
des rapports. Loblaws devra présenter un rapport tous les 
mois, tandis que les quincailleries Home Hardware le 
feront tous les trimestres. 


M. Warner: Ce serait donc un avantage. 


M. Friedman: Qui peut compenser les écarts de 
volume. Mais, grace aux transerts de fonds électroniques, 
rien n’empéche le gouvernement d’exiger des remises 
hebdomadaires ou méme instantanées. Je ne suis pas en 
mesure de vérifier, mais quelqu’un a prétendu que, au 
Royaume-Uni, les gros détaillants peuvent effectuer des. 
transferts de fonds électroniques—et qu’on me corrige si 
jai tort—tous les jours ou toutes les semaines. Par 
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organizations to remit collections of VAT more frequently 
than on a one-month basis. 


Mr. Warner: The fact that Loblaws is zero-rated on all 
the inputs really does not put them at an advantage in the 
sale of scrub brushes. 


Mr. Friedman: No, it does not. 


The Chairman: Before I go on to anybody else, then, 
Suppose we zero-rate farms and then everybody else in the 
food chain is exempt, so that the several food brokers that 
pass food from one to another are all exempt. In other 
words, they pay tax on their non-food inputs, but they 
cannot write it off. The store is exempt, of course, as far as 
food is concerned. So they do not Charge the tax on the 
food, but obviously they pay tax on their costs of handling 
the food. They may have to put that into the price 
somehow, but we do not lose the revenue. Is that not a 
sufficient answer to the problem? 


Mr. Friedman: No, I think you still have the 
jurisdictional problem of what a farm is. There are lots of 
large dairies, for example, that run their own farms. There 
are restaurant chains that run their own farms. Unless 
you have some system of being able to equalize the tax 
paid by one retailer with another retailer, you open 
yourself to people coming to you and saying hey, this 
retailer operates their own farms, therefore they "are 
considered a farm and everything they buy is tax-free. We 
are just a little supermarket; we make 2% on all our sales, 
yet everything we buy is taxable, and where is the fairness 
there? 


The Chairman: I have not seen a large corporate farm 
Operate efficiently yet. Even in Russia, where they have 
the collective system, it does not work too well: 


Mr. Friedman: That may be. I am not sure of the 
answer, but you are then adding an extra incentive for 
Other corporations to become farms and run efficiently. 
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Mrs. Collins: This is an example. Say someone 
developed a product, some kind of a broom; they used 
something from a farm and it was made into a broom and 
it went into the chain. Tax was charged all the way up and 
rebated, but then nobody buys them. They end up in the 
hardware store, but they are never sold. I assume the 

government never actually receives any tax. 


Mr. Friedman: That is correct. Actually, you highlight 
One of the problems with the system. In a manufacturer’s 
‘Sales tax, if the tax was paid, then, unless those brooms are 
returned to the manufacturer, the government already has 
its money. 
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conséquent, rien n’empéche le gouvernement d’exiger des 
grands organismes qu’ils remettent la TVA percue plus 
souvent qu’une fois par mois. 


M. Warner: Le fait que Loblaws ait un taux de taxe nul 
sur tous les intrants ne lui donne pas vraiment un 
avantage en ce qui concerne la vente de brosses. 


M. Friedman: Non, pas du tout. 


Le président: Avant de céder la parole a quelqu’un 
d’autre, supposons alors que les exploitations agricoles 
aient un taux de taxe nul tout comme tous les autres 
membres de la chaine alimentaire, de sorte que les 
négociants qui se passent les aliments de l’un a l’autre 
sont tous exonérés de taxe. Autrement dit, ils paient la 
taxe sur les intrants autres que les aliments, mais ils ne 
peuvent se faire rembourser. Le magasin est bien sir 
exonéré en ce qui concerne les aliments. II ne percoit pas 
de taxe sur les aliments, mais de toute évidence il en paie 
sur les frais de manutention des aliments. II peut donc 
intégrer cette taxe a ses prix d’une maniére ou d’une 
autre, mais nous ne perdons aucune recette. Cela ne 
résout-il pas clairement le probléme. 


M. Friedman: Non, je crois que le probléme de la 
définition juridique d’une exploitation agricole reste 
entier. Ainsi, beaucoup de grandes laiteries possédent 
leurs propres fermes laitiéres. Des chaines de restaurants 
possédent leurs propres fermes. Si le régime ne permet 
pas d’équilibrer la taxe payée par les divers détaillants, 
nous nous exposons a ce que des gens nous disent: 
€coutez, voila un détaillant qui exploite ses propres fermes 
et qui est donc considéré comme une ferme, ce qui lui 
permet de tout acheter sans payer de taxe. Nous ne 
sommes qu’un petit supermarché; nous faisons 2 p. 100 de 
profit sur toutes nos ventes, or tout ce que nous achetons 
est taxable. Ou est la justice dans tout ¢a? 


Le président: Je n’ai pas encore vu de grande société 
d’exploitation agricole fonctionner efficacement. Méme 
en Russie, en régime collectif, ces fermes ne fonctionnent 
pas tres bien. 


M. Friedman: Peut-étre. Je ne saurais vous répondre, 
mais On incite davantage les autres sociétés a devenir des 
exploitations agricoles et a étre efficientes. 


Mme Collins: A titre d’exemple, si quelqu’un met au 
point un produit, une espéce de balai, disons, fabriqué a 
partir d’un produit cultivé a la ferme et qui entre dans la 
chaine. La taxe est percue et remboursée A toutes les 
étapes, mais personne n’achéte ce produit. Les balais se 
retrouvent dans les quincailleries, mais ils ne sont jamais 
vendus. Je suppose que le gouvernement ne recevra 
jamais de taxe. 


M. Friedman: Vous avez raison. En réalité, vous venez 
de faire ressortir l'un des problémes du systéme. Dans un 
régime de taxe de vente sur la fabrication, si la taxe est 
payée, a moins que ces balais ne soient retournés au 
fabricant, le gouvernement a déja recu son argent. 
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Mr. Wood: I do not think that is a problem with the 
system. That is a system with the principles we outlined 
last night. There has been no final domestic consumption 
and therefore there is no tax. So it is totally consistent 
with the system. 


Mr. Hoffman: There should not be any tax. 
Mr. Friedman: There should not be any tax. 


Mrs. Collins: It would have to be consumed. 


Mr. Wood: A consumer has to buy it and consume it. 


Mrs. Collins: What if they are given away, finally, for 
charity purposes? 


Mr. Friedman: Again, under these proposals, that 
would not be taxed, because, to the extent that retailer had 
a cost for those brooms, even though he could not sell 
them, he is going to build that cost into the price of his 
other goods. So the government does in fact get tax 
indirectly, because that is another cost that retailer has to 
absorb and then it is passed on in his other prices, even 
though he gave them away to charity. 


Mrs. Collins: Under the system could you donate goods 
to a charitable organization to be sold at an auction? 


Mr. Wood: Yes, there are some rules in here where in 
certain circumstances you could without attracting tax. 


Mr. Friedman: But if a charity then goes into running 
a business in competition with other retailers of the same 
goods, then there would be provisions to make sure that 
the charity is also collecting tax on its sales. 


Mr. Minaker: Could I extend the further questioning 
Mary did about that? I can see possibilities of things 
happening regarding the problem of the fact that we now 
collect the tax right when the manufacturer produces and 
sells it. Say that I was going to open up a hardware store. I 
have to buy all the retail equipment to market it. I buy 
the inventory. Do I immediately get all the federal sales 
tax credits back? 


Mr. Friedman: Yes. 
Mr. Wood: In this new system, yes. 


Mr. Minaker: Then I sit on this inventory and I do not 
really sell it, or I could maybe have some really big sales 
and sell the material and then go bankrupt. What 
happens? 


Mr. Friedman: You could lose all your federal sales 
tax. 


Mr. Wood: And you are only going to get tax on the 
final selling price of those goods, even if they are at 
distressed prices. 


Mr. Minaker: But what if the person has creamed off, 
through the year or the three months or whatever it is, 
the profits and so on and then flees? 
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M. Wood: Je ne vois pas de probleme. II s’agit d’un 
régime dont les principes ont été définis hier soir. Comme 
il n’y a pas de consommation finale, il n’y a pas de taxe. 
C’est donc tout 4 fait conforme a la logique du régime. 


M. Hoffman: I] ne devrait pas y avoir de taxe. 
M. Friedman: Non, il ne devrait pas y avoir de taxe. 


Mme Collins: Il faut qu’un consommateur achéte et 
consomme le produit. 


M. Wood: Exactement. 


Mme Collins: Qu’arrive-t-il si, au bout du compte, les 
produits sont donnés a des fins de charité? 


M. Friedman: La encore, aux termes des propositions, 
ils ne seraient pas taxés parce que, dans la mesure ou le 
détaillant a engagé des frais pour vendre ces balais, méme 
s'il n’a pas réussi, il intégre ces codts aux prix des autres 
produits qu’il vend. Par conséquent, le gouvernement 
recoit la taxe indirectement, parce qu’il y a un cout que le 
détaillant doit amortir et intégrer a ses autres prix, méme 
si le produit a été donné a des fins de charité. 


Mme Collins: Dans ce régime, peut-on donner des 
marchandises 4 un organisme de charité qui les vendra 
aux encheres? 


M. Wood: Oui, des régles prévoient que des ventes de 
ce genre peuvent s’effectuer dans certaines circonstances 
et étre détaxées. 


M. Friedman: Mais si l’organisme de bienfaisance se 
lance dans les affaires et livre une concurrence a d’autres 
détaillants du méme produit, d’autres dispositions 
prévoient que l’organisme de charité pergoit lui aussi la 
taxe de vente. 


M. Minaker: Puis-je poser une autre question dans la 
méme veine? Je peux concevoir d’éventuelles difficultés 
dans le fait que maintenant que nous percevons la taxe dés 
que le fabricant fabrique et vend sa marchandise. 
Supposons que je veuille ouvrir une quincaillerie. Je dois 
acheter tout le matériel d’étalage et de vente. J’achéte les 
stocks. Est-ce que je recois immédiatement tout le crédit 
de taxe de vente fédérale? 


M. Friedman: Oui. 
M. Wood: Dans ce nouveau régime, oui. 


M. Minaker: Puis, ces stocks me restent sur les bras. Je 
n’en vends pas vraiment ou je liquide tout et je fais 
faillite. Qu’est-ce qui arrive? 


M. Friedman: Vous risquez de perdre toute votre taxe 
de vente fédérale. 


M. Wood: Et vous ne percevez la taxe que sur le prix 
de vente final, méme si les prix sont dérisoires. 


M. Minaker: Mais qu’est-ce qui arrive si le quincailler 
s’est graissé la patte pendant l’année, les trois mois ou peu 
importe, et qu’il déguerpit? 
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Mr. Friedman: What you are really highlighting is what 
we talked about last night, and we are going to talk about 
it again. If the tax sits in a wholesaler’s or a retailer’s 
inventory, then the tax is not collected in Stages. It is 
collected and it is paid back, so the government only 
receives its take, in those situations, when the retailer sells 
to the ultimate consumer. 


Mr. Minaker: But you could also have $250,000 of 
leasehold improvements and equipment, besides the 
inventory, in some of these places. So you are looking at 
12% on $250,000 that is immediately rebated to the 
owners. How would you get call on it if all of a sudden 
they went bankrupt before they even turned over the 
inventory once? I am saying that money is credited out to 
that particular company immediately and it is utilized to 
some degree to create a lower overhead. Do you know 
what I am saying? 


Mr. Friedman: Let us assume we went to a One-stage 
tax with exemption certificates. That retailer could issue 
exemption certificates, buy all of that store equipment and 
fixtures tax free, and then go under, and you have the 
same problem. 


Mr. Minaker: Yes, that is true in that way. But he 
cannot right now. 


Mr. Friedman: Right now he cannot. But right now, 
where he buys those store fixtures and adds them to his 
selling price you are double-taxing. 


Mr. Minaker: Right. I am just saying that it puts 
somebody new going into the business at a real advantage 
LO 


Mr. Friedman: But people do not go into business to 
go bankrupt. 


Mr. Minaker: I am saying that the existing businesses 
have already paid their federal sales tax. 


The Chairman: I am going to adjourn the- meeting for 
five minutes to give everybody a quick break and then we 
are coming back with Mr. Warner and we will get started. 
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The Chairman: Let us get it going again. I suggest, 
Norman, that you have your question, and then we are 
gOing to go right on to section two. 


Mr. Warner: Very briefly, take the Loblaws situation. 
Under our existing system there is a tax that becomes part 
of the selling price of food, and that is the tax on their 
cash registers and their counters and on the cars and the 
trucks. That tax is levied and paid and then passed on to 
the consumer. If we were to design a system or modify 
this new proposed system so that we continue to collect a 
federal sales tax on the cars and the trucks and all of this, 
[ guess what you are telling us is that it becomes very 
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M. Friedman: Vous faites allusion 4 ce dont nous avons 
discuté hier soir et dont nous reparlerons encore. Si la 
taxe dort dans les stocks d’un grossiste ou d’un détaillant, 
elle n’est pas percue par stade. Elle est percue et remise, 
de sorte que, dans ces situations, ie gouvernement ne 
regoit sa part que lorsque le détaillant vend la 
marchandise au consommateur final. 


M. Minaker: Mais il pourrait bien y avoir aussi pour 
250,000$ d’améliorations locatives et de matériel en plus 
des stocks. On remet donc immédiatement 12 p. 100 de 
250,000$ aux propriétaires. Comment recouvrer ce 
montant si tout a coup les propriétaires font faillite avant 
méme d’avoir renouvelé les stocks une fois? L’argent est 
porte au crédit de l’entreprise immédiatement et sert 
jusqu’a un certain point 4 réduire les frais généraux. 
Voyez-vous ce que je veux dire? 


M. Friedman: Supposons que nous adoptions un 
régime a un seul stade avec certificats d’exemption. Ce 
détaillant pourrait émettre des certificats d’exemption, 
acheter tout le matériel et le mobilier du magasin sans 
payer de taxe, puis faire faillite, ce qui donnerait lieu au 
méme probléme. 


M. Minaker: En ce sens, vous avez raison. Mais le 
détaillant ne peut agir ainsi actuellement. 


M. Friedman: Actuellement, il ne le peut pas. Mais 
actuellement, quand il achéte ce mobilier et l’ajoute a son 
prix de vente, il y a double taxation. 


M. Minaker: C’est exact. Je dis simplement que celui 
qui se lance dans les affaires est avantagé. . . 


M. Friedman: Mais les gens ne se lancent pas dans les 
affaires pour faire faillite. 


M. Minaker: Les entreprises existantes ont déja payé 
leur taxe de vente fédérale. 


Le président: Nous ferons maintenant une pause de 
cinq minutes, aprés quoi, M. Warner aura la parole. 


Le président: Nous reprenons maintenant nos travaux. 
Je vous suggere, Norman, de poser votre question. Nous 
passerons ensuite directement a l’article 2. 


M. Warner: Revenons trés briévement a l’exemple de 
Loblaws. Dans notre régime actuel, il y a une taxe qui 
devient un élément du prix de vente des aliments, soit la 
taxe sur les caisses enregistreuses, sur les €talages, sur les 
automobiles et sur les camions. Cette taxe est imposée et 
payée puis transmise au consommateur. Si nous devions 
concevoir un régime ou modifier le nouveau régime 
proposé de maniére a continuer de percevoir la taxe de 
vente fédérale sur les automobiles, les camions et tout le 
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complicated. Although we can do it, it is going to involve 
a lot of breaking out of various inputs, so it really is not 
feasible. Is that what you are saying? 


Mr. Friedman: Let me understand your question. What 
would you like to do? 


Mr. Warner: I would like to continue with a system 
somewhat similar to what it is today, by which we collect 
a federal sales tax on various goods, such as counters and 
the cars and the trucks and whatever. 


Mr. Friedman: That will continue, because to the 


extent that the retailer of automobiles. . . 
Mr. Warner: No, we are talking about Loblaws. 


Mr. Friedman: Okay, we are talking about Loblaws. To 
the extent that Loblaws builds those automobiles, the 
advertising expenditures, the cash registers into their 
selling price of taxable goods, you will recover the tax on 
the automobiles and on the advertising. 


The Chairman: The taxable goods are only one-third of 
the goods, so you would never recover it maybe. 


Mr. Friedman: It seems to me that in competition the 
prices of those basic groceries are going to be fairly 
comparable between Loblaws and its competitors and 
therefore you will be recovering to the extent that you can 
Pela Onicess. 


Mr. Warner: Okay, let us just get back to the food 
itself. Forget about the taxable products they retail. They 
are only selling food, and under our existing system 
certain federal sales tax is passed on to the consumer. Do 
you accept that point? How do we take the new system 
and have something similar? I guess what you are saying 
is that it is very difficult and probably so difficult that it 
could not be done. 


Mr. Friedman: It is very difficult. As we said before, 
the problem with the current federal sales tax is that it 
encourages certain trading patterns; it encourages 
importers; it encourages goods to flow through certain 
paths, and by exempting only the retailer in a food 
situation you are encouraging retailers, as the economists 
might say, to vertically integrate. You are encouraging the 
retailer to become the farmer and that way all of his 
purchases would be exempt. What you are then suggesting 
is that we are going to have to have somebody that passes 
on who is a farmer and who is not a farmer, or you get 
some guidelines on how to allocate between farming and 
non-farming activities, but in that situation you are just 
complicating it. 


One of the points here was to get rid of the 22,000-odd 
rulings we have for federal sales tax, to make the system 
simpler. The more roadblocks you put into that, the more 
complicated the system is. I understand what you are 
saying. What you are saying is that you want to remove 
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reste, vous nous dites que c’est une tache trés compliquée. 
Pour y arriver, il faudrait une décomposition tres détaillée 
des divers intrants, ce qui n’est pas vraiment possible. Ai- 
je bien compris vos propos? 


M. Friedman: Je ne comprends pas tres bien votre 
question. Que voudriez-vous faire? 


M. Warner: Je voudrais maintenir un régime semblable 
a celui que nous avons actuellement, par lequel nous 
percevons une taxe de vente fédérale sur diverses 
marchandises, telles que les étalages, les automobiles, les 
camions et tout le reste. 


M. Friedman: Nous continuerons de le faire, parce que 
dans la mesure ou le concessionnaire d’automobiles. . . 


M. Warner: Non, il est question de Loblaws. 


M. Friedman: D’accord, il est question de Loblaws. 
Dans la mesure ot. Loblaws intégre les cotits liés a ces 
automobiles, 4 la publicité, aux caisses enregistreuses dans 
le prix de vente des produits taxables, on recouvre la taxe 
sur les automobiles et sur la publicité. 


Le président: Les produits taxables ne correspondent 
qu’au tiers des marchandises. Par conséquent, il se 
pourrait bien que vous ne recouvriez pas la taxe. 


M. Friedman: I] me semble que les prix des produits de 
base de Loblaws seront assez comparables a ceux de ses 
concurrents et donc qu’on recouvrera la taxe, dans la 
mesure ou le prix... 


M. Warner: Trés bien, revenons aux aliments eux- 
mémes. Oublions les produits taxables vendus chez 
Loblaws. On ne vend que des aliments et, dans notre 
régime actuel, une partie de la taxe de vente fédérale est 
transmise au consommateur. Etes-vous d’accord la-dessus? 
Comment nous y prenons-nous pour que le nouveau 
régime ait le méme effet? Vous semblez dire que c’est tres 
difficile et probablement si difficile que c’est presque 
impossible. 


M. Friedman: C’est trés difficile. Comme nous |’avons 
déja dit, le probléme que pose la taxe de vente fédérale 
actuellement est qu’elle favorise certains — profils 
commerciaux; elle favorise les importations; elle incite les 
marchandises a circuler dans certains canaux et, en 
n’excluant que le détaillant dans le domaine des aliments, 
on incite les détaillants 4 s’intégrer verticalement, pour 
reprendre les termes employés par les économistes. On 
incite les détaillants 4 devenir agriculteurs, puisqu’aucun 
de ses achats ne sera taxé. Vous laissez entendre que nous 
aurons besoin de quelqu’un pour décider qui est 
agriculteur et qui ne l’est pas, ou de lignes directrices sur 
la fagon de définir les activités agricoles et les activités 
non agricoles, ce qui ne fait que compliquer la situation. 


L’un des objectifs visés consiste a se débarrasser des 
quelque 22,000 réglements qui régissent la taxe de vente 
fédérale, 4 simplifier le régime. Plus nous érigeons de 
garde-fous, plus le régime se complique. Je comprends Ce 
que vous dites. Vous déclarez que vous voulez abolir la 
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the tax from the food component of food and not the 
luxury component of food. 


The Chairman: The service component of it. 
Mr. Friedman: Yes. 


Suilslis 
The Chairman: In other words, we have a service 
component in terms of counters and space and that kind 
of thing, whereas if I buy the food directly from the 
farmer at the end of the lane, I buy it tax-free. I buy my 
eggs there. If I go and buy them, having had them all 
graded and the rest of it, and put them through a Loblaws 
check-out counter, surely to goodness there ought to be 
the tax that is implicit in all of the services that made that 
grocery store a possibility. 


Mr. Hoffman: You will not get that tax. Your model of 
the world assumes that people will not change their 
behaviour. But what we are trying to tell you is that firms 
will vertically integrate, change their behaviour and at the 
end of the day you will not get that tax. 


Mr. Friedman: I am looking at a farmer— 


The Chairman: You are suggesting, Lorey, that the 
A&P will all of a sudden start acquiring all of the farms in 
Ontario, are you? 


Mr. Hoffman: What you will do is push them in that 
direction. 


The Chairman: I am asking you, do you see that as a 
possibility at all? Or do you just think you are 
fearmongering? I mean, do you really think that the A&P, 
the Atlantic and Pacific Tea Company, will go out and 
start buying up the farms? 


Mr. Hoffman: I think in the United States there are 
something like six or seven producers that sell something 
like 90% of all the chicken sold in the United States. 


The Chairman: Those are processors, not producers; 
they are processors only. Processors do not produce the 
chicken; it is a processing operation. 


Mr. Hoffman: Well I think you will push people in 
that direction. 


Mr. Friedman: But it does raise the issue, you have all 
these lines. As we sit here, I think of the farmers who 
Promote their goods. I do not want to mention the kind of 
goods, but I am sure we have all seen commercials for 
certain pure food items that are being advertised. I do not 
know how the money is raised for the funds, but I am 
Sure the farmers in some way contribute to that. Now, are 
you going to tax or exempt those advertising activities by 
farmers? I mean, those are the kinds of questions you get 
into and unless you have easy rules for everything, what 
you are going to be doing is spending all of your time 
writing up rules about if a farmer advertises in the local 
newspaper that is okay but if he buys a television spot on 
the national network that is not okay. 


[Traduction] 


taxe sur la portion aliment des aliments et non sur la 
portion de luxe. 


Le président: Sur la portion service. 
M. Friedman: Exactement. 


Le président: Autrement dit, un élément de service 
intervient avec les comptoirs, espace et les choses du 
méme genre, tandis que si j’achéte l’aliment directement 
chez l’agriculteur lui-méme, je Vachéte détaxé. J’achéte 
mes oeufs |a-bas. Si je vais les acheter, si je les fais classer 
et tout le reste, et s’ils passent a la caisse d’un Loblaws, 
bonté divine, il est certain qu’il devrait y avoir la taxe qui 
est implicite sur tous les services qui permettent 
existence de ce magasin d’alimentation. 


M. Hoffman: Vous n’aurez pas cette taxe. Votre modéle 
Suppose que les gens ne changeront pas d’attitude. Or; ce 
que nous essayons de vous faire comprendre, c’est que les 
entreprises procéderont a une intégration  verticale, 
modifieront leur comportement et en fin de compte vous 
n’obtiendrez pas cette taxe. 


M. Friedman: Je pense a un agriculteur. . . 


Le président: Vous voulez dire, Lorey, que les magasins 
A&P vont acheter tout d’un coup toutes les fermes de 
l'Ontario? 


M. Hoffman: Vous allez les inciter 4 le faire. 


Le président: Je vous pose la question: cela vous semble- 
t-il_ possible? Ou _ bien pensez-vous que vous étes 
seulement alarmiste? Pensez-vous vraiment que les 
magasins A&P (Atlantic and Pacific Tea Company) vont 
commencer a racheter les fermes? 


M. Hoffman: Je crois savoir qu’aux Etats-Unis environ 
Six Ou sept producteurs vendent approximativement 90 p. 
100 de tous les poulets vendus au pays. 


Le président: Il s’agit de transformateur et pas de 
producteur; ce sont uniquement des transformateurs. Ils 
ne produisent pas les poulets, car c’est une entreprise de 
transformation. 


M. Hoffman: A mon avis, vous allez inciter les gens a 
sulvre Cette voie. 


M. Friedman: Mais la question est soulevée, il ya 
toutes ces lignes. Pendant que nous sommes assis ici, je 
pense aux agriculteurs qui font la promotion de leurs 
produits. Je ne veux pas préciser de quels produits il 
s’agit, mais je suis certain que vous avez tous regardé les 
annonces publicitaires concernant certains produits 
alimentaires purs qui sont annoncés. Je ne sais pas d’ou 
vient l’argent pour cette publicité, mais je suis persuadé 
que les agriculteurs y contribuent d’une certaine maniére. 
Allez-vous taxer ou non ces activités publicitaires 
entreprises par les agriculteurs? Voila le genre de 
questions que vous allez rencontrer; 4 moins d’avoir des 
régles faciles a suivre pour tout le monde, vous allez 
passer tout votre temps a rédiger des régles stipulant que 
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I think about ways of getting to what you are suggesting 
but it is clear there is no middle ground. You either 
continue the way you are doing things or you eliminate 
tax from food. Or tax food. God forbid, tax food 
completely and somehow provide relief to the people that 
need relief from the tax on food. 


Mr. Bert Waslander (Committee Researcher): An 
added argument, I think, is the complexity of the 
administration for the grocer. If you exempt the grocery 
store on the sales of food, then the store presumably also 
sells taxable items. Okay, what happens is that we then we 
get into the problems that were referred to earlier. We 
have to distinguish between those inputs that were used in 
the sale of taxable items, because you would get a credit 
on the taxes paid for those, but you would not get a credit 
on the taxes you paid on the items which are exempt, the 
basic groceries. So you get this problem of having to 
apportion inputs to taxable and non-taxable sales. 
Combining an exempt operation with a taxable operation 
is a very awkward thing to do, so I think you are really 
asking for a hell of a lot of trouble in terms of compliance 
costs and bookkeeping and all that. 


The Chairman: That is a well-made point. 


Mr. Friedman: It is a good point, and without trying to 
be sarcastic what you then say is the tax practitioners will 
make sure that all of the shelves for supermarkets are 
bought to hold taxable goods and once you get a credit 
then you take the basic groceries and put them on that 
shelf. So then you have to start having change of use rules 
as well for your input. So that is the kind of thing you are 
looking at, because it is done right now. Most 
manufacturers buy forklift trucks for the production 
operations and then over a number of years the forklift 
trucks end up in warehousing, which is not an exempt 
function. 


Mr. Cassidy: As long as there is any type of exemption 
obviously this kind of situation is going to prevail. I said 
at the very beginning that it was just absolutely wrong to 
tax food. I cannot have been that far off the mark, because 
the Minister of Finance is now agreeing with me. I 
recognize that there are obviously some problems which 
are not found if you have everything subject to tax. 


#1110 


We will leave the question of food now and talk about 
exports. Let us suppose there is a shipment of Canadian- 
made products that are about to go abroad. The 
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si un agriculteur fait de la publicité dans le journal local, 
¢a va, mais s’il achéte une annonce publicitaire au réseau 
national de télévision, ¢a ne va pas. 


Je cherche le moyen d’en arriver OW vous voulez, mais 
il est clair qu’il n’y a pas de juste milieu. Ou bien vous 
maintenez les choses telles qu’elles sont, ou bien vous 
éliminez la taxe des produits alimentaires, ou encore vous 
taxez les aliments. A Dieu ne plaise, taxez donc 
intégralement les aliments et accordez une certaine forme 
d’allégement aux personnes qui ont besoin d’un 
dégrévement de cette taxe. 


M. Bert Waslander (attaché de recherche du Comite): 
Un argument supplémentaire est la complexité du travail 
administratif pour l’épicier. Si vous exemptez l’€picerie de 
la taxe sur les ventes de produits alimentaires, ce magasin 
vend probablement aussi des articles taxables. Nous 
retombons encore une fois sur les problémes qui ont déja 
été mentionnés. Il faut faire la distinction entre les 
intrants qui ont servi dans la vente des produits taxables, 
car vous obtiendrez un crédit pour les taxes payées pour 
eux, mais vous n’obtiendrez pas de crédit pour les taxes 
payées sur les articles qui sont exonérés, les aliments de 
base. On se retrouve donc avec le probléme qui consiste a 
répartir les intrants entre les ventes taxables et non 
taxables. Il est trés délicat d’avoir a la fois une entreprise 
exonérée et une entreprise taxable; vous allez donc tout 
droit vers des tas de problémes en ce qui concerne les 
couts d’observation et de terme de livre, etc. 


Le président: C’est une excellente remarque. 


M. Friedman: C’est une bonne remarque et, sans 
vouloir étre sarcastique, ce que vous essayez de nous dire, 
c’est que les fiscalistes s’assureront que toutes les étageres 
des supermarchés sont réservées pour des biens taxables 
et, lorsque vous aurez obtenu un crédit, alors vous 
pourrez aller chercher les aliments de base et les mettre 
sur ces étagéres. Il faudra donc avoir également de 
nouvelles régles d’utilisation pour vos intrants. C’est le 
genre de chose que l’on voit, car cela se passe comme cela 
aujourd’hui. La plupart des fabricants achétent des 
chariots élévateurs pour leurs activités de production et, 
aprés un certain nombre de d’années, ces chariots 
élévateurs se retrouvent dans l’entrepot, qui n’est pas une 
fonction exonérée. 


M. Cassidy: Tant qu’il y aura une forme quelconque’ 
d’exemption, il est évident que l’on rencontrera ce genre 
de situation. J’ai dit tout au début qu’il était totalement 
aberrant de taxer les aliments. Je ne devais pas étre loin 
de la réalité puisque le ministre des Finances est 
maintenant d’accord avec moi. Je reconnais qu’il y 4 
évidemment des problémes que l’on ne rencontre pas Si 
l’on taxe tous les produits. 


Laissons maintenant de cété la question des aliments et 
passons aux exportations. Supposons qu’il y a une 
cargaison de produits canadiens en partance pour 
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manufacturer must work out the amount of tax for which 
he is eligible for rebate. 


Mr. Friedman: There is no worry here, because he got 
a credit for all purchases. Whether he sold them 
domestically or he intended to export them, he got a 
Credit as soon as' he bought the goods. So it is easy. There 
is no tax content of exports. There is no tax content of any 
sales because on domestic sales you add tax based on the 
selling price of the goods and on exports you do not 
charge tax. Therefore it is really the only pure way of 
removing the tax content of exports. 


Mr. Cassidy: In essence therefore an export is zero- 
rated—is that the effect? 


Mr. Friedman: Yes, exactly. That is correct. 


Mr. Cassidy: So you do not have attribution problems 
with that. 


Mr. Friedman: None at all. 


Mr. Cassidy: There will then be some tendency, if the 
manufacturer has a choice, between carrying Out sales 
promotion activities from a Canadian base or carrying 
them out from, let us say, an American base, to possibly— 


Mr. Friedman: No, because if he carries them out in 
Canada, he pays tax on sales promotion and he gets a 
credit as soon as he gets his invoice. There would only be 
an incentive for carrying out promotion outside the 
country, as we said last night, if it were an exempt 
institution or individuals advertising for a husband or a 
wife. You can get around paying the tax as a consumer by 
doing it outside of the country. 


Mr. Cassidy: Are you saying that those personal ads in 
The Citizen are going to be taxed? 


Mr. Friedman: Yes, they are. But if you do them in 
The Washington Post they will not be taxed. 


The Chairman: Andy, you were on page 2-1 and you 
were saying that New Zealand’s is not equivalent to 
Canada’s GST. 


Mr. Friedman: Let us go on to page 2-2. Page 2-2 
addresses the question you have all been dying to hear 
answered and I think we have answered it: what is the 
difference between the two proposed federal alternatives? 
One is a GST or books-of-account method. . . Last night 
people were saying whatever happened to BTT? We 
Should have put in brackets that this was the former BTT. 
The other is the VAT or credit invoice method. As we 
Said last night, the one fundamental difference is that GST 
tracks taxed purchases, while VAT tracks the tax content 
of purchases. Both require accumulation of an additional 
set of data by most businesses. 


[Traduction] 


l’étranger. Le fabricant doit calculer le montant de la taxe 
pour laquelle il a droit 4 un remboursement. 


M. Friedman: II n’y a pas de souci a se faire dans ce cas- 
la, car il a regu un crédit pour tous les achats. Qu’il ait 
vendu ses produits sur le marché canadien ou qu’il ait eu 
l’intention de les exporter, il a regu un crédit dés qu’il a 
acheté les biens. C’est donc facile dans ce cas puisqu’il n’y 
a pas de taxe sur les exportations. Il n’y a pas de taxe sur 
les ventes, car dans les ventes au Canada, on ajoute la taxe 
sur le prix de vente des marchandises, et dans les 
exportations, On n’ajoute pas de taxe. C’est donc le seul 
moyen parfait de supprimer la taxe des exportations. 


M. Cassidy: Essentiellement, le taux de taxe est donc de 
zéro pour les exportations—est-ce bien cela? 


M. Friedman: Exactement. C’est exact. 


M. Cassidy: Il n’y a donc pas de probléme d’imputation 
dans ce cas. 


M. Friedman: Pas du tout. 


M. Cassidy: Il y aura donc une certaine tendance, si le 
fabricant a le choix entre lancer des activités de 
promotion a partir d’une ville canadienne Ou, disons, 
amé€ricaine, éventuellement a. . . 


M. Friedman: Non, parce que s’il effectue les activités 
de promotion au Canada, il paye de la taxe et recoit un 
crédit dés qu’il obtient sa facture. Le seul cas qui pourrait 
Vencourager a faire des activités de promotion a 
l’étranger, comme nous l’avons mentionné hier SOir, 
serait celui d’une institution exonérée ou de particuliers 
faisant de la publicité pour un conjoint. II est possible de 
contourner le systeme de paiement de la taxe 4 la 
consommation en le faisant a |’étranger. 


M. Cassidy: Etes-vous en train de me dire que les 
petites annonces personnelles qui paraissent dans le 
Citizen seront taxées? 


M. Friedman: Oui, elles le sont. Mais si vous les faites 
passer dans le Washington Post, elles ne le seront pas. 


Le président: Andy, vous étiez a la page 2-1 et vous 
disiez que le systéme néo-zélandais n’est pas équivalent a 
la TBS canadienne. 


M. Friedman: Passons a la page 2-2. Elle aborde la 
question pour laquelle vous m’auriez tous d’envie d’avoir 
une réponse, et je pense que nous y avons répondu: quelle 
est la difference entre les deux options fédérales 
proposées? L’une est une TBS ou méthode des livres 
comptables. . . Hier soir, certaines personnes ont demandé 
ce qui était advenu de la TTC? Nous aurions da inscrire 
entre crochets qu’il s’agissait de l’ancienne TTC. L’autre 
option est la TVA ou méthode des crédits et des factures. 
Comme nous l’avons dit hier soir, la  différence 
fondamentale réside dans le fait que la TBS tient compte 
des achats taxés, alors que la TVA tient compte de la part 
de la taxe dans les achats. Les deux taxes obligent la 
plupart des entreprises a établir un ensemble 
suplémentaire de données. 
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Now, GST or the books-of-account method... Please 
look at page 55 of the white paper, in English, or page 61 
of the French version. I added the words “in theory”: 


calculated 
of account 


In theory, the tax could be 
information from the books 
maintained by firms. 


using 
already 


The Chairman: Right on. 


Mr. Friedman: In practice, you must set up a minimal 
account to keep track of all tax purchases and taxable 
sales, compute tax on taxable sales, and deduct credit for 
tax purchases. This is shown on page 146 of the English 
version and page 161 of the French version in the 
example. 


Nowhere is there a formula that simply allows you to 
take the financial statements, or the trial balance of the 
organization, and pull out the numbers. In example one 
you have to accumulate input tax credit on the whole 
amount. So not only do you post it to inventory 
purchases, capital equipment, wages but you also keep 
track of all your purchases in the second numeric 
column. What we are saying is that you have a choice to 
either have a bucket with all of the tax in it, or to have a 
bucket with all of the taxable purchases. So it is six of 
one, half a dozen of the other. 


Cas Gale) 


The Chairman: Well, it is not entirely, because the 
original BTT concept—that is, the theoretical use of the 
current books of account—is something that can be sold 
to the business community. If you are going to try to sell 
to the business community, particularly the small business 
community, something that requires a further set of 
accounts, you are swimming up the Niagara Gorge. You 
are going nowhere. 


So why can we not design something that makes the 
theory more practical? Why do you really have to keep 
track of the tax itself? Do you really not have to keep 
track of certain classes of purchases as being deductible 
from the domestic sales? 


Mr. Friedman: I guess I am asking what the difference 
is between accumulating purchases and accumulating the 
tax. If it were that easy, then I would suggest— 


The Chairman: Because you presently keep track of 
purchases but you do not presently keep track of tax, 
because the tax is not charged. 


Mr. Friedman: You presently keep track of purchases 
in 50 million different places. A bank with 1,500 branches 
may have 1,500 petty cash accounts, entertainment 
accounts, whatever; it is not in one place. You are going 
to have to accumulate these things, and you are going to 
have to differentiate between creditable and non- 
creditable purchases. 
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Passons maintenant a la TBS ou méthode des livres 
comptables... suivez a la page 61 du Livre blanc en 
francais 4 la page 55 en anglais. J’ai ajoute les mots «en 
théorie»: 
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En théorie, la taxe peut étre «calculée a l’aide des 
renseignements comptables déja obtenus par les 
entreprises». 


Le président: Trés bien. 


M. Friedman: En pratique, il faut mettre sur pied un 
compte minimal pour retracer tous les achats taxés et les 
ventes taxables, calculer la taxe sur les ventes taxables et 
déduire le crédit pour les achats taxés. Cela figure dans 
exemple donné 4 la page 161 de la version frangaise ou 
146 de la version anglaise. 


Il n’existe aucune formule permettant de prendre les 
états financiers ou la balance de _ vérification de 
l’entreprise et d’en extraire les chiffres. Dans l’exemple 1, 
il faut additionner le crédit de taxe sur les intrants sur le 
montant total. Il faut donc non seulement le reporter dans 
les achats en stock, les biens d’équipement, les salaires, 
mais également tenir compte de tous vos achats dans la 
deuxiéme colonne de_ chiffres. Vous avez donc 
essentiellement le choix entre mettre toute la taxe dans le 
méme panier ou tous les achats taxables dans le meme 
panier. C’est donc bonnet blanc et blanc bonnet. 


Le président: Eh bien, pas tout a fait, car le concept 
initial de la TTC—vc’est-a-dire l’usage théorique des livres 
comptables existants—est un systéme que l’on peut vendre 
au monde des affaires. Si vous essayez de vendre au milieu 
des affaires, surtout aux petites entreprises, quelque chose 
qui exige de nouveaux comptes, vous nagez a contre- 
courant et vous n’allez nulle part. 


Pourquoi alors ne pas concevoir un systeme permettant 
de mettre la théorie en pratique? Pourquoi faut-il 
absolument tenir compte de la taxe? Ne faut-il pas tenir 
compte de certaines catégories d’achat qui sont 
déductibles des ventes réalisées au Canada? 


M. Friedman: Je demande, je crois, quelle est la 
difference entre la comptabilisation des achats et la 
comptabilisation de la taxe. Si cela était si facile, je 
suggererais. . . 


Le président: Parce que l’on tient actuellement compte 
des achats, mais pas de la taxe, puisque la taxe n’est pas: 
imposée. 


M. Friedman: A l’heure actuelle, on tient compte des’ 
achats a des milliers d’endroits différents. Une banque qui. 
compte 1,500 succursales peut avoir 1,500 comptes de: 
petites caisses, comptes de représentation, etc.; tout cela’ 
ne se trouve pas au méme endroit. Il faudra donc’ 
comptabiliser tous ces chiffres, et vous devrez faire la 
distinction entre les achats donnant droit a un crédit et les | 
autres. | 
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If I bring some goods in across the border, I am going 
to get an invoice for the goods and I may get an invoice 
later on from the customs brokers for the tax on that 
purchase. They are not together. I have the purchase 
somewhere, but that purchase is not creditable. The tax 
On it is creditable, but it is going to come from 
somewhere else. The two are not together. 


So if all you did was to add up all purchases of the 
Organizations, then you would end up with some double- 
counting, perhaps. Therefore you are going to have to 
start keeping different purchases. 


We tend to ride down government employees 
sometimes, and the people in the Department of Finance. 
They researched this, yet they cannot present you with a 
simple subtractive method. I am not an economist, but it 
is an economist’s dream that you can just take the 
financial statements of a large corporation, take the sales 
less the purchases, apply a tax, and that is your tax 
liability. If it were that simple, I think it would have 
appeared in the pages of this white paper. 


Mr. Wood: There are a couple of further reasons why 
you would have to identify the amount of tax anyways, 
having nothing to do with the actual computation of the 
sales tax. But for income tax purposes the capital cost of 
the desk... Say you buy this desk for $100 plus $8 tax. 
You get the $8 back. Therefore the Capital cost should 
Only be $100. So for income tax purposes, as stated in the 
finance papers, one would have to extract the tax. That is 
One thing. As well, the bean-counters would say hey, you 
got the $8 back; the real cost’ of the desk was only $100. 
Therefore for accounting purposes, for the bean-counters 
and the financial statements, you would also have to 
extract the tax. 


So for those additional two reasons... that is another 
factor in why a business would want to have a separate 
memo account of the tax attributable to the various class 
of purchases. 


Mr. Friedman: Peter alludes to something we were 
going to cover later. But if you turn to page 106, 
“Interaction with the Income Tax Act”, in the calculation 
of a business’s taxable income for income tax purposes, 
Purchases and sales will be recorded net of any sales tax 
content. That implies you will have to make some 
Computations. Similarly, acquisition of depreciable 
Property will be recorded net of tax, and capital cost 
allowance wiil be calculated on this tax-excluded basis, 
which means you have to extract that information as it 
comes through the front doors of the organization. 


Shall we go on? In the VAT or credit invoice method 
you compute tax liability as the difference between the tax 
Payable on sales and the tax credit on purchases. It is a 
simple concept to understand. In one bucket you collect 
the tax payable, and in the other bucket you collect the 
taxes that were paid on your purchases. You take the 
difference, and instead of a memo account for tax 


[Traduction] 


Si j’achéte certains produits a l’étranger, j’obtiendrai 
une facture pour les produits et peut-€tre plus tard une 
facture des courtiers en douane pour la taxe sur cet achat. 
Les factures ne viennent pas ensemble. [I y a l’achat 
quelque part mais il ne donne pas droit a crédit. Par 
contre, la taxe donne droit a crédit, mais elle viendra 
d’une autre source. Les deux sont séparés. 


Si vous additionnez donc simplement tous les achats de 
Ventreprise, vous finirez par avoir éventuellement une 
comptabilité double. Il vous faudra donc commencer par 
tenir des comptes séparés pour les achats. 


On a parfois tendance a dévaloriser les fonctionnaires 
et les gens du ministére des Finances. Ils ont fait des 
recherches la-dessus et sont pourtant incapables de vous 
presenter une méthode soustractive simple. Je ne suis pas 
é€conomiste, mais tout économiste réve de pouvoir 
prendre simplement les états financiers d’une grande 
entreprise, les ventes moins les achats, d’y appliquer une 
taxe et d’obtenir votre dette fiscale. Si c’était aussi simple 
que cela, il en serait fait mention dans le présent Livre 
blanc. 


M. Wood: II existe d’autres raisons pour lesquelles il 
vous faudrait de toute fagon identifier ie montant de la 
taxe, et Ces raisons n’ont rien a voir avec le calcul réel de 
la taxe de vente. Aux fins de l’impét sur le revenu, le coat 
en capital du bureau... disons que vous avez acheté ce 
bureau pour 100$ plus 8$ de taxe. Vous obtenez un 
remboursement de 8$. Le cout en capital devrait donc 
s’élever seulement a 100$. Aux fins de Vimpot sur le 
revenu, comme le mentionnent les documents des 
Finances, il faudrait donc extraire la taxe. C’est la une 
premiere chose. En outre, les comptables interviendraient 
pour dire que vous avez recu le remboursement de 8$, le 
cout réel n’était donc que de 100$. Aux fins comptables, 
pour les comptables et les états financiers, il vous faudrait 
donc également extraire la taxe. 


Pour ces deux raisons supplémentaires. . . c’est donc 1a 
un autre élément pour lequel une entreprise voudra avoir 
un compte pour mémoire séparé faisant état de la taxe 
imputable aux diverses catégories d’achat. 
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M. Friedman: Peter fait allusion a quelque chose que 
nous nous proposions d’aborder plus tard. Mais si vous 
passez a la page 115 «Interaction avec la Loi de Vimpot 
sur le revenu», dans le calcul du revenu imposable d’une 
entreprise, les achats et les ventes seront comptabilisés 
nets de la taxe de vente. Cela signifie qu’il faudra faire 
certains calculs. De méme, les achats de biens 
amortissables seront inscrits hors taxe, et la déduction 
pour amortissement sera calculée sur ce cout hors taxe, ce 
qui signifie qu’il faudra extraire ce renseignement au 
moment de l’arrivée des biens dans |’entreprise. 


Pouvons-nous continuer? Dans le cas de la TVA ou 
méthode des crédits et des factures, on calcule la taxe 
nette a payer en faisant la différence entre la taxe payable 
sur les ventes et le crédit de taxe sur les achats. C’est un 
concept facile 4 comprendre. Dans un panier, on met la 
taxe payable et, dans |’autre, les taxes payées sur les achats. 
On fait la difference, et au lieu d’avoir un compte pour 
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purchases, businesses must retain a memo account for the 
tax content of purchases. 


a2 


The Chairman: This is on capital types of purchases. 


Mr. Friedman: No. If you go back to 106, in a 
calculation of the taxable income of a business for income 
tax purposes, purchases and sales will be recorded net of 
any sales tax content. So it is not going to be as simple as 
saying let us take eight 108s—because the paper suggests 
that any business will exclude the tax at the time they are 
recording these amounts in the books of original account. 


Mr. Minaker: If Revenue Canada allows certain items 
to be considered costs of business—I am thinking of 
entertainment and so on—and you can deduct a 
percentage of them and you have to pay sales tax on that, 
then will you be able to claim sales tax on that? In other 
words, if I am in the real estate business and I am selling 
real estate and I take somebody out for lunch and so on 
and I have to pay tax at the restaurant for that, if federal 
sales tax is applied— 


Mr. Wood: In the absence of any special rule, you 
would get a credit for all the tax on the meal. 


Mr. Minaker: Is that 100% of the cost. 
Mr. Wood: Yes, 100%, but we can only assume that— 


Mr. Minaker: But we could only claim 80% in our cost 
of business? 


Mr. Wood: Finance has been silent so far on this, but I 
would assume that they would probably parallel the 
income tax rule. 


Mr. Minaker: So any entertainment or travel costs that 
are allowed under the income-tax-for-corporations rules 
as a cost of business you will be able to claim in your tax 
pool; that is, the tax you paid on that? 


Mr. Wood: That is likely, yes. 


Mr. Friedman: The rules are independent right now. 


Mr. Wood: Although right now, when you look at the 
paper itself, there are a number of areas where it parallels 
income tax rules—for instance, with club fees— 


Mr. Minaker: But the general thought at present is that 
you would be able to collect and put that tax— 


Mr. Wood: No, you would not be able to put it in your 
pocket. For instance, club fees are denied under the 
Income Tax Act, and there is a proposal in here that they 
would be non-deductible for sales tax purposes. So the 
inference is that there would be a parallel with the 
income tax system. It is fairly vague on expenses, but I can 
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mémoire pour les achats taxés, les entreprises doivent 
conserver un compte pour mémoire pour la taxe payée 
sur les achats. 


Le président: Cela achats 


d’immobilisations. 


S’applique aux 


M. Friedman: Non. Si vous revenez a la page 115, dans 
le calcul du revenu imposable d’une entreprise, les achats 
et les ventes seront comptabilisés nets de la taxe de vente. 
Ce n’est donc pas aussi simple que de dire prenons huit 
cent huitiémes—car le document laisse entendre que les 
entreprises exclueront la taxe au moment d’inscrire ces 
montants dans les livres du compte initial. 


M. Minaker: Si Revenu Canada permet de considérer 
certains articles comme des frais d’entreprise—je pense 
aux frais de représentation entre autres—et si vous avez le 
droit d’en déduire un pourcentage et si vous devez payer 
une taxe de vente sur ce montant, serez-vous autorisé a 
réclamer la taxe de vente sur cela? Autrement dit, si je 
travaille dans le secteur immobilier et si je vends des 
immeubles et invite quelqu’un a déjeuner et tout le reste, 
je devrai payer de la taxe au restaurant, si la taxe de vente 
fédérale s’applique. . . 


M. Wood: En l’absence de toute régle spéciale, vous 
obtiendriez un crédit pour toute la taxe payée sur le repas. 


M. Minaker: Cela veut dire 100 p. 100 du cout? 


M. Wood: Oui, 100 p. 100, mais on peut simplement 
supposer que... 


M. Minaker: Mais on ne pourrait déduire que 80 p. 
100 dans nos frais d’entreprise? 


M. Wood: Jusqu’a présent, les Finances n’ont rien dit a 
ce sujet, mais je suppose qu’ils vont probablement suivre 
la régle de l’imp6t sur le revenu. 


M. Minaker: II sera donc possible de réclamer dans 
votre compte de taxe les frais de représentation ou de 
déplacement qui seront autorisés en vertu des régles 
concernant l’impot sur le revenu des sociétés, c’est-a-dire 
la taxe payée sur ce montant? 


M. Wood: Vraisemblablement, oui. 


M. Friedman: A l’heure actuelle, les régles sont 
indépendantes. 


M. Wood: Bien qu’a l’heure actuelle, si l’on regarde de 
prés le document, il existe un certain nombre de cas ou 
Von suit les régles de l’impot sur le revenu—par exemple, 
en ce qui concerne les frais d’adhésion a un club... 


M. Minaker: En régle générale, vous pourriez a l’heure | 
actuelle percevoir cette taxe et la mettre... : 


M. Wood: Non, vous ne pourriez pas la mettre dans » 
votre poche. Par exemple, les frais d’adhésion a un club | 
sont refusés en vertu de la Loi de l’imp6t sur le revenu, et 
il y a dans le présent document une proposition a l’effet | 
qu’ils ne seraient pas déductible aux fins de la taxe de’ 
vente. J’en conclus donc qu’il y aurait un certain’ 
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only assume that the two would probably be brought into 
line, although there has been no clear expression from the 
Department of Finance. 


Mr. Friedman: Page 2-3 reviews what we tried to show 
you yesterday. It is just a simple example of how the tax is 
collected in stages. Whether it is a VAT or a GST, it 
comes out the same. In this case we have a miner selling 
goods to a steel mill, who sells the goods to a 
manufacturer. It ends up at a retailer. Before the tax, the 
miner would make his sales for $100 to the steel mill, 
who sells for $150 to the manufacturer, who sells at $225, 
who sells to the retailer at $500. The miner would tack $8 
tax on his sales, for a total price of $108. It would cost the 
steel mill $108. They would get a credit of $8, and the net 
tax remitted, because the steel mill’s sales figure is $150, 
would be $4. 


This is what we talked about before when the 
gentlemen on my left asked what happens if you hold on 
to inventory. What happens is you would get the $8 back. 
The government now has none of your funds. This would 
happen if say the steel mill holds the inventory Over one 
remittance period. They would get the credit for the 
purchases, but there would be no requirement for them to 
remit taxes on sales because the sales have not occurred 
yet. So at that point the government is out the money, 
until the steel mill sells the goods to a manufacturer and 
withholds $12. 


OB ees 


Now, that $12 then becomes a credit to the 
manufacturer, and the manufacturer sells for $225. Tax 
On sales is $18; they get a credit for $12; net tax remitted 
is $6, and down to the retailer. The total tax collected in 
Stages through a payment and credit mechanism is $40. At 
$500 times 8%, it would still be $40 under a single-stage 
retail tax as well. 


That is a simple example, very identical to the example 
we had before, but it is one we should review before we 
get into a little bit more complicated example. There are 
Only six cost elements, and you can see that even with six 
cost elements it becomes less than simple. 


On page 2-4 is a fact pattern for computing a GST and 
VAT. We have ABC appliance manufacturer; we have 
assumed an 8% tax rate. The supplier has sales in Canada 
and some sales in the United States. He purchases steel; he 
purchases other components from foreign manufacturers. 
He pays salaries and benefits to employees. He purchases 
machines to be used in manufacturing. He places ads in 
the U.S. to help him in his sales in the U.S. He pays some 
interest. He has some borrowings and pays some interest 
to a financial institution. 


[Traduction] 


parallélisme avec le systéme de l’impét sur le revenu. II 
est assez vague sur le plan des dépenses, mais Je ne peux 
que supposer que les deux systémes seraient probablement 
alignés, méme si le ministére des Finances n’a rien dit de 
précis a ce sujet. 


M. Friedman: La page 2-3 passe en revue ce que nous 
avons essayé de vous démontrer hier. C’est simplement un 
exemple pour montrer comment la taxe est percue a 
divers stades. Qu’il s’agisse d’une TVA ou d’une TBS, cela 
revient au méme. Dans le cas présent, un mineur vend 
des biens a une aciérie, qui vend les siens a un fabricant, 
et le tout va jusqu’a un détaillant. Avant la taxe, le mineur 
vend pour 100$ a UVaciérie, qui vend pour 150$ au 
fabricant, qui vend pour 225$ au détaillant, qui vend lui- 
méme pour 500$. Le mineur ajoute 8$ de taxe sur ses 
ventes pour un prix total de 108$. Les biens coatent donc 
108$ a l’aciérie. Cette derniére recoit un crédit de 8$ et 
verse donc une taxe nette de 4$, puisque ses ventes sont de 
150$. 


C’est de cela que nous avons parlé auparavant lorsque 
le monsieur assis 4 ma gauche a demandé ce qui se passe 
Si vous Conservez les biens en stock. Ce qui se passe, c’est 
que vous obtenez le remboursement de 8$. Le 
gouvernement ne recoit donc aucun argent de votre part. 
C’est ce qui se passerait si l’aciérie conservait son stock 
pendant une période de versement. Elle obtiendrait le 
crédit pour les achats, mais elle n’aurait pas besoin de 
verser les taxes sur les ventes puisque les ventes n’ont pas 
encore eu lieu. A ce stade, le gouvernement n’a donc pas 
Vargent jusqu’a ce que l’aciérie vende les produits a un 
fabricant et retienne 12$. 


Ce montant de 12$ devient un crédit pour le fabricant, 
qui vend pour 225$. La taxe sur les ventes s’éléve a 185, et 
il obtient un crédit de 12$, si bien que la taxe nette versée 
est de 6$, et nous arrivons au détaillant. En suivant les 
divers stades du mécanisme de versement et de crédit, la 
taxe totale pergue est de 40$. Si l’on prend 8 p. 100 de 
S00$, on obtiendrait toujours 40$ dans le cadre d’une taxe 
au détail a un seul stade. 


Il s’agit la d’un exemple trés simple, semblable au 
précédent, mais il conviendrait de bien le revoir avant de 
passer 4 un exemple un peu plus compliqué. Il n’y a que 
six éléments de cout, et vous pouvez constater que méme 
avec six éléments de cout, c’est loin d’étre simple. 


La page 2-4 est une feuille de chiffres pour le calcul de 
la TBS et de la TVA. Prenons le fabricant d’appareils 
ménagers ABC et un taux de taxe de 8 p. 100. Le 
fournisseur a des ventes au Canada et quelques ventes aux 
Etats-Unis. Il achéte de l’acier et aussi d’autres 
composants a des fabricants étrangers. Il verse des salaires 
et des avantages sociaux a ses employés. Il achéte des 
machines pour la fabrication. Il fait de la publicité aux 
Etats-Unis pour promouvoir ses ventes dans ce pays. II 
verse des intéréts. Il a quelques emprunts et verse des 
intéréts a un établissement financier. 
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Now, column 1 is the supplier to which he sells. 
Column 2 is tax paid by the supplier. That is clearly used 
for VAT computation. Column 3 is used for the GST 
computation; that is the purchases on which tax has 
already been paid. Column 4 is used by neither; it really 
is the purchase price of all the components. Column 5 is 
the selling price. 


So if we stay with that, when steel is purchased from 
the steel mill the invoice would show a tax of $5,556 and 
the total amount of the taxed purchase would be $75,000. 
Now, when he purchases other components from a 
foreign manufacturer, you would ask why the purchase 
price is not under taxed purchases. That is simply 
because, when he purchases other components from a 
foreign manufacturer, the invoice will come in without 
tax having been added on. The appliance manufacturer 
has to obtain another purchase, and that other purchase is 
a purchase of customs or sales tax services from a broker, 
and he would send the broker that $1,852. 


Salaries and benefits for employees: that is part of value- 
added and does not get put into the equation. 


Machines: he buys a piece of machinery for $60,000, 
tax included. It would show $4,444, and that would go in 
the tax-paid column. 


Advertising is— 
The Chairman: A foreign expense. 


Mr. Friedman: Yes, advertising is a foreign expense. 
Interest is basically not creditable, as the proposals stand 
right now, so it would show up only in purchase price. 


Under a simple system, if you look at the column, 
ideally you should just be able to take 8/108 of that 
$235,000 in purchases. You cannot do that because it has 
interest, it has foreign advertising, it has salaries, it has 
other components that were purchased abroad. 


So if you then take page 2-S, it shows you the two ways 
of computing the tax. First we look at a GST or 
subtractive method, and you take the bottom of column 5, 
which is a selling price of $325,000. The sales in the U.S. 
do not come into the equation. 


The Chairman: They do not go into the top. 


Mr. Friedman: Yes. You take off taxable purchases, 
which are the steel mill and the machines—that is 
$135,000—and the tax embedded is 8/108, which is 
$24,074 on sales. The purchases work out exactly to 
$10,000. The net difference is $14,074. Then you say 
“Wait a second, I paid some tax at the border”. So then 
you have a separate account which tracks tax that you 
might have paid to your customs broker at the border, 
and that is the $1,852, which is paid at the border and 
gives you a net liability of $12,222. In that computation 
example— 
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La colonne 1 représente le fournisseur auquel il vend. 
La colonne 2 est la taxe payée par le fournisseur. Elle est 
utilisée pour le calcul de la TVA. La colonne 3 sert pour 
le calcul de la TBS: il s’agit des achats sur lesquels on a 
déja payé une taxe. La colonne 4 n’est utilisée dans aucun 
des deux cas, car c’est en réalité le prix d’achat de tous les 
composants. La colonne 5 représente le prix de vente. 


Si nous gardons cet exemple, lorsque l’acier est acheté 
a l’acierie, la facture indique une taxe de 5,556, et le 
montant total des achats taxés atteind 75,000$. 
Maintenant, lorsqu’il achéte d’autres composants a un 
fabricant étranger, vous pouvez vous demander pourquoi 
le prix d’achat ne figure pas dans la colonne des achats 
taxés. C’est tout simplement parce qu’il achéte les autres 
composants a un fabricant étranger et que la facture arrive 
sans qu’une taxe y soit ajoutée. Le fabricant d’appareils 
ménagers doit faire un autre achat, a savoir un achat de 
services de douane ou de taxe de vente auprés d’un 
courtier, et il enverra ce montant de 1,852$ au courtier. 


Les salaires et les avantages sociaux des employés: cela 
fait partie de la valeur ajoutée et n’entre pas en compte 
dans l’équation. 


Les machines: il achéte une machine pour un montant 
de 60,000$ taxe incluse. On aurait 4,444$, et ce montant 
figurerait dans la colonne des taxes payées. 


La publicité est. . . 
Le président: Une dépense a l’€tranger. 


M. Friedman: Oui, la publicité est une dépense a 
Vétranger. Les intéréts ne donnent pas droit a un crédit, 
dans le cadre des propositions actuelles, et ne figureraient 
donc que dans le prix d’achat. 


Avec un systeme simple, si vous regardez la colonne, 
Vidéal consisterait 4 prendre 8/108 du montant des achats 
de 235,000$. Vous ne pouvez pas le faire parce qu’il y a 
les intéréts, les frais de publicité a l’étranger, les salaires, 
les autres composants achetés a l’étranger. 


Si vous passez maintenant a la page 2-5, vous avez la les 
deux méthodes de calcul de la taxe. Regardons tout 
d’abord la TBS ou méthode soustractive, et vous prenez le 
bas de la colonne 5 qui donne un prix de vente de 


325,000$. Les ventes aux Etats-Unis n’entrent pas dans — 


l’équation. 


Le président: Elles ne figurent pas en haut? 


M. Friedman: Si. Vous enlevez les achats taxables, qui | 


sont l’acierie et les machines—c’est-a-dire 135,000$—et la 
taxe incorporée est de 8/108, ce qui fait 24,074$ sur les 
ventes. Pour les achats, cela donne exactement 10,000$. La 
différence nette est de 14,074$. Vous dites alors: «Attendez 
une seconde, j’ai payé des taxes a la frontiére». Vous avez 
donc un compte distinct, qui tient compte de la taxe que 
vous pourriez avoir payée a votre courtier en douanes 4a la 
frontiére, et c’est le montant de 1,852$, qui est payé a la 
frontiére et qui vous donne une taxe nette a payer de 
12,222$. Dans cet exemple de calcul. . . 
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Mr. Minaker: Before you leave that, what happens if 
you are manufacturing this in Montreal and you clear the 
border at Windsor? What about the transportation costs in 
Canada to get .your product from your point of 
manufacture to the point of entry in the United States? 
What are you going to do with that? 


Mr. Friedman: We will talk about it. I do not want to 
confuse the issue, but this afternoon we are going to talk 
about transportation deductions and what is taxable and 
what is not. That whole area is complex and I think it 
would at this point probably complicate it beyond— 


Mr. Minaker: Okay, because that is my first thought, 
you could get into a real problem coming both ways. In 
other words, if you are importing something— 


Mr. Friedman: The problems may not be that difficult 
to overcome, but we have a whole module on 
transportation. I apologize for cutting it short, but I think 
you have to be able to understand the simple concepts 
before you can build on top of that. 


Mr. Minaker: Okay. 


Mr. Friedman: But to a manufacturer, if transportation 
were taxed, he would get a credit for it in this formula. 


Now, in the VAT computation example all you take is 
the tax collected on sales in Canada, which is per the 
invoices. You had sales of $300,926, plus $24,074—that is 
On the first line on page 2-4—and the input tax credit is 
simply all of the taxes which you collected. It is in 
column two on page 2-4, $11,852 gets deducted from tax 
collected, the net liability is $12,222. And the answer is 
the same both ways. 


I guess I was second-guessing Mr. Blenkarn, and I 
really addressed the last sentence, which is underlined on 
that page on page 2-5, to him: “Tax relief only granted 
where tax has actually been paid on purchases”. I think 
there is a suggestion that if you have a purchase then you 
Can assume it has been taxed and therefore you can 
deduct it and you can be ahead of the game. But that is 
not the case. The only way you can deduct a purchase 
under the GST computation example is if it has clearly 
been taxed. If the tax is buried, then the invoice would 
say; the invoice which you must retain—in the U.K. it is 
for six years. The invoice must show that this purchase 
was tax-paid. If it does not show it, if a retailer or a tax 
Professional or somebody says disbursements of so many 
lollars and that is something that he made up in his head, 
that does not become a deduction. So if you have 
Jurchases which have not been taxed then you can not get 
‘deduction for the implied tax in it. 


Are there any questions? The whole area, once you 
ccumulate taxes or tax purchases, is not complicated, at 
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M. Minaker: Avant de passer a autre chose, qu’arrive t- 
il si votre entreprise de fabrication se trouve A Montréal et 
Si vous passez la frontiére 4 Windsor? Qu’en est-il des frais 
de transport au Canada pour transporter votre produit du 
lieu de fabrication jusqu’au point d’entrée aux Etats-Unis? 
Qu’en faites-vous? 


M. Friedman: Nous en parlerons. Je ne veux pas créer 
de confusion sur cette question, mais cet aprés-midi, nous 
parlerons des déductions pour transport et de ce qui est 
taxable ou non. C’est une question trés compliquée, et je 
pense qu’a l’heure actuelle cela ne pourrait que 
compliquer les choses. . . 


M. Minaker: Trés bien, cette question m’est venue a 
l’esprit, car on pourrait étre confrontés A un grave 
probléme dans les deux sens. Autrement dit, si vous 
importez quelque chose. . . 


M. Friedman: Les problémes ne sont peut-€tre pas aussi 
difficiles 4 surmonter, mais nous avons tout un module 
qui parle des transports. Je regrette d’étre aussi brutal, 
mais je pense que vous devez tout d’abord comprendre les 
concepts simples avant de pouvoir aller plus loin. 


M. Minaker: D’accord. 


M. Friedman: Mais pour un fabriquant, si le transport 
est imposé, il recevra un crédit dans le cadre de cette 
formule. 


Maintenant, dans l’exemple du calcul de la TVA, tout 
ce que vous prenez, ce sont les taxes percues sur les ventes 
au Canada, selon les factures. Vous avez des ventes de 
300,926$, plus 24,074$—c’est a la premiére ligne de la 
page 2-4—et le crédit de taxe sur les intrants représente 
simplement toutes les taxes que vous avez percues. 
Regardez dans la colonne 2 a la page 2-4, on déduit 
11,852$ des taxes percues, ce qui donne une taxe nette a 
payer de 12,222$. Et le résultat est le méme dans les deux 
cas. 


Je crois que je suis allé au-devant de M. Blenkarn et je 
me référais en réalité a la derniére phrase qui est 
soulignée a la page 2-5: «Un allégement est consenti 
uniquement lorsque la taxe a effectivement été payée sur 
les achats» Cela pourrait laisser sous-entendre que si vous 
avez un achat, vous pouvez supposer qu’il a été taxé et 
donc le déduire. Vous pouvez prendre de l’avance. Mais 
tel n’est pas le cas. Le seul moyen de déduire un achat 
dans l’exemple de calcul de la TBS se présente lorsqu’il a 
bel et bien été taxé. Si la taxe est cachée, la facture le dira, 
facture que vous devez garder—pendant six ans au 
Royaume-Uni. La facture doit indiquer que cet achat est 
net de taxe. Si la facture ne le mentionne pas et si un 
détaillant ou un fiscaliste ou quelqu’un d’autre déclare 
des dépots déboursés de tant de dollars, qui n’existent que 
dans sa téte, ce n’est pas une déduction. Si vous effectuez 
des achats qui n’ont pas été taxés, vous ne pouvez pas 
obtenir une déduction pour la taxe implicite. 


Y-a-t-il des questions? Une fois que vous additionnez 
les taxes ou les achats taxés, toute la question n’est pas 
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least the basics of it. But I think you have to be 
comfortable with the concepts. 


Mr. Minaker: Can you elaborate on the interest from 
financial institutions? Would that be proportionate to the 
sales? Or how would you work that out? 


Mr. Friedman: No, the actual interest expense that they 
had during the period. And all I am saying is that is not 
there. Right now, as the proposal stands, any buried VAT 
or GST within the interest expense would not be 
creditable to the organization. 


Mr. Minaker: I can see where once an invoice is 
placed, at say the final stage of a program of events, the 
final person could have maybe 90 days waiting for 
payments and would be billed immediately for the tax, on 
your basis, every 30 days. 
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Mr. Friedman: If you have net payments to the 
government the credit mechanism gets you relief almost 
instantly, because you have taken money in and therefore 
you can use some of that money to pay yourself back for 
the tax on purchases. 


Mr. Minaker: But some of the most guilty people of 
the 90 days or 120 days are Crown-owned corporations. I 
used to be in the business, so I know. It could be a $2 
million project and you get progress payments which are 
delayed by 90 days, and then also there are holdbacks in 
some of these things until they are satisfied. You could 
end up having to bridge finance the taxing that you 
people would oppose immediately. 


Mr. Friedman: There is a provision to shorten the 
period—and we will talk about reporting periods in the 
next section—down to one month. In some of the 
European countries there is provision to get it down to 
one week so you can apply to the government and say, for 
the next five years I am building a $500 million plant and 
I am not going to have any taxable sales, but I am buying 
equipment at the rate of $10 million a week, and that 
equipment is costing me $800,000 in taxes a week and I 
would like to have that money back right now. In 
situations like that, in some countries they are down to a 
week. 


The assumption too in those cases is you have to pay 
the invoice as soon as you get it from your supplier. So 
there is also implied a 30-day, a 60-day, a 90-day period in 
which you have to pay your supplier for those goods. But 
there will be provision to allow you to shorten the 
reporting period down to one month where you are 
always in a credit position. 


Mr. Minaker: I am talking about somebody trying tc 
get his payments collected and it takes 90 days. He can get 
credit immediately from you as he purchases these things, 
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compliquée, du moins au départ. Vous devez cependant 
vous sentir a l’aise avec les concepts. 


M. Minaker: Pouvez-vous nous parler des intéréts 
versés aux €établissements financiers? Seraient-ils 
proportionnels aux ventes? Ou comment feriez-vous le 
calcul? 


M. Friedman: Non, il s’agit des frais d’intérét réels 
encourus pendant la période, et les intéréts n’y figurent 
pas. A l’heure actuelle, dans le cadre de la proposition, 
une TVA ou TBS cachée dans les frais d’intérét ne 
donnerait pas droit 4 un crédit a l’entreprise. 


M. Minaker: Prenons le cas d’une facture qui se trouve 
disons, au dernier stade d’une série de transactions; la 
derniére personne pourrait attendre jusqu’a 90 jours pour 
obtenir le paiement et recevrait une facture immediate 
pour la taxe, selon votre calcul, tous les 30 jours. 


M. Friedman: Si vous effectuez des versements nets au 
gouvernement, le mécanisme des crédits vous offre 
presque instantanément un allégement, car vous avez requ 
V’argent et vous pouvez donc en utiliser une partie pour 
vous rembourser pour la taxe sur les achats. 


M. Minaker: Mais certains des plus grands coupables 
pour les 90 ou 120 jours sont des Sociétés de la Couronne. 
J’étais dans le métier, je sais donc de quoi je parle. Il 
pourrait s’agir d’un projet de 2 millions de dollars pour 
lequel vous recevez des paiements périodiques, qui sont 
retardés de 90 jours, et il y a encore en plus des retenues 
sur ces montants jusqu’a ce que le client soit pleinement 
satisfait. On peut se retrouver obligé de trouver un 
financement intérimaire pour payer les taxes que vous 
imposez immédiatement. 


M. Friedman: Il existe une clause pour raccourcir la 
période a un mois—et nous parlerons des périodes de 
déclaration dans la prochaine section. Dans certains pays 
européens, une clause permet de ramener le délai a une 
semaine, si bien que vous pouvez faire une demande au 
gouvernement et lui dire: pendant les cing prochaines 
années, je construis une usine de 500 millions de dollars 
et je n’aurai aucune vente taxable, mais jachete du 
matériel a raison de 10 millions de dollars par semaine, et 
ce matériel me coite 800,000$ en taxe par semaine; 
j'aimerais obtenir immédiatement un remboursement de 
cet. argent. Dans des situations de ce genre, les délais sont 
ramenés a une semaine dans certains pays. 


Dans ces cas, on suppose également que vous devez 
payer la facture dés que vous la recevez de votre 
fournisseur. Il y a donc également une période implicite 
de 30, 60, 90 jours pour payer ces biens a votre: 
fournisseur. Mais il y aura une clause pour vous: 
permettre de ramener la période de déclaration a un mois” 
lorsque vous étes déja créditeur. | 


M. Minaker: Je parle de quelqu’un qui essaie de. 
récupérer son argent, et cela prend 90 jours. Il peut 
obtenir de vous un crédit immédiat lorsqu’il achéte ses’ 
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but once he invoices, you will want the money within 30 
days. 


Mr. Friedman: No, within the quarter—generally every 
three months on a quarterly basis. 


‘Mr. Minaker: Oh, you are going to go every three 
months. Okay. ; 


Mr. Friedman: The one-month option is available in 
those situations where you are in a credit position, where 
you want the government to give you money back. As 
well there is the provision to report on a monthly basis if 
your tax collections are more than $6 million a year. We 
will get into that. 


The Chairman: National sales tax. 


Mr. Friedman: I am going to rest my voice and let 
Peter carry on from here. 


Mr. Wood: Andy has taken us through GST, or goods 
and services tax, and a value added tax, and we found that 
the bottom line is the same, that they both end up with 
the same result: that there is a tax on the final 
consumption. The difference is in the mechanics. In the 
goods and services tax there is no invoice requirement, 
whereas under a VAT there is an invoice requirement. 
For instance, in all of Europe a VAT is used and the 
government says that you must issue a tax invoice, that it 
must look like this and have this number on, and so on, if 
the next person in the chain is to get a credit. The invoice 
requirement is the key difference. 


I am going to look at the third option that is discussed 
in the paper, still a form of multi-staged sales tax, and that 
is the national sales tax. Many of the criticisms that can be 
levied against the current federal sales tax can also be 
levied against current provincial sales taxes. For instance, 
Provincial sales taxes are levied to a great extent on 
business inputs. What that means, of course, is those 
indirect taxes are buried in our exports and make us less 
competitive and so on on the export side. To maximize 
the benefits of reform, the ideal situation would be one 
where we could combine the federal and provincial 
regimes into one tax that fully relieved business inputs 
and taxed only a final domestic consumption. 


Under this kind of system, if it could be agreed to, the 
rate applicable in any province would be the combination 
of a single, uniform federal rate and a particular rate set 
ndependently by each provincial government. So within 
1 province it would be one rate, a combination of the two 
‘ates, but it could differ between provinces. The tax would 
\lso Operate on the destination principle. 


[Traduction] 


biens, mais une fois qu'il envoie la facture, vous voudrez 
argent dans les 30 jours. 


M. Friedman: Non, au cours du trimestre— 
généralement tous les trois mois, sur une base 
trimestrielle. 


M. Minaker: Ou vous le ferez tous les trois mois. Trés 
bien. 


M. Friedman: L’option d’un mois est possible lorsque 
vous vous trouvez dans une situation créditrice et lorsque 
vous voulez obtenir un remboursement du gouvernement. 
Il existe également une clause pour faire une déclaration 
tous les mois si vos recouvrements de taxe sont superieurs 
a 6 millions de dollars par an. Nous y reviendrons. 


Le président: La taxe de vente nationale. 


M. Friedman: Je vais me reposer un peu les cordes 
vocales et laisser la parole a Peter. 


M. Wood: Andy vous a parlé de la TBS, ou taxe sur les 
biens et services, et de la taxe 4 la valeur ajoutée, et nous 
avons constaté que le résultat est le méme dans les deux 
cas: c’est une taxe sur la consommation finale. La 
difference se situe dans les mécanismes. Dans le cas de la 
taxe sur les biens et services, je n’ai pas besoin de facture, 
tandis que dans le cas de la TVA il faut des factures. Par 
exemple, la TVA est utilisée partout en Europe, et le 
gouvernement déclare qu’il faut émettre une facture de 
taxe, qu’elle doit étre présentée de telle fagon et 
comporter tel numéro etc., si la personne suivante dans la 
chaine veut obtenir un crédit. La différence fondamentale 
se situe dans les factures. 


Je vais aborder la troisiéme option qui est présentée 
dans le document et qui constitue toujours une forme de 
taxe de vente multi-stades, 4 savoir la taxe de vente 
nationale. Bon nombre des critiques que l’on peut 
formuler a l’encontre de la taxe de vente fédérale actuelle 
peuvent également l’étre contre les taxes de vente 
provinciales actuelles. Par exemple, les taxes de vente 
provinciales sont surtout imposées sur les intrants 
d’entreprise. Cela signifie évidemment que les taxes 
indirectes sont cachées dans nos exportations et nous 
rendent moins concurrentiels sur le marché des 
exportations. Pour tirer le profit maximum de la réforme, 
la situation idéale consisterait 4 amalgammer les taxes 
fédérales et provinciales dans une seule taxe permettant de 
dégréver intégralement les intrants d’entreprise et de taxer 
uniquement la consommation finale au Canada. 


Si l’on pouvait s’entendre sur un systéme de ce genre, 
le taux applicable dans une province quelconque serait la 
somme d’un taux fédéral uniforme unique et d’un taux 
particulier fixé indépendamment par chaque 
gouvernement provincial. Au sein d’une province, on 
aurait donc un taux qui serait une combinaison des deux 
taux, mais ce taux pourrait différer d’une province a 
l'autre. La taxe s’appliquerait également selon le principe 
de la destination. 
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So if it were taxed, for instance, in British Columbia 
and came to Ontario, there would be a credit for those 
taxes that were collected in British Columbia, and the 
rates applicable in Ontario would be applied. So the tax 
that would ultimately apply would be the tax applicable 
where that consumer is resident, where he is consuming, 
and that is because prior to that there would be credits for 
both the provincial element and the federal element. 


Because there would be tax at two levels of 
government, it would be most important that there be a 
common tax base. It would probably be unworkable if 
there was not substantially a common tax base. It would 
also be very important that there be only a single federal 
rate and a single rate within each province, instead of 
multiple rates. 


Mr. Minaker: Are you talking right across Canada? 


Mr. Wood: No, each province could set its own rate, 
but within the province we would not want multiple 
rates; that would make it very difficult for the 
businessmen. 


Mr. Friedman: Before we go on any further, it is also 
important to realize that with the national sales taxes, as 
far as the papers are concerned, you no longer have the 
choice between a VAT and a GST; it must be a VAT as far 
as the papers go. So you would now have a credit invoice 
method. 


Mr. Wood: So they must issue an invoice. 


Mr. Cassidy: You cannot just simply do it through your 
normal accounting—is that right? 


Mr. Friedman: Well, as we covered before, you cannot 
do either through your normal accounting procedures, 
but here the choice is taken away and they say you must 
use a credit invoice method. 


Mr. Weyman: We still have a combined tax-included 
sale though at the retail level. 


Mr. Friedman: Yes. 


Mr. Wood: Well that is a question as well. A number of 
observers feel you probably have to segregate the 
provincial element, but you could have the federal 
element buried to make it. . . 


The Chairman: Wait a minute. Are you saying that you 
have two separate taxes in one? 


Mr. Wood: Yes. 


The Chairman: Why would you not combine them and 
then divide the money in proportion to the receipts, on a 
federal-provincial administration basis? Why would the 
taxpayer, in other words the store, remit two different 
taxes to two different sources? Surely to God you could 
not expect a retailer to divide the tax and pay some to the 
province and some to the feds. 
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Ainsi, si une taxe était pergue, par exemple, en 
Colombie-Britannique avant le transport en Ontario, il y 
aurait un crédit pour les taxes pergues en Colombie- 
Britannique, et les taux valables en Ontario seraient 
appliqués. Ainsi, la taxe effectivement appliquée serait 
celle qui s’appliquerait 14 ou le consommateur réside, ou 
il consomme: en effet avant cela il y aurait des crédits 
pour l’élément provincial et l’élément federal. 


Parce qu’il y aurait une taxe aux deux paliers de 
gouvernement, il serait trés important qu’il y ait une 
assiette commune. Ce ne serait probablement pas possible 
A moins qu'il y ait effectivement une assiette commune. Il 
serait aussi tres important qu’il n’y ait qu’un seul taux 
fédéral et un seul taux a l’intérieur de chaque province au 
lieu de taux multiples. 


M. Minaker: Voulez-vous dire d’un bout a l’autre du 
pays? 

M. Wood: Non, chaque province pourrait établir son 
propre taux, mais il ne faudrait pas qu’il y ait des taux 
multiples 4 V’intérieur de la province parce que cela 
compliquerait trop les choses pour les hommes d’affaires. 


M. Friedman: Avant d’aller plus loin, il est aussi 
important de se rendre compte que, dans le systeme de 
taxe de vente nationale prévu dans les documents, il n’y a 
plus de choix entre une TVA et une TBS: II faudrait que 
ce soit une TVA. Les factures seraient nécessaires pour le 
crédit. 


M. Wood: Il faudrait donc émettre une facture. 


M. Cassidy: On ne peut tout simplement pas le faire 
par les méthodes de comptabilité habituelles, n’est-ce pas? 


M. Friedman: Comme il en a déja été question, on ne 
peut faire ni Vun ni Vautre par les méethodes de 
comptabilité habituelles, mais il n’y a plus de choix ici, et 
il faut se servir d’une méthode ou les factures sont | 
nécessaires pour le crédit. 


M. Weyman: Le prix de vente au détail comprendrait 
toujours les deux taxes? 


M. Friedman: Oui. 


M. Wood: C’est une autre question. Un certain nombre. 
d’observateurs estiment qu'il faudrait probablement 
séparer |’élément provincial, mais on pourrait combiner 
élément fédéral pour en faire. . . 


Le président: Un instant. Nous dites-vous qu’il y aurait } 
deux taxes distinctes en une? 


M. Wood: Oui. 


Le président: Pourquoi ne les combineriez-vous pas’ 
pour ensuite diviser l’argent en proportion des recettes’ 
suivant le taux convenu entre le gouvernement fédéral et 
la province? Pourquoi le contribuable, autrement dit, le! 
magasin, devrait-il remettre deux taxes différentes a deux: 
sources différentes? On ne pourrait assurément pas 
s’attendre qu’un détaillant divise la taxe et en paye une) 
partie a la province et l’autre au gouvernement fédéral. 
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Mr. Wood: That is what he does now. There are some 
retailers, for instance printers, who collect both federal 
and provincial tax and they split it up. The suggestion is 
that there be consolidation of the tax administrations; 
therefore he would write one cheque to one authority, 
and that authority would split the money up. 


Mr. Cassidy: But let us suppose I go in and buy a 
package of razor blades in the store for $1.50. Are you 
saying that the provincial tax would have to be shown but 
that the federal tax could be hidden? Can they both not 
be hidden if part of the purpose is to put the veil over the 
eyes of the consumer so they do not necessarily know that 
they are being hit? 


Mr. Wood: Well I think for a couple of reasons the 
provincial element would have to be shown separately. 


The Chairman: Why? 


Mr. Wood: First of all, if the provinces want to impose 
that element themselves because they want to set the rate 
and so on, their authority is only to impose a direct tax on 
the consumer so that they would have to show that 
element separately, just like in a retail sales tax now. 
When you and I walk into the store, we are the taxpayers 
and the storeowner is just collecting it on behalf of the 
government from us. Therefore we have a right to know 
how much tax they are collecting on the government’s 
behalf. To the extent that the province is still imposing a 
direct tax, the net element would have to be shown 
separately. That is the first reason. 


Secondly, to the extent that you have interprovincial 
transactions, and the business is going to want to take a 
deduction for the federal element and the provincial 
element, if there is a combined rate, it is much more 
difficult for them to sort out how much of a credit they 
get because they will have to know exactly what province 
it comes from. If it is a segregated rate it is much easier 
for the business, from the bookkeeping standpoint, to 
compute the amount of the deduction it is entitled to. 
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Mr. Cassidy: I do not understand that at all. Does that 
mean that the tax calculation has to follow every 
transaction, or does it mean that to the end of the year 
you have to have a shoe box full of invoices, from which 
you can calculate the total amount of tax paid, and a shoe 
box full of sales receipts, from which you can indicate the 
total amount of tax which has been levied on consumers 
on the next level of purchases? 


Mr. Wood: As Andy has indicated, the option suggested 
in the paper is that once you have a national sales tax you 
have to have an invoice requirement, so that the tax is 
attached to each invoice. Now, you can still have your 
Shoe boxes. You can add up the invoices on the sales side 
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M. Wood: C’est ce qu’il fait 4 ’heure actuelle. Il y a des 
détaillants, les imprimeurs, par exemple, qui percoivent 
une taxe fedérale et une taxe provinciale et divisent 
ensuite le montant. On voudrait consolider les deux de 
fagon qu’il n’ait qu’un chéque a envoyer a un palier, ot 
le montant serait divisé. 


M. Cassidy: Supposons que j’achéte un paquet de lames 
de rasoir dans un magasin pour 1.50$. Nous dites-vous 
qu'il faudrait que le montant de la taxe provinciale soit 
indiqué, mais pas celui de la taxe fédérale? Ne pourrait-on 
pas inclure les deux dans le prix si l’on veut en partie 
cacher la chose au consommateur pour qu’il ne sache pas 
nécessairement qu’il paie ces taxes? 


M. Wood: En fait, je pense pour un certain nombre de 
raisons qu’il faudrait que l’élément provincial soit indiqué 
séparément. 


Le président: Pourquoi? 


M. Wood: Premiérement, si _ les provinces veulent 
imposer cet élément elles-mémes parce qu’elles veulent 
€tablir le taux et ainsi de suite, elles n’ont le pouvoir que 
d’imposer une taxe directe au consommateur de sorte 
qu’elles seraient obligées d’indiquer cet élément 
séparément, tout pour les taxes de vente au détail A 
lheure actuelle. Quand nous entrons dans un magasin, 
nous sommes les contribuables, et le propriétaire du 
magasin ne se trouve qu’a collecter auprés de nous la taxe 
au nom du gouvernement. Nous avons donc le droit de 
Savoir le montant de la taxe qu’il percoit au nom du 
gouvernement. Dans la mesure ou la province impose 
encore une taxe directe, il faudrait que l’élément net soit 
indiqué séparément. C’est la premiére raison. 


Deuxiemement, dans la mesure ov il ¥ Aagudes 
transactions interprovinciales et ou l’entreprise va vouloir 
prendre une déduction pour |’élément fédéral et 1’élément 
provincial, s’il y a un taux combiné, il lui sera beaucoup 
plus difficile de déterminer le crédit auquel elle a droit 
parce qu’il faudra qu’elle sache exactement de quelle 
province vient le produit. Si c’est un taux séparé, il est 
beaucoup plus facile a l’entreprise de déterminer le 
montant de la déduction 4 laquelle elle a droit. 


M. Cassidy: Je ne comprends pas du tout. Cela veut-il 
dire que le calcul de la taxe devra suivre chaque 
transaction ou qu’il faudra garder jusqu’a la fin de l’année 
une boite pleine de factures a partir de laquelle on pourra 
calculer le montant total de taxe payé et une boite pleine 
de regus de ventes a partir de laquelle on pourra 
déterminer le montant total de taxe pergu aupres des 
consommateurs au palier d’achat suivant? 


M. Wood: Comme l’a dit Andy, d’aprés ce qui est 
prévu dans le document, une fois qu’une taxe de vente 
nationale est établie, il faut des factures, et la taxe est 
attachée a chaque facture. Vous pouvez encore avoir vos 
boites. Vous pouvez additionner les factures du point de 
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or the purchases side in any period that is required, 
monthly, quarterly, or annually in some cases. 


Mr. Cassidy: One of the fears that has been expressed is 
that at the end of the year—I think we all think of the 
archetypical small business person who does work with 
shoe boxes—they then not only have to unravel the shoe 
box, but they also have to follow every transaction 
through. What you are saying is that a VAT does not 
require that each transaction be carried through. 
Essentially, a VAT requires a piece of paper for each 
transaction. 


Mr. Wood: That is true. 


Mr. Cassidy: This allows you to 
calculations of tax paid and of tax charged. 


sum up the 


Mr. Wood: Yes, and it would be the same thing with 
the national sales tax. There would be an _ invoice 
requirement like a VAT and you could sum up those 
inVOICES. 


Mr. Cassidy: So really they are not quite as different as 
people have suggested, because with the national sales tax 
you were just simply summing up purchases and 
summing up sales and then applying the flat rate of 
national tax to each. That is not a hell of a lot different 
from adding up the tax portion of your invoices and 
adding up the tax portion of your sales receipts. 


Mr. Friedman: Let us take your example further and 
say that you are a businessman in Manitoba who takes a 
business trip across the country. You have expenditures 
across Canada and you are going to have to keep track of 
your purchases by province because they are going to 
have different rates. So the applicable province, which has 
collected the tax from this businessman’s suppliers, is 
basically going to have to give that money back. 


Mr. Cassidy: So what you are saying is that when you 
come to actually reimbursing on cross-provincial-border 
transactions... As far as the businesses are concerned, 
they simply receive a credit. They have collected $100,000 
worth of tax, but they have against that $50,000 worth of 
credits, and therefore the net amount that they remit is 
$50,000. 


Mr. Friedman: Yes, but they have to identify the credit 
by the province in which the credit arose. 


Mr. Cassidy: So either they or the unified tax 
administration has to allocate back to the respective 
provinces the credits for which they are liable. 


Mr. Friedman: Yes, because the respective province, in 
the case of a hotel in British Columbia, would have 
collected 8% of his hotel stay. Now, in order to ensure 
that it is British Columbia that pays back that $8, when 
the government has to give the businessman his credit, the 
two must be matched. 


Mr. Cassidy: Now, any system of national tax, where 
you have a credit system, would require that a 
businessman and a businesswoman who is taking a 
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vue des ventes ou des achats au cours de toute période 
requise, mensuelle, trimestrielle ou annuelle dans certains 
cas. 


M. Cassidy: Une des craintes qu’on a exprimées est 
qu’a la fin de l'année le petit commergant typique qui 
travaille avec des boites serait alors obligé non seulement 
de déméler le tout, mais aussi de suivre chaque 
transaction. Vous dites qu’avec une TVA il n’est pas 
nécessaire de suivre chaque transaction. Essentiellement, 
une TVA requiert un bout de papier pour chaque 
transaction. 


M. Wood: C’est exact. 


M. Cassidy: Cela vous permet de calculer les montants 
de la taxe payée et de la taxe percue. 


M. Wood: Oui, et ce serait la méme chose avec la taxe 
de vente nationale. Il y aurait une facture comme pour 
une TVA et on pourrait additionner les factures. 


M. Cassidy: Elles ne sont donc pas en fait aussi 
différentes que l’ont laissé entendre certains parce, avec la 
taxe de vente nationale, on additionnait tout simplement 
les achats et les ventes et on appliquait ensuite a chacun le 
taux fixe de taxe nationale. Ce n’est pas bien différent 
d’additionner la partie de taxe des factures et la partie de 
taxe des recus de vente. 


M. Friedman: Poussons votre exemple plus loin dans le 
cas d’un homme d’affaires du Manitoba qui décide de 
voyager pour affaires au pays, par exemple. Il aura des 
dépenses partout au Canada et il devra tenir compte de ses 
achats par provinces parce qu’elles auront des taux 
différents. La province qui aura pergu la taxe auprés des 
fournisseurs de cet homme d’affaires sera dans le fond 
obligée de retourner l’argent. 


M. Cassidy: Vous dites donc que, pour ce qui est du 
remboursement dans le cadre des transactions effectuées 
dans une autre province les entreprises ne font que 
recevoir un crédit. Elles ont pergu 100,000$ de taxe, mais 
elles ont des crédits de 50,000$ et elles ont donc a 
remettre un montant net de 50,0005. 


M. Friedman: Oui, mais elles doivent identifier le 
crédit par la province d’ou il vient. 


M. Cassidy: Ainsi, elles ou ladministration centrale 
seront obligées de déterminer les crédits que les 
différentes provinces auront a payer. 


M. Friedman: Oui, parce que, dans le cas d’un hotel de 
Colombie-Britannique, la province aurait percu 8 p. 100 
de son séjour a l’hotel. Pour que ce soit bien la Colombie- 
Britannique qui rembourse 8$, quand le gouvernement 
doit donner a l’homme d’affaires son crédit, il faut qu’il y 
ait conciliation des deux. 


M. Cassidy: Tout systéme de taxe nationale ou il y a un 
systeme de crédit obligerait ‘homme ou la femme 
d’affaires qui se rend ailleurs au Canada a garder ses recus 
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national trip keep their receipts in a substantially more 
detailed fashion than they do now. Is that correct? 


Mr. Friedman: Yes. 


Mr. Cassidy: Now, for example, they can simply take a 
per diem and then use that for taxis and incidentals and 
that kind of thing. But in order to recover the tax portion 
of that, which may be 8% or 12%, they are going to 
actually have to have the taxi receipt—right down to the 
receipt for The Globe and Mail they buy in Vancouver. Is 
that right? 


Mr. Wood: You could develop a system with some kind 
of de minimis rule as there is in the U.K. For instance, 
you might not need a receipt for The Globe and Mail. 
You could use a per diem and then there would be some 
kind of allocation based on sales or something. This 
would make it easier for the bookkeeping. 


Mr. Friedman: I think what you have to be worried 
about, and it is probably more of an interprovincial 
concern, is that somebody does not say Saskatchewan 
collected all the taxes and Ontario is giving back all the 
credits because it is Ontario businessmen who are visiting 
Saskatchewan. That is what you want to avoid. You want 
to be able to match the payments with the subsequent 
credits. 


° 1150 


Mr. Minaker: Further on this, you are saying that if I 
decide to leave Winnipeg to travel to B.C. on a sales trip, 
when I am in Saskatchewan I have to keep track of the 
provincial sales tax on a gallon of gasoline and the federal 
Sales tax that will be applied. Then if I go to Alberta, I 
have to find out what the sales tax is in Alberta, if they do 
apply one to the gas, and also the federal tax, which 
would be uniform; and the same thing in B.C. And then I 
have to keep these all separate? 


Mr. Wood: That is correct. That is why there is an 
invoice requirement when there is a national sales tax. 


Mr. Minaker: It will not fly. Are we going to charge 
excise tax as well, or is that going? 


Mr. Friedman: The papers are silent on that. That is 
One of the concerns of some of the self-interest groups. 


The Chairman: Can you have a national sales tax 
without having one rate for the whole country? 


Mr. Wood: I am sure it can be done. 


The Chairman: Then you pay each province its share 
of the tax on a population basis or something of that 
nature. 


Mr. Friedman: | think something approaching that is 
done in West Germany— 


The Chairman: In other words, once you start trying to 
Create a separate rate and a separate situation for every 
Province, you defeat the concept of a national tax. You 
make it so God-damned complicated nobody will touch it. 
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de fagon beaucoup plus détaillée qu’a l’heure actuelle. Est- 
ce exact? 


M. Friedman: Oui. 


M. Cassidy: A lheure actuelle, par exemple, ils 
peuvent simplement prendre un certain montant par jour 
et s’en servir pour les taxis et dépenses courantes et ainsi 
de suite. Mais, pour pouvoir en récupérer la partie qui 
représente la taxe, qui peut étre de 8 p. 100 ou 12 p. 100, 
ils vont étre obligés d’avoir le regu du taxi, le recu pour le 
journal qu’ils ont acheté 4 Vancouver. Est-ce exact? 


M. Wood: On pourrait établir une sorte de régle de 
minimis comme il y en a au Royaume-Uni. Par exemple, 
il pourrait ne pas étre nécessaire de garder un recu pour 
un journal. On pourrait prendre un certain montant 
quotidien, qui serait ensuite réparti selon les ventes ou un 
autre critére. Cela serait plus facile pour la comptabilité. 


M. Friedman: A mon avis, l’important, et c’est 
probablement plus une préoccupation interprovinciale, 
c’est que personne ne dise que la Saskatchewan a percu 
toutes les taxes et que l’Ontario rembourse tous les crédits 
parce que ce sont des hommes d’affaires de l’Ontario qui 
visitent la Saskatchewan. C’est ce qu’il faut éviter. II faut 
pouvoir concilier les paiements avec les  crédits 
subséquents. 


M. Minaker: Dans la méme veine, si je décide de partir 
de Winnipeg pour aller faire des achats en Colombie- 
Britannique, quand je suis en Saskatchewan, je dois tenir 
compte de la taxe de vente provinciale sur le gallon 
d’essence et de la taxe de vente fédérale percue. Puis, si je 
me rends en Alberta, je dois me renseigner pour savoir 
quelle est la taxe de vente sur l’essence en Alberta, s’il y 
en a une, ainsi que la taxe fédérale, qui serait uniforme, et 
la méme chose en Colombie-Britannique. Et je dois 
garder tous ces éléments séparés? 


M. Wood: C’est exact. C’est pourquoi il faut des 
factures quand il y a une taxe de vente nationale. 


M. Minaker: C’est bien compliqué. Allons-nous aussi 
percevoir une taxe d’accise ou cela va-t-il disparaitre? 


M. Friedman: Les documents n’en parlent pas. C’est un 
des soucis de certains groupes. 


Le président: Peut-on avoir une taxe de vente nationale 
sans avoir un seul taux pour tout le pays? 


M. Wood: Je suis certain que ce serait possible. 


Le président: On paierait alors 4 chaque province sa 
part de la taxe suivant sa population ou un critére de ce 
genre. 


M. Friedman: Je pense que c’est un peu ce qui se fait 
en Allemagne de |’Ouest. . . 


Le président: Autrement dit, dés qu’on essaie de créer 
un taux distinct et une situation distincte pour chaque 
province, on va a Vencontre de lidée d’une_ taxe 
nationale. On rend la chose tellement compliquée que 
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If the provinces are going to insist on separate rates and 
all the rest of it, it is just not going to fly. 


Mr. Friedman: I have 
statement, Mr. Chairman. 


no argument with your 


The Chairman: I take it then it is the consensus of the 
three of you that a national sales tax is not in the cards. 


Mr. Friedman: | did not say that. 


The Chairman: Unless there is a great deal of 


accommodation—Meech Lake times 10. 


Mr. Friedman: As Peter Wood has said, if there are 
rules for the small businessman saying okay, you can 
claim credits, just claim them on a return and the 
government will take care of allocating it all among the 
provinces, then I think you can avoid a lot of the 
problems. But that has to be done. But if the small 
businessman has to keep track of every purchase across 
the country. .. and you have to keep track of all the sales 
by 10 provinces and 2 territories, so you would have 12 
columns of sales and 12 columns of purchases. 


Mr. Cassidy: If I am running a business in Ontario and 
I am selling to all the provinces, but my sales are to the 
wholesale and industrial level, then essentially all I have 
to do is to keep an eye out for sales that may sneak in and 
that may be for final consumers. But I am not troubled by 
sales tax rules in general. Is that correct? 


Mr. Friedman: Yes, you are troubled. That is not 
correct. What happens with the tax payment and credit 
procedures is if you sell across the country, as you do now 
if you are withholding provincial sales tax, you are going 
to have to keep track of the rates across the country and 
collect those. Say your manufacturer is selling to a 
wholesaler in B.C., Saskatchewan, and Ontario; those 
three provinces. If you sell to B.C., you collect a national 
sales tax at the B.C. rate, Manitoba at the Manitoba rate, 
and Ontario at the Ontario rate. Then your customer is 
going to turn around and he is going to have to know 
which of his locations those goods were shipped to. He 
will see that on the invoice, and he can claim a credit for 
the tax you paid to that province. 


Mr. Cassidy: The current situation, though, living with 
this archaic and anachronistic tax we have right now. . . if 
I am selling out of Ottawa now to my wholesale industrial 
customers, let us say in Newfoundland, Alberta, and B.C., 
basically provincial sales tax is not a concern for me now. 
Is that correct? 


Mr. Wood: That is correct. 
Mr. Friedman: It is not a concern unless it is a store 
fixture or whatever— 
° 1155 


Mr. Wood: But even there, if his presence is only in 
Ontario and he is selling in other provinces he does not 
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personne n’en voudra. Ce ne sera tout simplement pas 
possible si les provinces commencent a insister pour avoir 
des taux distincts et ainsi de suite. 


M. Friedman: J’aurais tendance a le croire, monsieur 
le président. 


Le président: Vous étes tous d’accord, il est bien 
possible qu’il n’y ait pas de taxe de vente nationale. 


M. Friedman: Je n’ai pas dit cela. 


Le président: A moins qu’on ne fasse de grands efforts 
pour s’entendre: dix fois le lac Meech. 


M. Friedman: Comme l’a dit Peter Wood, si le petit 
homme d'affaires pouvait simplement réclamer ses crédits 
sur une formule et que le gouvernement se chargeait de 
les répartir entre les provinces, je pense que cela pourrait 
éviter beaucoup de problémes. Mais il faudrait le faire. 
Par contre, s’il doit tenir compte de chaque achat partout 
au pays... et sil faut tenir compte de toutes les ventes 
dans dix provinces et deux territoires, alors il y aura 
douze colonnes de ventes et douze colonnes d’achats. 


M. Cassidy: Si j’ai une entreprise en Ontario qui 
effectue des ventes dans toutes les provinces, mais que mes 
ventes sont au niveau du gros et de l’industrie, alors en 
fait je n’ai qu’a me soucier des ventes, qui pourraient a 
Voccasion étre 4 des consommateurs finaux. Mais je n/’ai 
pas 4 me soucier des réglements ayant trait a la taxe de 
vente en général. Est-ce exact? 


M. Friedman: Si, vous avez a vous en soucier. Ce n’est 
pas exact. Ce qui se passe dans le cas des paiements et 
crédits de taxe, c’est que, si vous vendez ailleurs au pays, 
comme vous le savez, si vous retenez la taxe de vente 
provinciale, vous allez étre obligé de tenir compte des 
taux ailleurs au pays et de les percevoir. Si votre fabricant 
vend a un_ grossiste de Colombie-Britannique, de 
Saskatchewan et d’Ontario, il doit percevoir une taxe de 
vente nationale au taux de la Colombie-Britannique en 
Colombie-Britannique, au taux du Manitoba au Manitoba 
et au taux de l’Ontario en Ontario. Puis le client va 
devoir 4 son tour savoir a quels endroits ces biens ont été 
expédiés. Ils va le voir sur la facture et il peut réclamer 
un crédit pour la taxe que le fabricant a payé a cette 
province. 


M. Cassidy: A l’heure actuelle, toutefois, avec notre 


systeme archaique et anacronique, si je vend a partir 
d’Ottawa a mes clients, industriels de gros de Terre- 
Neuve, d’Alberta et de Colombie-Britannique, par 
exemple, je n’ai essentiellement pas a me préoccuper de la 
taxe de vente provinciale. Est-ce exact? 


M. Wood: C’est exact. 


M. Friedman: Je n’ai pas 4 m’en soucier a moins que 
ce soit du matériel de magasin ou. . . 


M. Wood: Méme 18a, si son entreprise est limitée a 
l’Ontario et qu’il vende dans d’autres provinces, il n’a pas 
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care. He is not worried about the tax administrations of 
the other provinces. 


Mr. Friedman: So you do not have a place of business 
anywhere but in Ontario. 


Mr. Cassidy: Right. 
Mr. Friedman: Okay. 


Mr. Cassidy: Now, if I sell a store fixture then to a store 
in British Columbia, do I have a competitive advantage 
over the supplier in Vancouver? 


Mr. Friedman: No, because it is an honor system, and 
store fixtures are actually one where the cross-border 
concerns come in. The B.C. retailer who has bought the 
store fixtures has to remit on a self-supply basis the sales 
taxes. So he has to say: I bought a store fixture from an 
Ontario supplier without a place of business in British 
Columbia, and therefore I must remit 7% of the costs, 
plus there is also a transportation element in British 
Columbia. 


Mr. Cassidy: But if it is bought from the Vancouver 
supplier, does the Vancouver supplier levy that tax? 


Mr. Friedman: Yes, the Vancouver supplier would be 
required to levy the tax. 


Mr. Cassidy: In practical terms, then, I should get into 
the store supply business from Ontario now, is that right? 


Mr. Minaker: No, Alberta is the place. 


Mr. Friedman: In practical’ terms, if you supply from 
Ontario into B.C., you would not be required to withhold 
sales tax as long as you did not have anything approaching 
a place of business in B.C. But there would still be a 
requirement on the part of the purchaser in B.C., as Peter 
has indicated before. It is, in fact, a direct tax on the 
consumer or user. 


Mr. Cassidy: Although it is probably frequently 
avoided, they are nonetheless subject to add it to the 
price. 


Mr. Friedman: Yes. 


Mr. Wood: The first place they look is for out-of- 
province purchases or imports. 


Mr. Cassidy: But with the proposal, though, since the 
tax is being levied on a destination basis, I would in fact 
have to levy the tax on the basis of the combined rate that 
prevailed in each province to which I was shipping. Is 
that right? 


Mr. Wood: That is correct. 


Mr. Cassidy: If I were doing a retail mail order business 
from Ontario right now, is that the case now, or when 
purchases are made by residents outside Ontario are those 
residents subject to the retail sales tax on an honour basis 
in their province? 


Mr. Wood: They are subject to tax on the honour basis. 
Providing you had no presence in those other provinces, 


[Traduction] 


a s’en préoccuper. II n’a pas a se soucier de la perception 
des taxes dans les autres provinces. 


M. Friedmen: Si vous n’avez pas de lieu d’affaires a 
lextérieur de l’Ontario. 


M. Cassidy: C’est exact. 
M. Friedman: C’est bien cela. 


M. Cassidy: Si je vends du matériel de magasin a un 
magasin de Colombie-Britannique, al-je un avantage sur 
le fournisseur de Vancouver? 


M. Friedman: Non, parce que c’est un régime de 
confiance, et le matériel de magasin est en fait touché. Le 
détaillant de Colombie-Britannique qui a acheté le 
matériel de magasin doit lui méme remettre la taxe de 
vente. Il doit se dire: J’ai acheté du matériel de magasin a 
un fournisseur de l’Ontario qui n’est pas implanté en 
Colombie-Britannique, je dois donc remettre 7 p. 100 du 
prix, et il y a en outre un élément de transport en 
Colombie-Britannique. 


M. Cassidy: Mais s’il 
Vancouver, 
taxe? 


Vachete au fournisseur de 
le fournisseur de Vancouver percoit-il cette 


M. Friedman: Oui, le fournisseur de Vancouver serait 
tenu de percevoir la taxe. 


M. Cassidy: D’un point de vue pratique, alors, je 
devrais me lancer dans le commerce du matériel de 
magasin en Ontario a l’heure actuelle, n’est-ce pas? 


M. Minaker: Non, en Alberta. 


M. Friedman: D’un point de vue pratique, un 
commer¢gant de l’Ontario vendant en  Colombie- 
Britannique ne serait pas tenu de percevoir une taxe de 
vente pourvu qu’il ne soit pas implanté en Colombie- 
Britannique. Mais l’acheteur de Colombie-Britannique est 
néanmoins tenu de faire ce qu’a dit Peter. C’est, en fait, 
une taxe directe au consommateur ou 4 l’utilisateur. 


M. Cassidy: Méme s’ils ne le font probablement que 
rarement, ils sont tenus de l’ajouter au prix. 


M. Friedman: Oui. 


M. Wood: La premiére chose qu’ils cherchent, ce sont 
des achats ou importations de l’extérieur de la province. 


M. Cassidy: Mais avec la proposition, cependant, 
comme la taxe est pergue en fonction du point de 
destination, il faudrait que je percoive la taxe suivant le 
taux combiné en vigueur dans chaque province ou 
jexpédie mes produits. Est-ce exact? 


M. Wood: C’est exact. 


M. Cassidy: Si j’avais en Ontario a l’heure actuelle une 
petite entreprise de courrier, la situation serait-elle la 
méme ou les résidents de l’extérieur de l’Ontario seraient- 
ils tenus sur l’honneur de payer eux-mémes dans leur 
province la taxe de vente au détail sur leurs achats? 


M. Wood: Ils sont tenus de payer eux-mémes la taxe. Si 
vous n’avez pas de lieu de commerce dans ces autres 
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you would have no legal obligation to collect the tax as a 
consumer. 


Mr. Minaker: Not only that, but you can buy $40 
worth of goods a day from the United States duty-free or 
tax-free in the same way. 


Mr. Friedman: It raises an important point. In theory 
or by law, when you as an Ontario resident come across 
any border and if you have purchased something in New 
York or in any country in the world, if you are going to 
consume it in Ontario you should be computing the tax 
on the fair value of whatever you have brought into the 
country or into the province and remitting that money to 
Ontario Revenue in Oshawa. 


Mr. Minaker: And you do, do you not, Mike? 


Mr. Cassidy: I admit it. With Sears, which has places of 
business in all 10 provinces, if you buy by mail order 
from Sears, they will in fact levy the provincial sales tax. 


The Chairman: Sears has a place of business in each 
province, though. 


Mr. Cassidy: If a mail order outfit has a place of 
business in the province then they have to levy tax. 


The Chairman: The meeting is now adjourned. 


AFTERNOON SITTING 


Salo 36 


The Chairman: Pursuant to Standing Order 96(2), we 
are resuming consideration of the white paper and related 
documents on tax reform. 


Mr. Friedman: I will give it back to Peter Wood to 
continue on page 2-6 on national sales tax. 


Mr. Wood: I would like to quickly summarize where 
we have been over the past few sessions. 


We looked at the general form of a multi-stage sales 
tax. We found that it was a seriés of collections and 
refunds until you got to the consumer level, in which case 
there was a collection and no refund. 


We looked at the difference, and the important 
difference between exemptions, tax-free and zero rating, 
and we also had a look at the pre-variance of a multi-stage 
sales tax. We looked at the goods and services tax. We 
looked at VAT, and we looked at the national sales tax. 
We saw that the essential difference between them is the 
invoice requirement. 


In the goods and services tax, there is really no invoice 
requirement. It is fairly broad based, it cannot 
accommodate too many exemptions, and the business just 
carries on as usual, using its own accounting records to 
support the payment to the government and its claim for 
refund. 
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provinces, vous n’étes pas tenus par le droit de percevoir 
la taxe en tant que consommateur. 


M. Minaker: Pas seulement cela, mais vous pouvez 
acheter 40$ de marchandises par jour aux Etats-Unis sans 
payer de droit ou de taxe de la méme fagon. 


M. Friedman: Cela souléve un point important. En 
théorie ou en droit, quand un résident de l’Ontario 
revient au pays, s’il a acheté quelque chose a New York 
ou dans un autre pays, s’il va le consommer en Ontario, il 
devrait calculer la taxe sur la juste valeur de ce qu'il a 
rapporté au pays ou dans la province et remettre ce 
montant a Revenu Ontario a Oshawa. 


M. Minaker: Et vous le faites, n’est-ce pas, Mike? 


M. Cassidy: Je le reconnais. Si vous achetez par 
courrier 4 Sears, qui est implanté dans les dix provinces, 
Sears percevra en fait la taxe de vente provinciale. 


Le président: Mais Sears est implanté dans chaque 
province. 


M. Cassidy: Si une entreprise de vente par courrier est 
implanté dans la province, elle doit percevoir la taxe. 


Le président: La séance est ajournée. 


SEANCE DE L’APRES-MIDI 


Le président: Conformément a l’article 96(2) du 
Réglement, nous reprenons |’étude du livre blanc et des 
documents connexes relatifs a la réforme fiscale. 


M. Friedman: Je laisserai Peter Wood continuer a la 
page 2-6 sur la taxe de vente nationale. 


M. Wood: J’aimerais récapituler bri€vement les sujets 
que nous avons examinés au cours des derniéres séances. 


Nous avons examiné la forme générale d’une taxe de 
vente multi-stades. Nous avons appris que c’était une série 
de perceptions et remboursements jusqu’a ce que cela 
arrive au niveau du consommateur, ou il y a une 
perception et pas de remboursement. 


Nous avons examiné la difference importante entre les 
exemptions, la classification hors-taxe et le taux zéro, et 
nous avons aussi examiné la variance préalable d’une taxe 
de vente multi-stades. Nous avons examiné la taxe sur les 
biens et services, la TVA, ainsi que la taxe de vente 
nationale. Nous avons vu que la difference essentielle 
entre elles résidait dans l’obligation de produire les 
factures. 


Dans le cas de la taxe sur les biens et services, les 
factures ne sont pas vraiment nécessaires. Elle a une 
assiette assez large, ne pourrait souffrir trop d’exemptions, 
et l’entreprise agit tout simplement comme d’habitude en 
se servant de ses propres documents de comptabilité pour 
établir le paiement a faire au gouvernement et sa 
réclamation de remboursement. 
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In the case of a VAT or a national sales tax, there is an 
invoice requirement introduced so that the business can 
keep track of the various rates and exemptions to 
determine what sort of credit it gets, and how much to 
collect on its sales side. 


We were last’ looking at the national sales tax and 
having a fair discussion there. One other thing I should 
point out, it is possible to implement the tax without the 
participation of all provinces. In effect, a province that 
chose not to participate could be in the system at a zero 
rate, if you like. For instance, if Alberta decided not to 
join, the door could still be left open for it to join later. 


If everyone agreed to a common base and the same 
uniform rate, if that were possible, it would be very 
simple, I guess the preferred approach from a 
practitioner’s standpoint. The moment we introduce a 
different base or multiple rates, as we saw it becomes very 
complicated to track purchases and sales to obtain your 
credits with the various implicit provincial rates and to 
determine how much tax you have to remit on your sales 
side. 


Are there any questions on that quick summary? 
Flipping to page 2-7, just a brief discussion of tax-extra 
versus tax-included pricing. As Andy said last night, 
probably in the provincial systems we get tax-extra 
pricing—the consumer always knows exactly what he 
pays. It has to be shown separately in the invoice, and 
most of the provincial legislation in fact requires it. In the 
current federal sales tax, there is no requirement to show 
the tax separately, and depending on the industry, the 
practice varies. 


* 1540 


In the case of a goods and services tax, there is nothing 
in the papers to suggest one would be precluded from 
showing the tax separately. We all think businesses will 
generally want to show the tax separately on their invoices 
when they are selling to businesses. However, when they 
are selling to consumers, they will probably want to bury 
it in the price to the consumers. 


The Chairman: You have New Zealand here as being 
tax included. Do they also tax-include at the wholesale 
level, or only at the retail level? 


Mr. Wood: There is really a choice of methods in New 
Zealand. If you are a very small business, you can just 
extract the tax from the invoice. I forget what the size test 
is, but for smaller businesses you can go tax-included, 
very much like the subtracted method you were talking 
about earlier this morning. You just add up your 
Purchases and take your 11/11lth of the purchases to 
©xtract the tax. However, that is an option only for small 
dusinesses, in New Zealand. 


[Traduction] 
Dans le cas d’une TVA ou d’une taxe de vente 
nationale, il faut que l’entreprise garde des factures de 


fagon a tenir compte des divers taux et exemptions pour 
déterminer le montant de son crédit et les sommes 4a 
percevoir sur les ventes. 


Nous étions enfin en train d’examiner la taxe de vente 
nationale. Un point a signaler a ce sujet, il est possible de 
mettre la taxe en oeuvre sans la participation de toutes les 
provinces. En fait, une province qui déciderait de ne pas 
participer pourrait se trouver dans le systeme a4 taux zéro, 
Si vous voulez. Par exemple, si l’Alberta décidait de ne pas 
Pparticiper, elle pourrait toujours le faire plus tard. 


Si tout le monde acceptait une assiette commune et un 
taux uniforme, si cela était possible, ce serait trés simple 
et, jimagine, la méthode préférée. Du moment qu’on 
introduit une base différente ou des taux multiples, 
comme nous l’avons vu, il devient trés compliqué de tenir 
compte des achats et des ventes pour déterminer les 
crédits auxquels on a droit avec les divers taux 
provinciaux implicites et déterminer le montant de taxes A 
remettre sur les ventes. 


Y a-t-il des questions au sujet de ce bref résumé? En 
tournant a la page 2-7, quelques explications sur 
l’établissement des prix avec taxe en sus et taxe incluse. 
Comme Andy I’a dit hier soir, les systémes provinciaux 
sont probablement des systémes de prix avec taxe en sus 
parce que le consommateur sait toujours exactement ce 
qu’il paie. Elle doit étre indiquée séparément sur la 
facture; en fait, la plupart des lois provinciales |’exigent. 
Par contre, rien n’oblige le vendeur a indiquer 
séparément la taxe de vente fédérale actuelle, et la 
pratique varie selon le secteur de l’industrie. 


Dans le cas d’une taxe sur les biens et services, rien 
dans les documents nous laisse entendre que le vendeur 
ne pourrait pas indiquer la taxe séparément. Nous 
pensons tous que les entreprises voudront généralement 
indiquer la taxe séparément sur leurs factures A d’autres 
entreprises. Par contre, quand elles vendront a des 
consommateurs, elles voudront probablement Vintégrer 
tout bonnement au prix de vente, sans V’indiquer. 


Le président: Vous avez 1a la Nouvelle-Zélande, ot la 
taxe est incluse dans le prix de vente. Les Néo-zélandais 
incluent-ils aussi la taxe dans ce prix pour la vente en 
gros, ou le font-ils seulement pour la vente au détail? 


M. Wood: En Nouvelle-Zélande, le vendeur a vraiment 
le choix. Dans le cas d’une trés petite entreprise, on 
extrait simplement le montant de taxe de la facture. Je ne 
me rappelle pas l’ordre de grandeur en question, mais 
dans le cas des petites entreprises, il est possible d’inclure 
la taxe dans le prix de vente, 4 peu prés exactement 
comme dans la méthode de soustraction dont vous parliez 
plus tot ce matin. On additionne simplement les achats, et 
puis on prend les 11/111© du total pour extraire la taxe. II 
reste que cette possibilité ne s’offre qu’aux petites 
entreprises, en Nouvelle-Zélande. 
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In Europe certain of the countries actually preclude 
the disclosure separately of the tax at the consumer level, 
so it has to be hidden. In the U.K., it is optional. We are 
told by the U.K. authorities that when the tax was first 
introduced, people tended to show it separately at all 
levels, I presume to attribute any price increase to the 
government. But over the longer term, at the consumer 
level in fact, the tax has been buried, whereas at the 
intermediate stages between businesses, the tax is separate. 
There is probably an exception for very high priced 
goods, if one was buying a yacht, a car, or an airplane. In 
that case, even though it might be a consumer item, the 
tax would be shown separately. 


Mr. Cassidy: May I pursue this then, partly because you 
said, as far as the provincial portion of a national sales tax 
is included, because of constitutional restrictions and the 
requirement that the provinces levy only direct taxes, that 
whatever happened, the provincial share of the tax would 
have to be shown. 


Now I am getting somewhat different messages. It 
seems to me it would be possible as well to go either way, 
that the two systems can in fact co-exist, so the transfers at 
trade levels... It is appropriate there because you are 
trying to work out what the credit is to show the tax, but 
when you get to the retail level, unless the customer asked 
for an invoice to show the tax being paid, it would in fact 
just be factored into the price of the good. 


In the rag trade, in the clothing trade, where you get 
relatively frequent changes in the price of the goods to the 
consumer, there may really in fact be some substantial 
advantages in the retailer not having to recalculate the tax 
all the time, but they just simply work it out in their 
bookkeeping, in order to remit the appropriate amount, 
knowing all along that this tax is related to the price at 
which they actually sell the good, rather than, let us say, 
what the official retail price had been. 


Mr. Wood: The value-added taxes and the multi-stage 
sales taxes discussed here, other than the provincial 
element, are imposed on the vendor, just like all the 
European taxes. Although they collect it from the next 
fellow up the chain, it is really imposed on the vendor. 
The provincial tax is imposed not on the vendor but on 
the purchaser. The vendor just has an obligation to 
collect. We are not really given the details of the national 
sales tax, but one can only presume that, if the provinces 
want to impose it themselves, without a constitutional 
change, at that final level, it would have to be imposed on 
the purchaser or the consumer rather than as a tax on the 
vendor. So there could be a different mechanism for 
imposing that tax at the final level, where there is a 
federal and a provincial tax. 
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Dans certains pays d’Europe, il est interdit d’inscrire la 
taxe séparément dans le cas de la vente au détail; il faut 
donc la cacher. Au Royaume-Uni, on agit au choix. Les 
autorités du Royaume-Uni nous ont dit que, quand la taxe 
a été instaurée, on avait tendance a l’indiquer séparément 
A tous les niveaux, pour imputer l’augmentation de prix 
au gouvernement, je suppose. A la longue, au niveau de la 
vente au détail, la taxe a été incorporée au prix de vente, 
tandis qu’elle est restée séparée au niveau des 
intermédiaires, entre entreprises. Il y a probablement une 
exception dans le cas des produits trés couteux, comme les 
yachts, les voitures ou les avions. Dans ces cas-la, méme 
s'il s’agit d’un bien de consommation, la taxe serait 
probablement indiquée séparément. 


M. Cassidy: Pourrais-je aller un peu plus loin? C’est en 
partie parce que vous avez dit que, dans la mesure ou Von 
parle de la partie provinciale d’une taxe de vente 
nationale, il faudrait, quelles que soient les circonstances, 
quelle soit indiquée, en raison des  contraintes 
constitutionnelles et parce que les provinces ne peuvent 
lever que des taxes directes. 


Or, je recois des avis divergents. I] me semle qu’il serait 
possible d’aller dans un sens comme dans l’autre, et que 
les deux régimes peuvent coexister, de sorte que les 
transferts dans le commerce... I1 me semble que c’est 
approprié dans ce cas-la, parce qu’on essaie de calculer le 
crédit pour pouvoir établir le montant de la taxe, mais, 
dans la vente au détail, 4 moins que le client ne réclame 
une facture indiquant le montant de la taxe qu’il paye, 
celle-ci serait tout simplement incluse dans le prix de 
vente du produit. 


Dans l’industrie de l’habillement, dans le commerce 
des vétements, ou les prix de vente aux consommateurs 
changent assez souvent, il pourrait bien étre avantageux 
pour le détaillant de ne pas avoir a_ recalculer 
constamment la taxe; il pourrait simplement la calculer 
dans sa comptabilité afin de payer le montant approprie, 
en sachant bien que cette taxe est calculée en fonction du 
prix de vente effectif plutét que de ce que nous pourrions 
appeler le prix de détail officiel. 


M. Wood: Mis a part l’élément provincial, les taxe a la 
valeur ajoutée et taxe multi-stades, dont nous parlons ici, 
sont imposées sur le vendeur, comme toutes les taxes 
européennes. Méme si le vendeur la pergoit auprés de 
’'acheteur, c’est vraiment lui qui est imposé. La taxe 
provinciale n’est pas imposée sur le vendeur, mais bien 
sur l’acheteur. Le vendeur a pour seule obligation de la 


percevoir. On ne nous a pas donné vraiment tous les | 


détails au sujet de la taxe de vente nationale, mais nous — 


pouvons présumer que, si les provinces veulent l’imposer 


elle-méme, et s’il n’y a pas de changement constitutionnel | 
a ce niveau-la, il faudrait que la taxe soit imposée sur” 
l’acheteur ou sur le consommateur, plutot que sur le- 


vendeur. Il y aurait donc un autre mécanisme 
d’imposition de la taxe au dernier niveau, dans les cas ou 
il y aurait une taxe fédérale et une taxe provinciale. 
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Mr. Cassidy: Surely if it is a national sales tax, the 
provincial tax is going to apply at each level at the same 
time as the federal tax, is it not? 


Mr. Wood: There are various ways of doing it. 
Presumably you could have a federal tax at the combined 
rates at earlier stages, and a provincial tax at the other 
end. There are various possibilities. Another one might be 
that the federal government collect it all and it is just a 
federal tax, and then there is some sort of revenue-sharing 
agreement with the provinces. 


° 1545 


Mr. Cassidy: In which case the federal government. . . 
in order to get around the constitutional problem, it 
would be like a tax rental agreement— 


Mr. Wood: Exactly. 


Mr. Cassidy: —where the provinces agreed. However, 
they would still be able to vary the rates within their 
provinces. 


Mr. Wood: Yes. 


Mr. Cassidy: So the national sales tax might be applied 
at different rates, from 8% to 12%, depending on the— 


Mr. Wood: With a tax rental agreement; you are quite 
right. That is another possibility. We have not been given 
any of the details as to the discussions that have been 
going on. 


The Chairman: I have only one question. In Ontario, 
bars and small hamburger joints and so on do not pay the 
tax and sell things tax-included. 


Mr. Wood: Ontario has been having some problems 
with that just recently, and they changed the regulation, 
in December in fact, to now require separate disclosure. 
They were having a lot of difficulties with it. 


The Chairman: Do you mean they have gone around 
and made all the hamburger joints add the 7%? 


Mr. Wood: Well, they are supposed to, but— 


The Chairman: You know as well as I do that they do 
not. 


Mr. Wood: The rule has changed. They had a lot of 
trouble with tax-included pricing. They tried to do tax- 
included pricing when they introduced the prepared food 
tax and extended it, but they have backed off on that. The 
regulation was just published. 


_ One other point I should make is that the provinces 
will be interested in some sort of consumer-protection 
legislation, so that when the consumer goes into the store 
he will not be misled as to price. You might be comparing 


[Traduction] 


M. Cassidy: S’il s’agit d’une taxe de vente nationale, la 
taxe provinciale sera sirement comptée a chaque niveau 
en méme temps que la taxe fédérale, n’est-ce pas? 


M. Wood: II y a diverses fagons de le faire. La taxe 
fédérale s’appliquerait probablement aux taux combinés 
aux premiers stades, et la taxe provinciale aux autres. II y 
a diverses possibilités. Par exemple, le gouvernement 
fédéral pourrait percevoir la totalité de la taxe, qui ne 
serait qu’une taxe fédérale; on peut aussi envisager une 
sorte d’entente de partage des recettes avec les provinces. 


M. Cassidy: Au quel cas le gouvernement fédéral. . . 
afin de contourner le probléme constitutionnel, ce serait 
comme une entente de location de taxe. . . 


M. Wood: Exactement. 


M. Cassidy: ... Dans les cas ow les provinces seraient 
d’accord. Toutefois, elles resteraient capables de modifier 
les taux sur leurs territoires. 


M. Wood: Oui. 


M. Cassidy: Autrement dit, la taxe de vente nationale 
pourrait varier entre 8 p. 100 et 12 p. 100, par exemple, 
selon... 


M. Wood: Dans le contexte d’une entente de location 
de taxe, vous avez parfaitement raison. C’est une autre 
possibilité. On ne nous a pas donné de détails sur les 
discussions qui ont eu lieu. 


Le président: J’ai seulement une question. En Ontario, 
les bars et les petits comptoirs ot l’on vend des 
hamburgers, par exemple, ne paient pas de taxe et 
vendent leurs produits taxe incluse. 


M. Wood: L’Ontario a tout récemment éprouvé 
certaines difficultés a cet égard, et le réglement a été 
changé, en décembre. Il faut désormais indiquer 
séparément la taxe. Le gouvernement ontarien éprouvait 
de grandes difficultés 4 cet égard. 


Le président: Voulez-vous dire que le gouvernement 
s'est retourné et qu’il a obligé tous les débits de 
hamburgers a ajouter les 7 p. 100? 


M. Wood: Eh bien, les vendeurs sont censés le faire, 
mais... 


Le président: Vous savez aussi bien que moi qu’ils ne le 
font pas. 


M. Wood: La régle a changé. Le régime des prix taxe 
incluse a causé de nombreuses_ difficultés au 
gouvernement. Les autorités avaient essayé de faire 
adopter le principe des prix taxe incluse quand elles ont 
introduit la taxe sur les aliments préparés, et l’ont élargie, 
mais elles sont revenues en arriére. Le réglement vient 
d’étre publié. 

Je devrais faire valoir un autre point: Les provinces 
voudront avoir une forme quelconque de législation sur la 
protection des consommateurs, pour que les 
consommateurs ne soient pas induits en erreur au sujet 
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a suit in one store versus a Suit in the other store, and the 
difference might be the sales tax. So obviously, whether it 
is buried or shown separately, there will have to be some 
kind of consumer disclosure so the consumer is not 
misled as to choices. 


Mr. Friedman: Well, that ends the number crunching 
for a while. 


The next area covers administration of the tax and 
compliance. The white paper is very sketchy in this area, 
and I suspect it is just open to further discussion and 
further refinement. The first question, and we drew up a 
laundry list, is: How are you going to run this tax? 
Obviously, you could run it all with the federal 
government. You could have a joint federal-provincial 
administration of the tax, or you could have an 
independent authority. 


Ideally, you would like one administration with one set 
of auditors, one set of guidelines, one set of forms, as 
compared to the current situation where an enterprise 
that operates across Canada may be dealing with nine sets 
of provincial auditors and as many as three separate sets 
of federal auditors. Obviously, the fewer individuals or 
groups you deal with, the less in terms of compliance 
costs. If not all of the provinces participate, you would 
still continue with multiple administration, because as 
Peter mentioned, you could have some provinces opt out 
and still continue their own provincial sales tax scheme, 
in which case you would have multiple administration. 


There has been some suggestion of possible co- 
ordination with income tax, especially in the audit area. 
Currently there is a strange anomoly with Revenue 
Canada, in that if an income tax auditor comes into your 
premises and finds an underpayment of federal sales tax, 
there really is no obligation for him or her to report that 
underpayment, and in fact they would be less than likely 
to report this, because to report a federal sales tax 
underpayment would reduce a corresponding income tax 
assessment. So you have the situation of two authorities 
within the same department— 


The Chairman: Do you mean that really happens? 


Mr. Friedman: Yes, it does. 
The Chairman: Working for the same Minister? 


Mr. Friedman: Yes. 


The Chairman: Has the Minister ever fired anybody 
who did this? 


Mr. Friedman: Well, I am not sure— 
The Chairman: If not, why not? 


[Translation] 


du prix des produits qu’ils trouveront en magasin. On 
peut imaginer quelqu’un qui comparerait les prix des 
complets dans deux magasins, car la seule différence de 
prix pourrait étre due a la taxe de vente. Manifestement, 
que la taxe soit incluse dans le prix de vente ou qu’elle 
soit indiquée séparément, il faudra que le consommateur 
sache combien il lui en coate pour pouvoir en tenir 
compte dans ses choix. 


M. Friedman: Bon. Nous en avons fini avec les calculs 
pour le moment. 


Passons maintenant a |’administration de la taxe et au 
respect des réglements. Le Livre blanc est trés vague a ce 
sujet, et je pense qu'il peut y avoir d’autres discussions et 
des améliorations. Ma premiére question—et nous en 
avons une liste—est la suivante: Comment cette taxe sera-t- 
elle administrée? De toute évidence, elle pourrait l’étre 
entiérement par le gouvernement fédéral. Elles pourrait 
aussi étre administrée conjointement par le gouvernement 
fédéral et par les provinces, ou encore par un organisme 
indépendant. 


Dans JVidéal, il faudrait une seule et unique 
administration, avec un groupe de vérificateurs, un 
ensemble de lignes directrices, un jeu de formules, plutdt 
que le régime actuel, dans lequel une entreprise 
canadienne traite avec neuf groupes de vérificateurs 
provinciaux et jusqu’a trois groupes distincts de 
vérificateurs fédéraux. Il est certain que, moins il y a de 
personnes ou de groupes avec qui il faut traiter, moins le 
coat d’application du régime est élevé. Si les provinces ne 
participent pas toutes au régime, le systeme 
d’administration multiple se maintiendra, parce que, 
comme Peter le disait, certaines provinces pourraient 
décider de se retirer et de poursuivre leur propre régime 
de taxe de vente provinciale, auquel cas nous nous 
retrouverions avec une administration multiple. 


Il a été question d’une éventuelle coordination de la 
taxe de vente avec l’impot sur le revenu, particuli¢rement 
dans le domaine de la vérification. I] existe actuellement 
une étrange anomalie 4 Revenu Canada: Si un vérificateur 
de V’impét sur le revenu vient dans les locaux d’une 
entreprise et qu’il constate que celle-ci n’a pas payé toute 
la taxe de vente fédérale qu’elle devait, rien ne l’oblige a 
signaler ce défaut; en fait, les vérificateurs n’ont guere 
tendance a signaler un manquement de ce genre, parce 
que cela réduirait Vimpot sur le revenu a payer. 
Autrement dit, deux services d’un méme ministére. . . 


‘Le président: Voulez-vous dire que cela se produil 
vraiment? 


M. Friedman: Oui. 


Le président: Les fonctionnaires au service du méme 
ministre? 


M. Friedman: Oui. 


Le président: Le ministre a-t-il déja congédieé quelqu’ul 
pour cela? | 


M. Friedman: Eh bien, je ne sais pas exactement. . . 
Le président: S’il ne l’a pas fait, pourquoi pas? | 
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Mr. Friedman: Even from personal observation that 
this has happened. . . the income tax auditor says: You are 
manufacturing in that corner and you should be paying 
federal sales tax, so take care of it. What is the mandate of 
the auditor? I think with a new start it may be a place to 
combine the two projects. 


sated Foye) 


This area is obviously open. Even if you did not go toa 
federal system or a national sales tax, if you had a choice 
between GST and VAT, you could still consider 
combining the income tax audit function with a VAT or 
GST function. 


We go on to filing requirements, very brief filing 
requirments under a federal GST. We will start with GST. 
To be eligible not to file, the individual would have to 
meet the following conditions: the individual does not 
have a fixed place of business other than his residence; the 
individual makes all or substantially all of his sales to 
final consumers; and total sales by the individual do not 
exceed $5,000 in the calendar year. I would Suggest that 
this would mean that under a GST virtually everybody 
would have to register. 


The Chairman: What do you think about the $5,000 
threshold, the de minimis rule? 


Mr. Friedman: I do not know if you have had 
babysitters work for you, but I think a busy babysitter 
might exceed the $5,000 rule. 


The Chairman: That is what I was getting at. There are 
also people who do part-time hairdressing in their 
basement and that type of thing. Is $5,000 not a bit 
ridiculous as a de minimis level? 


Mr. Friedman: I am not sure what the logic behind the 
$5,000 level was. 


Mr. Wood: We could argue that, for personal income 
tax purposes, exemptions are equivalent to that range; and 
if the person made that much or more, he would have 
personal income tax to pay as well. 


Mr. Friedman: So you are agreeing with a lower 
threshold. 


Mr. Wood: I did not say that; I am just saying what the 
argument might be. 


Mrs. Collins: Do we have any idea of how many people 
would fall into this kind of category? 


Mr. Friedman: The figure we hear bandied about is 1.5 
million to 2 million taxpayers, and I am not sure whether 
that is under a GST projection or a VAT projection. The 
last sentence says: 


[Traduction| 
M. Friedman: Méme aprés avoir personnellement 
constaté que cela se produit... le vérificateur de Vimpdét 


sur le revenu dit: «Vous fabriquez dans ce coin-la un 
produit, et vous devriez payer la taxe de vente fédérale, 
alors voyez-y.» Quel mandat le vérificateur a-t-il? Je pense 
qu’un nouveau départ nous donnerait Voccasion de 
combiner les deux projets. 


Dans ce secteur, les possibilités sont manifestes. Méme 
si nous n’abordons pas un régime fédéral ou une taxe de 
vente nationale, et que l’on se borne 4 choisir entre une 
TBS et une TVA, on pourrait toujours songer a combiner 
la fonction de vérification de Vimpot sur le revenu avec 
une fonction analogue pour la TVA ou la TBS. 


Passons maintenant aux exigences de dépét de 
documents, des exigences trés simples dans le cas d’une 
TBS fédérale. Commengons avec la TBS. Pour n’étre pas 
tenu de déposer des documents, la personne devrait 
satisfaire aux conditions suivantes: ne pas avoir d’adresse 
d’affaires fixe, exception faite de sa résidence; avoir fait la 
totalité ou une grande partie de ses ventes aux 
consommateurs eux-mémes; et avoir eu un chiffre de 
vente total n’excédant pas 5,000$ au cours de l’année 
civile. Je dirais que cela signifie que virtuellement tout le 
monde devrait s’enregistrer, dans le contexte d’une TBS. 


Le président: Que pensez-vous du seuil de 5,000$, la 
régle de minimis? 


M. Friedman: Je ne sais pas si vous avez déja fait garder 
vos enfants, mais je pense qu’une personne qui en garde 
beaucoup pourrait dépasser ce seuil de 5,000$. 


Le président: C’est ce a quoi je voulais en venir. Il y a 
aussi des gens qui exploitent un salon de coiffure a temps 
partiel dans leur sous-sol, et d’autres entreprises de ce 
genre. Ce seuil de minimis de 5,000$ n’est-il pas un peu 
ridicule? 


M. Friedman: Je ne sais pas exactement sur quoi on 
s’est fondé pour choisir ce seuil de 5,000$. 


M. Wood: Nous pourrions dire que, pour les fins de 
Vimpot sur le revenu personnel, les exemptions 
équivalent au seuil, de sorte que si la personne avait des 
recettes égales Ou supérieures au seuil, elle devrait aussi 
payer de l’imp6ét sur le revenu. 


M. Friedman: Vous étes donc d’accord avec l’idée d’un 
seuil moins élevé. 


M. Wood: Ce n’est pas ce que j’ai dit; je dis simplement 
que c’est un raisonnement possible. 


Mme Collins: Avons-nous une idée du nombre de 
personnes qui tomberaient dans cette catégorie? 


M. Friedman: Les chiffres qu’on nous donne se situent 
entre 1,5 million et 2 millions de contribuables, et je ne 
suis pas sur que ce chiffre corresponde a une projection 
pour la TBS ou pour la TVA. La derniére phrase précise 
bien que: 
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. either a National Sales Tax or federal VAT, the 
dollar threshold for the exemption could be higher and 
it could be extended to incorporated businesses, 
partnerships and other business entities. 


I am not sure whether that 1.5 million to 2 million 
taxpayers refers to a national sales tax VAT scheme or a 
GST scheme. There are some pretty large garage sales that 
you see in Toronto, Ottawa, Winnipeg, wherever, where 
the takes are surprisingly high, and now the government 
has suggested that it is going to trap that revenue. Well, 
good luck. 


I am not clear. The problem is that there is the other 
side to this. To give an extreme example, if registration is 
required for garage sales, then perhaps sellers should be 
able to get a credit for the tables that hold the items at the 
garage sale or the car that takes the leftover stuff to the 
city dump. The car is used in a business, so is the whole 
garage. One of the problems is not that we have not 
caught everybody but that we catch too many people. 


In the U.K., you have to meet certain criteria to be able 
to opt in. They do not want all the small registrants. It 
clutters up the system, plus it requires additional police 
persons to make sure that any claims, any credit or refund 
claims by these individuals are bona fide. 


Sallis) 


Mrs. Collins: This tax would then apply to resale, such 
as the second-hand sale of goods, the garage sale type of 
situation. 


Mr. Friedman: I would assume that— 


The Chairman: Why would second-hand sales attract a 
value-added tax? 


Mr. Wood: The first question is: Are they carrying on a 
business? If they are not carrying on a business, they are 
not in the system. I suppose if the garage sale was every 
week or every day, then it is more like a business and it 
should be in. 


As for second-hand goods, yes, where second-hand 
goods flow through a business they would be subject to 
the tax. In that sector there is normally an exception for 
charities on donated goods. 


Mr. Friedman: | think what you are facing is that the 
more individuals and businesses you register, the greater 
the number of refund claims, and if we carried the garage 
sale example through... that occurs where your taxed 
purchases exceed your tax payable. Then who is to say 
what is used in that business if you run, say, a garage sale 
once a week for the whole summer? That is where it 
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... soit pour une taxe de vente nationale ou une TVA 
fédérale, la valeur du seuil d’exemption pourrait étre 
plus élevée, l’exemption pouvant s’appliquer aux 
entreprises constituées en société, aux associations et 
aux autres types de société. 


Je ne suis pas sir que les 1,5 million a 2 millions de 
contribuables en question soient comptés dans le contexte 
d’un régime de taxe de vente nationale de type TVA ou en 
TBS. Il y a a Toronto, Ottawa, Winnipeg et ailleurs de 
grosses ventes de garage, dont les recettes sont étonnantes; 
le gouvernement a laissé entendre qu'il allait récupérer 
cette source de recettes. Eh bien, je lui souhaite bonne 
chance. 


Je ne sais pas trés bien. Le probleme, c’est qu’il faut 
tenir compte de l’autre cété de la médaille. A lV’extréme, 
sil faut s’enregistrer pour faire une vente de garage, il 
faudrait peut-étre que les vendeurs bénéficient d’un crédit 
pour les tables sur lesquelles les articles mis en vente sont 
exposés ou pour le véhicule dont ils se servent pour 
transporter au dépotoir les articles laisses pour compte. Le 
véhicule est utilisé pour des fins commerciales, comme le 
garage lui-méme. Le probleme n’est pas que nous n’avons 
pas pincé tout le monde, mais que nous en avons pincé 
trop. 


Au Royaume-Uni, il faut répondre a certains criteéres 
pour pouvoir participer au régime. Le gouvernement ne 
veut pas tous les petits demandeurs. Cela encombre le 
systeme, sans compter le nombre accru de personnes 
auxquelles il faut avoir recours pour contr6ler la véracité 
des réclamations, des crédits ou des demandes de crédits. 


Mme Collins: Cette taxe s’appliquerait donc a la 
revente, comme les articles de seconde main, c’est-a-dire 
comme dans une vente de garage. 


M. Friedman: Je suppose que. . . 


Le président: Pourquoi les articles de seconde main 
feraient-ils l'objet d’une taxe sur la valeur ajoutée? 


M. Wood: Le premier point a déterminer est le suivant: 
Sont-ils en affaires? S’ils ne le sont pas, ils ne rentrent pas 
dans le systeme. Je suppose que si la vente de garage se 
déroulait toutes les semaines ou tous les jours, cela se 
raprocherait alors davantage de l’entreprise, qui devrait 
étre dans le systéme. 


Quant aux articles de seconde main, oui, ils sont 
imposables s’ils sont vendus par une entreprise. Dans ce 


secteur, cependant, les biens donnés par charité sont | 


exonérés. 


M. Friedman: Vous étes, je crois, dans la situation ou | 


plus il y a de particuliers et d’entreprises inscrits, plus le 
nombre de demandes de remboursement sera élevé, et Si 
nous poussons l’exemple de la vente de garage encore plus 
loin... et on a la situation ou les achats imposables 
dépassent de loin la taxe payée. Qui peut dire alors ce qui 
a servi a cette entreprise si vous tenez, par exemple, une. 
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starts, and I guess it takes us down to that some method is 
required to police credit claims. 


On page 72~and we kind of have to jump around. 
There is really not a lot on this stuff, but you kind of pick 
Out the taxation period. Page 72 covers the taxation 
period, and I think we have covered this once or twice. 
The taxation periods will be either a month or a quarter. 
Most taxpayers will file quarterly. The quarterly periods 
will be based on their fiscal year for income tax purposes, 
as Opposed to the calendar year. Taxpayers whose annual 
taxable sales exceed an annual threshold, $6 million, for 
example. .. Now, I do not know what that “for example” 
means, whether it is what they are offering as the 
threshold or is an example of what the threshold could 
be. Therefore those with $6 million, for example, will file 
monthly. Where an associated group’s annual sales exceed 
this threshold, all members of the group will file monthly. 
Both quarterly and monthly filers will be required to file 
returns within one month following their respective 
taxation period. 


Also, taxpayers who are individuals with small amount 
of sales will be able to file their returns and remit the 
taxes annually; and in the last paragraph, taxpayers who 


qualify for annual or quarterly filing will be allowed to 


elect to file monthly. This Option will benefit taxpayers 
who are regularly in a refund position, and this is what 
we have kept coming back to, especially exporters. The 
election will take place in the first month of a fiscal 
period and the taxpayer will be required to continue filing 
on that basis for the rest of that fiscal period. 


Where it is beneficial and where you want to speed up 
the credits, then you would elect to file on a monthly 
basis. 


Are there any questions? 


Mr. Cassidy: Certain tax regimes have some kind of a 
total exemption for very small enterprises, and I would 
ask you to elaborate on that. How does it work in terms of 
eventual capture, if any, of taxation for the tax system? 


Mr. Friedman: I do not know if it confers a benefit. 
However, if we go back to our garage sale example, if you 
Say you are too small, you cannot register, what you are 
saying is that all of the purchases would be taxable. There 
is nO Opportunity to get a credit, and in exchange for that 
they are not required to withhold the tax when they make 
these casual sales to customers. However, they will be 
required to add to their selling price their increased costs, 
because they have not been able to get a credit on their 


purchases. 


[Traduction] 


vente de garage par semaine pendant tout 1l’été? Voila 
comment cela commence, et je suppose que nous en 
arrivons a la conclusion qu’il va falloir mettre sur pied 
une méthode quelconque de contréle des demandes de 
crédit. 


A la page 80—il nous faut ici sauter des paragraphes. II 
n’y a pas vraiment grand-chose sur ce Sujet, mais prenons, 
par exemple, la période de taxation qui est présentée a la 
page 80. Comme on l’a déja vu, je pense, une ou deux 
fois, la période de taxation sera mensuelle ou trimestrielle. 
La plupart des assujettis produiront des déclarations 
trimestrielles. Leur période trimestrielle sera basée sur 
leur exercice financier aux fins fiscales plutot que sur 
année civile. Les assujettis dont les ventes taxables 
annuelles dépassent un certain seuil (6 millions de 
dollars) par exemple. .. En réalité, je ne sais pas ce que ce 
chiffre représente, s’il s’agit d’un seuil Proposé ou si c’est 
un exemple de ce que pourrait étre ce seuil. Ainsi donc, 
tous les assujettis dont les ventes taxables dépassent 6 
millions de dollars, par exemple, devront produire des 
déclarations mensuelles. Lorsque les ventes annuelles d’un 
groupe d’assujettis associés dépasseront ce seuil, tous les 
membres du groupe produiront des  déclarations 
mensuelles. Les assujettis qui devront produire des 
déclarations trimestrielles et mensuelles seront tenus de le 
faire dans le mois suivant la fin de leur période de 
taxation respective. 


De plus, les assujettis qui sont des particuliers 
effectuant de faibles ventes pourront produire une 
déclaration et remettre la taxe annuellement. Au dernier 
paragraphe, les assujettis ayant le droit de produire des 
déclarations annuelles ou trimestrielles pourront opter 
pour des declarations mensuelles. Cette possibilité 
profitera aux assujettis qui ont réguliérement droit a un 
remboursement, en particulier les exportateurs. Le choix 
entrera en vigueur au cours du premier mois d’une 
période de taxation, et Vassujetti sera tenu de continuer de 
produire ses déclarations de la méme maniére Jusqu’a la 
fin de la période en question. 


Donc, lorsque cela est avantageux et lorsque vous 
souhaitez accélérer l’obtention des crédits, vous choisissez 
de produire une déclaration mensuelle. 


Y a-t-il des questions? 


M. Cassidy: Certains systémes fiscaux prévoient une 
exonération totale des toutes petites entreprises. Pouvez- 
vous me dire quelles seraient, dans de tels cas, les 
modalités prévues pour la perception de la taxe? 


M. Friedman: Je ne sais pas si cela représente un 
avantage. Cependant, si nous revenons a notre exemple de 
la vente de garage, si l’intéressé déclare qu’il est trop petit, 
qu'il ne peut pas s’inscrire, cela revient a dire que tous les 
achats seraient taxables. Il n’a donc pas la_possibilité 
d’obtenir un crédit et de ce fait, n’est pas tenu de retenir 
la taxe sur les biens ou services qu’il vend directement 
aux consommateurs. Néanmoins, il lui faudra majorer son 
prix de vente en fonction de ses coats, puisqu’il n’aura 
pas pu bénéficier du crédit dans ses achats. 
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Mr. Cassidy: To begin with, the generally casual seller 
who cleans out his basement once a year and sells $300 or 
$400 of goods is not picked up in the provincial sales tax 
system. Is that correct? 


Mr. Friedman: No. 


Mr. Cassidy: At what point would the provincial tax 
systems pick up people, let us say, who go regularly to flea 
markets? Is there a certain level of turnover that brings 
them into the system? 


Mr. Wood: Instead of level of turnover, going back to 
the business test, in fact the provinces bring you in when 
you have a very small amount of sales if you are doing it 
as a regular thing, continuously. The only relief is the 
filing requirement. For instance, in Ontario generally you 
file every month. But if you are a very small business in 
your flea market sales with not too much volume, then 
they will allow you to file quarterly or sometimes semi- 
annually, or annually even. That is the relief, rather than 
any threshold. 


Mr. Cassidy: This means that if you are, let us say, 
selling $100 of goods every week, for the sake of 
argument, but nonetheless going regularly out to 
Stittsville to sell, then you would be picked up by that 
business test. Is that correct? 


Mr. Wood: That is correct, and do not forget that in the 
provincial systems the obligation is to collect from the 
consumer, because it is really a tax on the consumer and 
it is just an obligation to collect from that consumer. So it 
is an obligation to collect rather than actually to pay the 
tax yourself. 


Mr. Cassidy: As I understand it, one of the results of 
the consequences of the VAT in Great Britain was that 
not only did the revenues come in but also then they 
found the corporate tax revenues increased significantly 
from a lot of enterprises that had basically slipped 
through the cracks before. 


The Chairman: Why would that happen? 


Mr. Cassidy: I think it is the self-enforcing nature of 
the VAT. People were having to provide invoices in order 
that the purchasers of their goods or services would be 
able to get credits for VAT paid, and once they became 
remitters of VAT that put them into the tax net and 
therefore their enterprise had to file for income tax. 


Am I correct about that? 


Mr. Friedman: Yes. However, if you are in this flea 
market, or whatever, and all you sell to is consumers, 
then there is no incentive to register, because if you do 
not have to collect the tax then the cost of taxes on your 


[Translation] 


M. Cassidy: Tout d’abord, le vendeur occasionnel qui 
fait une fois par an un grand nettoyage de son sous-sol et 
réalise des ventes de l’ordre de 300$ ou 400$ n’est pas du 
tout touché par la taxe de vente provinciale, n’est-ce pas? 


M. Friedman: Non. 


M. Cassidy: A quel moment les personnes qui, disons, 
fréquentent régulierement les marchés aux puces, 
deviennent-elles assujetties 4 la taxe provinciale? Y a-t-il 
un certain niveau de roulement a partir duquel ils sont 
assujettis? 


M. Wood: Plutét qu’un niveau de roulement, pour en 
revenir au test d’entreprise, les provinces vous 
assujettissent lorsque vous avez un trés petit chiffre 
d’affaires, mais régulier, continu. La seule faveur qui soit 
accordée se situe dans les exigences de déclaration. Par 
exemple, en Ontario, il vous faut produire géenéralement 
une déclaration par mois. Mais si vous étes une toute 
petite entreprise dans le secteur marché aux puces, dont 
les ventes ne sont pas trop élevées, vous pouvez étre 
autorisé a produire une déclaration trimestrielle et, 
quelquefois, semestrielle ou meme annuelle. C’est de cette 
maniére que se fait l’allégement du fardeau fiscal, plutot 
qu’a partir d’un seuil. 


M. Cassidy: En d’autres termes, si, par exemple, vous 
vendez 100$ de biens par semaine, mais que vous le faites 
réguliérement toutes les semaines, par exemple, a partir 
de Stittsville, vous serez alors repéré par cet test 
d’entreprise. Est-ce exact? 


M. Wood: C’est exact, et n’oubliez pas que dans le 
cadre des systémes provinciaux, l’obligation de percevoir 
se situe au niveau du consommateur, car il s’agit en 
réalité d’une taxe imposée aux consommateurs, et 
Vobligation d’un vendeur se résume a la percevoir aupres 
du consommateur. C’est donc une obligation de percevoir 
plutdt que de payer soi-méme. 


M. Cassidy: Si j’ai bien compris, a la suite de 
Vimposition de la TVA en Grande-Bretagne, non 
seulement la taxe a pu étre pergue, mais on a constaté une 
augmentation considérable des recettes de taxes d’affaires 
provenant d’un grand nombre d’entreprises qui avaient 
réussi jusque 1a a glisser entre les mailles du filet. 


Le président: Pourquoi cela? 


M. Cassidy: Je pense que cela _ provient de 
Vautocontroéle inhérent au systeme de la TVA. Les 
vendeurs devaient fournir a4 leurs clients de biens ou 
services des factures qui leur permettaient de réclamer les 
crédits sur la TVA payée, et une fois que ces fournisseurs 
devenaient remettants de TVA, ils tombaient dans le filet 
fiscal et se trouvaient dans l’obligation de produire une 
déclaration d’imp6ot sur le revenu. | 


Ai-je raison? 


M. Friedman: Oui. Néanmoins, si vous oeuvrez dans le 
secteur marché aux puces, ou n’importe quel secteur, et 
que vous faites affaires exclusivement avec les 
consommateurs, vous n’avez aucun intérét réel a vous 
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inputs is probably lower than the costs where you have to 
build that into your selling price. 


Mr. Cassidy: And to some extent in the informal 
economy, as I understand it, you basically shrug your 
shoulders and content yourself with the fact that the 
inputs purchased by that participant in the informal 
economy are taxed and no credit is taken for the tax paid 
on those inputs. Is that correct? 


Mr. Friedman: That is 
withholding the tax. 


if you want to get around 


Mr. Cassidy: To take an example of the kid who makes 
a couple of hundred dollars painting somebody’s 
recreation room and buys $100 of paint, you get the tax 
On the paint even though you do not get the tax on the 
kid. 

Mr. Friedman: You do not get the income tax, nor do 
you get the tax on his mark-up. 


Mr. Cassidy: But you do get the— 


Mr. Friedman: The tax on his inputs. Since most of it 
is muscle power and very little materials, you get very 
little from that person. So the leakage is greater where the 
value-added is greater. 


Mr. Cassidy: But these are still relatively minimal 
amounts—we think; we do not know. 


Mr. Friedman: That is right. 


Mr. Cassidy: Are there systems, though, in other 
countries where enterprises below a certain size are in 
some way exempted from having to remit a VAT or 
equivalent type of tax? 


Mr. Friedman: Yes. 
Mr. Cassidy: Can you tell us about those? 


Mr. Wood: I think the next item, “Overhead”, in fact 
deals with small business. 


Mr. Friedman: Yes. 


Mr. Wood: We talk about the threshold and the issues 
you will want to consider. 


Mr. Cassidy: I understand that politically that has been 
done partly because of a desire to cool out a particular 
sector of the small business constituency; that is part of 
the reason why this is done. 


Mr. Wood: But there are some problems with the 
threshold. 


Mr. Cassidy: Which you will tell us about. 


Mr. Wood: We will tell you about those in a couple of 
seconds. 


Mr. Friedman: New Zealand generally requires bi- 
monthly and half-yearly returns, as compared to our 
Monthly and quarterly returns. 


[Traduction] 


inscrire, puisque si vous n’avez pas a percevoir la taxe de 
vente, cela vous cottera probablement moins cher de 
payer la taxe sur vos intrants plutét que d’intégrer cela 
dans votre prix de vente. 


M. Cassidy: Jusqu’a un certain point, si je comprends 
bien, dans l’économie paralléle on se contente du fait que 
les intrants achetés par ce participant de 1l’économie 
paralleéle ont été taxés, et aucun crédit n’est réclamé pour 
la taxe payée sur ces intrants. Est-ce exact? 


M. Friedman: Si vous voulez éviter de percevoir la 
taxe. 


M. Cassidy: Prenons exemple du jeune qui se fait 
payer 200$ pour peindre la salle de jeu d’un voisin et 
paye sa peinture 100$; vous avez la taxe sur la peinture, 
méme si vous ne l’avez pas sur l’effort du jeune. 


M. Friedman: Vous n’avez ni Vimpot sur le revenu, ni 
la taxe sur sa majoration. 


M. Cassidy: Mais vous obtenez. . . 


M. Friedman: La taxe sur ces intrants. Puisque la 
majeure partie de ces derniers est constituée d’efforts 
physiques, avec trés peu de matériel, vous ne retirez pas 
grand-chose de cette personne. Ainsi donc, l’ampleur des 
fuites est proportionnelle a celle de la valeur ajoutée. 


M. Cassidy: Mais ces cas représentent des montants 
relativement minimes—enfin, on le pense. 


M. Friedman: C’est exact. 


M. Cassidy: Mais y a-t-il ailleurs des systemes dans 
lesquels en-dessous d’une certaine taille, les entreprises 
sont exonérées de l’obligation de percevoir la TVA ou une 
autre taxe de ce genre? 


M. Friedman: Oui. 

M. Cassidy: Pouvez-vous nous en parler? 

M. Wood: Je pense que le point suivant, «frais 
généraux», porte justement sur les petites entreprises. 

M. Friedman: Oui. 


M. Wood: Nous parlons du seuil et des points qu’il 
faudra envisager. 


M. Cassidy: Je crois que cela a été une décision 
politique prise en partie pour calmer un secteur 
particulier de l’électorat des petites entreprises; voila, 
entre autres, pourquoi cela a été fait. 


M. Wood: Mais 
problemes. 


la question du seuil cause des 


M. Cassidy: Dont vous allez nous parler. 


M. Wood: Nous vous en 
instants. 


parlerons dans quelques 


M. Friedman: En Nouvelle-Zélande, les assujettis 
doivent produire une déclaration bimestrielle ou 
semestrielle, par opposition a nos déclarations mensuelles 


ou trimestrielles. 
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The U.K. registration requirements may answer your 
question somewhat. A person who makes taxable supplies 
is liable to be registered after the end of the quarter if the 
value of his taxable supplies in that quarter has exceeded 
7,250 pounds or in the last quarter has exceeded 21,300 
pounds, which is about $50,000 Canadian a year roughly, 
or at any time, if there are reasonable grounds for 
believing the value of his taxable supplies in the period of 
one year beginning on that or any later date will exceed 
21,300 pounds. If you are just going into business and if 
you estimate your revenues in the year to be $100,000, 
then you can be registered at that beginning period. 


There is discretionary registration where a person who 
makes or intends to make taxable supplies is not or will 
not be required to be registered. The commissioners may 
nevertheless permit him to be registered. This might be 
the case where the competitors of this person are 
registered and he would face a competitive disadvantage 
in not being able to claim credit for input tax, or where 
his customers are taxable persons who require tax invoices 
from him so they may claim the appropriate credit. 


In the U.K., according to the guide of the International 
Bureau of Fiscal Documentation: 


The commissioners have published the criteria they use 
when deciding whether or not to allow discretionary 
registration. 


You have to be able to meet their conditions: 


The applicant must demonstrate a compelling business 
need by satisfying three tests: he must be making 
taxable supplies in the course or furtherance of a 
business; the supplies must contribute substantially to 
his livelihood; and he must show that he would incur 
substantial irrecoverable input tax if he were not 
registered. Where a person is registered at the 
commissioner’s discretion, he is allowed to credit only 
input tax which is wholly attributed to his intended 
taxable supplies. 


He cannot write off his car, his home and his dog and 
everything else. It has to relate to what he has asked to be 
discretionarily registered for: 


If he does not make any taxable supplies within one 
year of his registration, he may be required to return 
any payments of excess input tax. 


You can go hat in hand to Inland Revenue and they 
will allow you to register if you fall under the minimum 
limits, but if it turns out that the only reason you 


[Translation] 


Les exigences d’incription en Grande-Bretagne 
pourraient répondre a votre question d’une certaine 
maniére. Le producteur de fournitures taxables peut 
devoir s’inscrire aprés la fin d’un trimestre si la valeur des 
fournitures taxables qu'il a produites pendant le trimestre 
a dépassé 7,250 livres, ou pendant le trimestre précédent 
21,300 livres, soit environ 50,000$ Can par an, ou 
n’importe quand s’il y a des raisons valables de supposer 
que la valeur des fournitures taxables qu’il produira au 
cours de l’année commengant 4 cette date ou a une date 
ultérieure dépassera 21,300 livres. Si votre entreprise vient 
juste de démarrer et que vous projetez des recettes de 
100,000$ au cours de l’année, vous pouvez vous inscrire 
au début de cette période. 


Toute personne qui produit ou entend produire des 
fournitures taxables n’est pas Ou ne sera pas assujettie a 
Vinscription. Il y a par contre une composante 
discrétionnaire puisque les commissaires peuvent 
autoriser cette personne 4 s’inscrire. Il peut s’agir, par 
exemple, d’une entreprise dont les concurrents sont 
inscrits et qui ne voudrait pas subir un désavantage de 
concurrence en n’étant pas en mesure d’obtenir un crédit 
pour taxe d’intrants ou encore le cas d’une entreprise 
dont les clients sont assujettis 4 la taxe et lui demandent 
des factures pour pouvoir demander les  crédits 
correspondants. 


Au Royaume-Uni, il est stipulé dans le guide de 
VInternational Bureau of Fiscal Documentation que: 


Les commissaires ont publié les critéres sur lesquels ils 
se fondent pour accorder ou refuser l’inscription 
facultative. 


Il faut pouvoir répondre a leurs exigences: 


Le requérant doit prouver que son entreprise en a 
absolument besoin en répondant 4 trois criteres 
d’évaluation: il doit produire des fournitures taxables 
dans le cadre de l’exploitation ou de l’évolution d’une 
entreprise; les fournitures doivent représenter une 
portion considérable de son gagne-pain; et il doit 
prouver qu’il aurait 4 payer des sommes considérables 
et non recouvrables de taxe d’intrants s'il n’est pas 
inscrit. Lorsqu’une entreprise est inscrite a la discretion 
du commissaire, elle n’est autorisée a demander de 
crédit au titre de la taxe d’intrants que dans le cas des 
fournitures taxables qu’il prévoit produire. 


En d’autres termes, il ne peut pas déduire sa voiture, sa 
maison, son chien et Dieu sait quoi. L’objet du crédit doit 
se rapporter directement a ce pourquoi il a obtenu 
inscription discrétionnaire, car: | 


| 


S’il ne produit pas de fournitures taxables au cours de 
l'année qui suit sa date d’inscription, il peut étre tenu: 
de rembourser tout versement excessif de  taxeé’ 
d’intrants qui lui a été fait. | 

N’importe qui peut se présenter au ministére du Inland 
Revenue et obtenir l’autorisation de s’inscrire si son cas 
tombe a l’intérieur des limites prescrites; par contre, sl 
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registered was to get back some input taxes, there appears 
to be an opportunity for Inland Revenue to be able to 
take those moneys back from you. One of the main 
reasons for being registered in certain situations is to be 
able to get back tax credits. 


‘Mr. Cassidy: Can you give an example of the kind of 
occupation where this discretionary registration might 


apply? 


Mr. Friedman: I guess you go back to casual sales 
where you are under the government guidelines. You 
explain you are making casual sales of something but are 
competing with the store on the corner who is able to 
supply invoices with taxes on it and you must have the 
ability to do likewise, if you are selling to retailers or 
middlemen who require an invoice. 


Mr. Cassidy: And where there is a substantial input 
cost. If basically almost all your costs are your own 
labour, then it does not much matter. 


What about the farm problem? I am not sure we are 
coming to that later today, but the farm family buys many 
things that are for their own personal use as opposed to 
the operation of the farm. I guess the sales tax people have 
had to deal with this for a long time anyway. They put gas 
in the tractor. There may be certain types of food, some of 
which they feed to animals and some of which they may 
use for their own personal. consumption. They buy 
clothing that is protective clothing for work purposes, and 
they have to be clothed. How the devil do you segregate in 
a situation like that so tax paid is not reimbursed in cases 
where the consumption has been for personal rather than 
for production use? 


* 1610 


Mr. Friedman: You alluded to the fact that we will 
cover this area, but currently it is a big problem with the 
farmer who buys a lawnmower, as to whether it is used 
for his lawn or in his farming activities. It depends on 
how the system treats farmers. If farmers are treated no 
differently from any other activity, you have a grey area 
because a farmer basically runs his business around his 
home. 


At present the farm dealers face a problem getting an 
exemption certificate for a television set and saying that 
the farmer used it in his home or it was the TV set 
provided for the cows because they gave more milk with 
it. This is a true example. If it is used in farming, the 
television set becomes exempt from tax for federal sales 
tax purposes. Those things will continue unless you can 
think of some way for providing unique rules for farming 
activities. 


[Traduction] 


s’avere que la seule et unique raison pour laquelle la 
personne s’est inscrite était de récupérer certaines taxes 
d’intrants, il semble que le Inland Revenue ait la 
possibilité de récupérer ces montants. Dans certains cas, 
pouvoir recevoir des crédits de taxe représente l’une des 
principales raisons pour laquelle une entreprise s’inscrit. 


M. Cassidy: Pouvez-vous nous donner un exemple du 
genre d’affaires auxquelles cette inscription 
discrétionnaire s’appliquerait? 


M. Friedman: Je suppose que l’on peut citer les ventes 
occasionnelles qui tombent sous les lignes directrices du 
gouvernement. [1 suffit de déclarer que l’on vend des 
biens ou services a l’occasion mais que l’on est en 
concurrence avec le magasin du coin qui est en mesure de 
remettre des factures sur lesquelles la taxe est indiquée, et 
que l’on doit pouvoir en faire de méme si l’on veut 
gagner la clientéle des détaillants ou des intermédiaires 
qui Ont besoin de factures. 


M. Cassidy: Et dans les cas ot le coat d’intrants est 
considérable. Si la quasi-totalité des coats proviennent de 
son propre travail, la question ne se pose pas vraiment. 


Et le probléme des agriculteurs? Je ne suis pas sar que 
nous abordions ce sujet plus tard aujourd’hui, mais la 
famille agricole achéte bien des choses qui lui servent a 
des fins personnelles plut6ét que pour I’exploitation de la 
ferme. Je suppose que ce n’est pas la chose nouvelle pour 
le ministére du Revenu. Ils mettent de l’essence dans leur 
tracteur; ils achétent divers types d’aliments, parmi 
lesquels certains servent a nourrir les animaux et d’autres 
servent a leur consommation personnelle. Ils achétent des 
vétements protecteurs pour le travail et, par ailleurs, ils 
doivent s’habiller. Comment diable  faites-vous la 
distinction dans de tels cas pour que la taxe payée ne soit 
pas remboursée lorsque les biens ont été utilisés a des fins 
personnelles plutot que d’affaires? 


M. Friedman: Vous avez fait allusion au fait que nous 
couvrirons ce point, mais a l’heure actuelle, déterminer si 
Vagriculteur qui a acheté une tondeuse s’en servira pour 
sa pelouse ou dans ses activités agricoles pose un gros 
probleme. Cela dépend de la fagon dont le systéme traite 
les agriculteurs. Si ces derniers ne sont pas traités 
differemment de toutes les autres activités, il y a certes 
une zone grise puisque l’agriculteur _exploite 
fondamentalement son entreprise 4 partir de chez lui. 


A Vheure actuelle, il n’est pas facile, dans le cas d’un 
certificat d’exonération pour l’achat d’un téléviseur, de 
déterminer si l’agriculteur s’en est servi chez lui ou s’il l’a 
placé avec ses vaches pour qu’elles lui donnent plus de 
lait. Et c’est l’exemple d’un cas véritable. S’il est employé 
pour l’exploitation agricole, le téléviseur est exonéré de la 
taxe de vente fédérale. Ce genre de choses continuera de 
se produire tant que l’on n’aura pas trouvé un moyen 
d’établir des régles expressément applicables aux activités 
agricoles. 
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Mr. Cassidy: We have been through the whole question 
of automobile expenses for self-employed people and 
insurance agents, etc. Since there is an element of the 
national sales tax, which will obviously be involved in 
running an automobile or in terms of home office 
expenses, I can imagine that we are going to face some 
comparable problems. To the extent those expenses enter 
into the cost of doing business, we are going to have to 
segregate that from the automobile when it is used both 
for personal and business use. Some of the same problems 
we have faced already are going to come back to haunt us 
on the national sales tax question. 


Mr. Friedman: I think it will be very much more. 
When you look at an automobile costing upwards of 
$20,000, there is a great incentive, $2,000 in taxes, to be 
able to justify that the car was used for business purposes. 
Whether you undertake an allocation or it is an all or one 
proposition, Iam not certain, but it is another dilemma. 


Mrs. Collins: I am going to be jumping around a little, 
but I thought of another example facing small business 
and how you would comply. I own a cookie store. As I 
understand it, in some provinces if you buy six cookies 
there is no sales tax because it is considered food and you 
are On a par with the grocery store if you buy them. If 
you buy one cookie, you pay tax and it is considered take- 
out. Depending how we do this, how do I, as an owner, 
figure what I can claim back if we have a multi-level sales 
tax or a VAT? 


Mr. Friedman: You are referring to what I call the 
“Ontario doughnut rule”. 


Mrs. Collins: I think we have it in B.C. also. I cannot 
remember how it works there. 


Mr. Friedman: They assume that the average person 
cannot consume more than five doughnuts at one sitting. 
If you are buying six doughnuts, it must be for home 
consumption. I almost got arrested. I was looking for five 
other people to buy doughnuts to get around the rules. 


I cannot see it happening. You are illustrating why, as 
we said before, the rules must be very clear-cut. Mr. 
Cassidy, I think you alluded to the take-out pizza versus 
the pizza from a restaurant or a restaurant versus a 
supermarket. I think it got so bad in Ontario that the 
supermarkets will cook it for you and withhold the 
provincial sales tax on barbecued chicken. 
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M. Cassidy: Nous avons débattu toute la question des 
frais de véhicule pour les travailleurs indépendants, les 
agents d’assurance, etc. Etant donné qu'il y a la une 
composante de taxe de vente nationale, qui portera, de 
toute évidence, sur l’exploitation d’un véhicule ou sur les 
frais de bureau a domicile, je suppose que ce genre de 
problémes se posera a nous. Dans la mesure ou ces frais 
s’inscrivent dans le cadre des affaires, il faudra trouver un 
moyen de faire la distinction entre l’usage personnel et 
Vusage professionel du  véhicule. Certains de ces 
problémes que nous avons eus jusqu’a présent se poseront 
de nouveau a nous sur le plan de la taxe de ventes 
nationale. 


M. Friedman: Je pense que cela s’amplifiera. 
Lorsqu’une voiture cotte 20,000$ ou plus, la taxe sera 
suffisamment élevée, pres de 2,000$, pour inciter le 
propriétaire a tenter d’en justifier un usage professionel. 
Entre adopter le principe d’une  exonération 
proportionnelle ou celui plus catégorique de l’usage soit 
personnel soit professionnel. . . je ne suis pas sur, mais je 
pense que nous avons la un autre dilemme. 


Mme Collins: Je vais faire du coq-a-l’ane, mais j’ai 
pensé a une autre situation de petite entreprise et de 
modalités d’application. Supposons que je _ sois 
propriétaire d’un magasin de biscuits. D’aprés ce que j’ai 
compris, dans certaines provinces, si vous achetez six 
biscuits a la fois, vous ne payez pas de taxe, car cela est 
considéré comme un achat d’aliment au méme titre que si 
vous achetiez ces biscuits a l’€picerie. Mais si vous achetez 
un seul biscuit, celui-ci est considéré comme étant de la 
nourriture a emporter et vous devez donc payer la taxe. 


Comment donc pourrais-je déterminer, a titre de 
propriétaire, quelle peut étre ma _ réclamation de 
remboursement dans le cadre d’une taxe de _ vente 


multistade ou d’une TVA? 


M. Friedman: Vous faites allusion ici a ce que j’appelle 
la régle du beigne de |’Ontario. 


Mme Collins: Je pense que nous l’avons en Colombie- 
Britannique également. Mais je ne me souviens pas des 
modalités la-bas. 


M. Friedman: On suppose qu’une personne normale 
ne peut consommer plus de cing beignes a la fois. Donc, 
si vous achetez six beignes, ce doit étre pour une 


consommation a domicile. Et j’ai failli me faire arréter. Je. 


cherchais cinq autres personnes avec qui acheter des 
beignes pour détourner le reglement. 


Ce genre de situation n’est pas impossible. Et votre 
exemple vient d’étayer ce que nous avons dit plus tdt, que 
les régles doivent étre claires et précises. Monsieur 
Cassidy, je pense que vous avez fait allusion aux pizzas a 
emporter par opposition a la pizza consommée dans un 
restaurant, ou a la nourriture consommée dans un 
restaurant par opposition a celle achetée au supermarché. 
Je pense que la situation s’est détériorée en Ontario 4 tel 
point que les supermarchés aujourd’hui vous font payer la 
taxe de vente provinciale pour les poulets barbecue que 
vous achetez déja cuits. 
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There are all kinds of rules and exceptions and unless 
you can make it very simple and very clear-cut, you are 
going to run into the problems. At present, federally, 
salted peanuts are taxable and unsalted are not. Tell me 
why the government has decided to make that division. I 
am not sure. 


Mrs. Collins: It would make a difference to whether 
you could claim tax, I assume. 


het: 


Mr. Friedman: If you decide to have basic groceries tax 
free, then you would get all your credits back, whatever 
happened. It is only if you decided to exempt certain food 
items that you would get into the allocation problems. 


Now, there was also a suggestion that a small, 
unincorporated business with taxable sales under $50,000 
and net tax payable of under $1,000 could. . . I am sorry. 


Mr. Wood: That is for annual filing. 


Mr. Friedman: Annual filing is for a small, 
unincorporated business that has taxable sales under 
$50,000 and net tax payable less than $1,000. This means 
that the margin of the small, unincorporated business 
must be under $13,500 at an 8% rate of tax, and that is 
not a lot of money. So we do not think there will be too 
many— 


The Chairman: That may be too small a de minimis 
rule as well. 


Mr. Friedman: Yes, that is the one-year filing rule. 


Now we turn to page 3-2 and look at remittances. In 
Canada we propose filing within one month after taxation 
period. New Zealand wants to be different, so they go one 
month and one day. 


The Chairman: Is there a reason for that? 


Mr. Friedman: I am not sure why. One of your 
projects may be to find out why they have the extra day. 


Mrs. Collins: Maybe it has something to do with their 
mail system. 


The Chairman: They are going to privatize their post 
office, though. 


Mr. Friedman: The white paper is silent on that 
assessment period. My question is: how long before 
business can close its books? I spent this morning trying 
to find out the assessment periods in some of the other 
countries, and they are strangely silent. In U.K. they say 
you must keep your documents for six years. 


| Traduction] 


Le nombre de régles et d’exceptions est illimité et, a 
moins que vous ne batissiez le systéme de fagon 
extremement claire et simple, les problémes ne vous 
seront pas épargnés. A l’heure actuelle, au niveau fédéral, 
les cacahouétes salées sont taxables, alors que les 
cacahouétes non salées ne le sont pas. Expliquez-moi 
pourquoi le gouvernement a décidé de faire cette 
distinction. Moi, je n’en suis pas capable. 


Mme Collins: Vous la verriez, cette différence si vous 
pouviez réclamer la taxe. 


M. Friedman: Si l’on décide que tous les biens 
d’épicerie de base sont exonérés, on récupére tous les 
crédits, quelle que soit la situation. Ce n’est que si l’on 
decide d’exonérer certains aliments que l’on tombe dans 
le probleme de la répartition. 


Mais il y avait également une mention au sujet des 
entreprises non constituées en sociétés dont les ventes 
taxables sont de moins de 50,000$ et les taxes nettes a 
payer inférieures a 1,000$. . . Excusez-moi. 


M. Wood: C’est pour la déclaration annuelle. 


M. Friedman: Les petites entreprises non constituées en 
sociétés qui ont des ventes de moins de 50,000$ et des 
taxes nettes a payer inférieures 4 1,000$ sont autorisées a 
produire une déclaration annuelle. Cela signifie que la 
marge de la petite entreprise, non constituée en société, 
doit €tre inférieure a 13,500$ a un taux d’imposition de 8 
p. 100, et cela ne représente pas beaucoup d’argent. Alors, 
nous ne pensons pas qu’il y aura beaucoup. . . 


Le président: Cela pourrait représenter une régle de 
minimum trop peu élevé également. 


M. Friedman: Oui, et cela concerne la déclaration 
annuelle. 


Passons maintenant a la page 3-2 et jetons un coup 
d’oeil aux versements. Au Canada, nous proposons la 
remise des versements au cours du mois qui suit la 
période de taxation. La Nouvelle-Zélande veut se 
distinguer, alors elle préconise un mois et un jour. 


Le président: Et quelle en est la raison? 


M. Friedman: Je n’en suis pas certain. Un de vos 
projets pourrait étre de découvrir la raison de ce jour 
supplémentaire. 


Mme Collins: Cela concerne peut-étre leur systeme 
postal. 


Le président: Pourtant, ils vont privatiser les postes. 


M. Friedman: Le Livre blanc est muet au sujet de la 
période d’évaluation. Et je me demande combien de 
temps l’entreprise devra conserver ces dossiers? J’ai passé 
la matinée a tenter de découvrir quelles sont les périodes 
d’évaluation en vigueur dans les autres pays, et la encore, 
c’est le silence absolu. Pour le Royaume-Uni, on m’a 
répondu qu’il fallait garder les dossiers pendant six ans. 
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You want to have some certainty. You do not want to 
have to pay this tax and then find out after three, four or 
five years that you have been doing it all along incorrectly 
and then have to go back. One hopes we do not have the 
situation that we have in the federal sales tax area right 
now, where you have a four-year assessment period and a 
two-year refund period. [ think it has to be very clear as 
to what your obligations are and how long you can wait 
until you stop sweating. I think that is important to find 
out. 


Now, it is interesting that in Norway—and we talked 
about part of this this morning—you can elect to file 
returns for periods as short as one week. If you have been 
involved in large capital projects where there are large 
expenditures of cash on which taxes are now charged, you 
must be able to recover those taxes as quickly as possible. 


It is important that refunds be almost instant. If you 
decide to build an auto plant, say, in Ontario, you can 
buy all the machinery and equipment federal sales tax- 
exempt currently. What you are now saying is, no, you 
cannot do this any more. If you want to buy $200 million 
worth of equipment to stick into an auto plant, we want 
you to pay your supplier $26 million in VAT or GST and 
then we will get around to refunding you that money. 
Remember, that auto manufacturer is not going to start 
producing for maybe months or for years, so it is 
important in those situations that you can assure whoever 
wants to set up a plant anywhere in Canada that they are 
not looking to greater costs. It is very important that you 
do not increase the carrying costs of such businesses. 


The white paper provides for interest on unpaid 
refunds one month after the end of the tax period. I think 
in situations where large amounts of tax are involved, 
there probably should be some way of ensuring that taxes 
are returned to purchasers as quickly as possible. 
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I do not mean to be one-sided. On the other side, the 
government is going to have a large policing problem, 
where you do have this requirement to return funds 
within a month. Unless you have large police forces to go 
out there and audit such claims, there has to be some way 
to ensure that all the claims are bona fide; that if I am a 
middleman or a manufacturer or a wholesaler and I run 
into cash problems, I do not make up fictitious claims 
and submit a refund claim and get the money in the mail 
within a month. 


So there are two sides to it. On one side you have to 
ensure that where there is a bona fide claim for taxes on 
purchases, that will be returned to the business as quickly 
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Il faut pourtant qu’une période soit précisée. Qui 
voudrait avoir a payer cette taxe puis a constater trois, 
quatre ou cing ans aprés qu'il s’y prenait mal depuis le 
début et devoir revenir en arriére? Il est a espérer que 
nous ne reproduirons pas la méme situation que dans le 
cas actuel de la taxe de vente fédérale ot la période 
dévaluation est de quatre ans et la période de 
remboursement de deux. J’estime que l’on devrait 
pouvoir étre clairement fixé sur le moment a partir 
duquel on peut respirer. 


Fait intéressant, en Norvége. .. et nous en avons parlé 
ce matin... on peut choisir de produire une déclaration 
pour des périodes aussi courtes qu’une semaine. Si vous 
avez conclu un projet d’investissement important qui vous 
a occasionné de lourdes dépenses qui sont maintenant 
taxables, vous devez pouvoir étre en mesure de récupérer 
ces taxes le plus rapidement possible. 


Ces remboursements doivent absolument 
instantanés. Si vous décidez de construire une usine 
d’automobiles, en Ontario, par exemple, la totalite de 
Véquipement et des machines que vous achetez est, a 
Vheure actuelle, exonérée d’impdot fédéral. Or, ce que 
vous proposez maintenant, c’est de nous dire, non, vous 
ne pouvez plus faire cela. Si vous voulez acheter 200 
millions de dollars de matériel a mettre dans une usine 
d’automobiles, nous nous attendons a ce que vous payiez 
votre fournisseur 26 millions de dollars en TVA ou TBS, 
puis nous vous rembourserons cet argent en temps et lieu. 
N’oublions pas que la production de ce _ fabricant 
d’automobiles ne débutera pas avant des mois, voire des 
années; il est donc important, dans ces cas, que vous vous 
assuriez de ne pas imposer des cotts supplémentaires a 
quiconque veut établir une usine quelque part au Canada. 
Il est extrémement important que vous n’augmentiez pas 
les frais incidents de telles entreprises. 


étre quasi 


Le Livre blanc prévoit le versement d’un intérét sur les 
remboursements non payés un mois apres la fin de la 
période de taxation. Je pense que, dans les situations ou 
de gros montants de taxe sont en jeu, il y aurait peut-étre 
lieu de prévoir des mé€canismes qui permettront le 
remboursement de ces taxes aux acheteurs le plus 
rapidement possible. 


Mais je ne suis pas partial. De l’autre cdté, le 
gouvernement aura un gros probleme de controle s’il est 
tenu de rembourser ces montants en un mois Ou moins. A 
moins que !’on mette sur pied des effectifs de contrdle qui 
iront sur place vérifier ce genre de réclamations, il va 


falloir trouver un moyen de s’assurer que toutes les | 


réclamations sont de bonne foi, que si, par exemple, je 
suis un intermédiaire, un fabricant ou un grossiste qui se 
débat dans des problémes de liquidités, je ne soumets pas 
une fausse demande de réclamation pour obtenir l’argent 
par retour de courrier en moins d’un mois. 


Il y a donc deux cétés de la médaille. D’un coté, il faut 
s’assurer que toute réclamation de bonne foi pour le 
remboursement de la taxe payée sur des achats sera réglée 
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as possible, or you have to provide enough interest to 
compensate business for its increased Carrying costs; but 
on the other hand, the system must have some safeguards 
built into it to ensure it is not another money grab. 


Mrs. Collins: Do you have, compared with other 
jurisdictions that have this, an idea of the administrative 
costs? It just seems so complex. 


Mr. Friedman: I am not really sure. When | got into 
the value-added tax system, I had always heard of the 
system as being called “self-policing”. Having looked at it, 
I conclude you need a lot of police people to “self-police” 
this, or to allow for the self-policing to take place. 


Mrs. Collins: But is it the same? I am probably wrong 
about this. The original guy sends in his $8. Then he 
Claims it back. The next guy along sends in his $16, and 
he claims it back. The next guy sends in his $32, and he 
Claims it back. Ultimately the consumer pays his $64 and 
the government gets its money. But it seems to me it is 
the same money that is going back and forth, about three 
or four times— 


Mr. Friedman: Yes. 


Mrs. Collins: —each time having an administrative cost 
added onto it, from a bunch of computer operators and 
auditors. Is that not what happens in that kind of system? 


Mr. Friedman: If you have overlapping sales and 
purchases, then all you would ever have is the difference 
being remitted at each level. But as we said this morning, 
if everybody sits on his inventory over one period, then 
yes. .. If you are selling to me, you sell to me for $108; I 
get the $108 invoice and I say, hey, I am not going to sell 
this steel for three months. I can then file a refund claim 
for the $8. 


Now, my pen slips, and instead of getting a refund 
claim for $8, I now have a refund claim for $800. Because 
Revenue Canada has to give me this money back within a 
Month or pay me, hopefully, prime rate of interest, I get 
che cheque in the mail and. . . 


It is a manpower problem. 


_ Mr. Cassidy: Your micro-enterprises create one 
)roblem, because they keep their accounts in a shoe box, 
tc. I presume it is part of the training of any accountant 
“hat you have to deal with a few of those people who have 
Otten themselves in a mess, and you have to try to sort 
‘hem out. For larger enterprises, though, in a profit- 
‘faking position, should they not normally be remitting 
/na fairly regular basis? And when they remit, they have 
|) choose their reporting period and they cannot vary it 
‘Il over the place. They have to stick to it, once a quarter 


[Traduction| 


a l’entreprise le plus rapidement possible, ou alors il 
faudra prévoir verser a celle-ci suffisamment d’intéréts 
pour la dédommager d’avoir eu a assumer des frais 
incidents accrus; mais d’un autre cété, le systeme doit 
avoir des mécanismes de sécurité pour éviter qu’il ne 
représente un moyen rapide de trouver de argent. 


Mme Collins: Avez-vous une idée, par rapport aux 
autres juridictions o& cela est en vigueur, des frais 
administratifs? Cela me semble tellement complexe. 


M. Friedman: Je n’en ai pas une idée précise. Lorsque 
je me suis penché sur le systéme de la taxe a la valeur 
ajoutée, j’ai entendu répéter que le systeme est 
«autocontrolé». Aprés avoir étudié la chose de plus pres, 
jen ai conclu qu’il faudra un nombre impressionnant de 
controleurs pour cet «autocontréle», ou alors qu'il faudra 
laisser cet autocontrdéle se faire naturellement. 


Mme Collins: Mais cela revient-il au méme? Je me 
trompe probablement. La personne initiale envoie ses 8$. 
Puis elle en réclame le remboursement. La personne 
Suivante envoie ses 16$ puis elle en réclame le 
remboursement. La personne qui vient ensuite envoie ses 
32$ puis en réclame le remboursement. En fin de compte, 
le consommateur paie ses 64$ et le gouvernement obtient 
son argent. Mais il me semble que c’est le méme argent 
qui va et vient trois ou quatre fois. . . 


M. Friedman: Oui. 


Mme Collins: ... mais a chaque fois viennent se greffer 
les frais administratifs entrainés par une série 
d’opérateurs d’ordinateurs et de vérificateurs. N’est-ce pas 
ce qui se passe dans ce genre de systéme? 


M. Friedman: S’il y a recoupement des ventes et des 
achats, tout ce que vous avez alors est la différence qui est 
versée a chaque niveau. Mais comme nous l’avons dit ce 
matin, si chacun retient ses stocks pendant une période, 
alors Oui... Si vous me vendez quelque chose a 108$ 
j obtiens une facture de 108$. Et si je me rends compte 
que je ne vais pas vendre cet acier pendant trois mois, je 
peux envoyer la demande de remboursement des 8$ 
immédiatement. 


Mais, je me trompe, et au lieu de demander le 
remboursement de 8$ j’inscrit 800$. Et étant donné que 
Revenu Canada est tenu de me remettre cet argent en 
espace d’un mois Ou moins, ou alors de me verser, je 
Vespere, un intérét accumulé au taux préférentiel, je 
recois le chéque par le courrier et. . . 


C’est un probléme de main-d’oeuvre. 


M. Cassidy: Vos micro-entreprises créent un probléme 
car elles tiennent leurs livres dans une boite de 
chaussures. Je suppose que cela fait partie de la formation 
de comptable que d’avoir a traiter avec ces quelques 
personnes qui se sont enlisées dans un bourbier, et 
d’essayer de les en sortir. Mais les grandes entreprises, 
celles qui réalisent des profits, ne devraient-elles pas 
normalement envoyer leurs versements de _ facgon 
réguliere? Et lorsqu’elles envoient leurs versements, elles 
doivent choisir leur période de rapport qu’elles ne 
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or once a month. They cannot go back and forth 
depending on whether it is to their advantage or not, as I 
understand it. However, in their reporting period, would 
they not normally have an excess of sales over purchases, 
normally have a certain amount of value added? 
Therefore would they not normally be in a position where 
the tax they have collected exceeds the credits to which 
they become entitled? 


Mr. Friedman: That generally may be the case. 
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If you decide to zero rate food, then there will be stores 
all the way from the Loblaws down to the corner store 
who will perhaps have an excess of credit over taxable 
sales. If you run the corner store and times are tough and 
you have to file a refund claim, somebody is going to have 
to police that refund claim. 


You are right. In large organizations where they are 
involved in making taxable sales at the manufacturer and 
the wholesaler level, generally that will be the case, there 
will be no problems, and the sales will exceed tax 
purchases. The question still is, by how much do the sales 
exceed tax purchases, what is the normal amount? Even 
those things have to be policed somehow. 


Mr. Cassidy: In addition, even if a business is in a loss- 
making position, is not profitable, the chances are that 
there is still some kind a gross profit between the cost of 
their inputs and the value of the sales, is there not? 


Mr. Friedman: That is correct. 


Mr. Cassidy: If there is not, then they really are in 
trouble. There is bound to be a certain amount of value 
added, even if it is not sufficient for them to be in a profit- 
making position. 


Mr. Friedman: That is right, yes. 


Mr. Cassidy: What then if you inject capital 
expenditures into this? I would like you to maybe 
comment on two situations: one, where you have a 
business with, let us say, $100,000 of turnover a month, 
which invests $1 million in new plant in a particular 
month. Is it entitled to take back the entire amount of tax 
credits from the tax paid on the inputs into that plant all 
in one go? 


Mr. Friedman: Yes. Let us say is a plant makes coats. 
Currently that coat-making company can buy $1 million 
worth of equipment, federal sales tax exempt, and in some 
provinces even provincial sales tax exempt. 


With this new scheme, you are going to have an 8% 
value-added tax, or GST, starting January 1 of whatever 
the year there is an 8% tax. That million dollars worth of 
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peuvent plus modifier n’importe comment apres. Elles 
doivent la respecter, qu’elle aient choisi le trimestre ou le 
mois. Elles ne peuvent passer de l’un a l’autre selon la 
situation qui les avantages le mieux, si je comprends bien. 
Cependant, dans la période de rapport, n’auront-elles pas 
normalement un excédent de ventes sur les achats, une 
certaine proportion de valeur ajoutée? Ainsi donc, ne se 
trouveront-elles pas normalement dans la situation ou la 
taxe qu’elles auront pergue dépasse les crédits auxquels 
elles auront droit? 


M. Friedman: I] pourrait en étre généralement ainsi. 


Si vous décidez d’affecter aux aliments un taux nul, il 
se trouvera alors toute une série de magasins, partant du 
Loblaws a Vépicier du coin, qui pourront avoir un 
excédent de crédit sur des ventes taxables. Si vous étes 
propriétaire du magasin du coin, que les temps sont durs 
et que vous devez envoyer une demande de 
remboursement, il est évident que quelqu’un devra 
controler cette demande. 


Vous avez raison. Dans les grandes entreprises qui ont 
des ventes taxables au niveau du fabricant et du grossiste, 
il n’y aura pas de probleme et les taxes de vente 
dépasseront les taxes d’achat. Mais la question demeure, 
de combien les ventes dépasseront-elles les achats, et quel 
est le montant normal? Méme ces choses-la devront étre 
contrélées d’une fagon quelconque. 


M. Cassidy: Par ailleurs, n’est-il pas vrai que méme si 
une entreprise est en position de perte, n’est pas 
profitable, il y a de fortes chances quelle ait tout de 
méme une certaine marge de profit brut entre le cout de. 
ses intrants et la valeur de ses ventes? 


M. Friedman: C’est exact. 


M. Cassidy: Sinon, elle est vraiment dans de mauvais 
draps. Elle doit forcément avoir un certain montant de: 
valeur ajoutée, méme si ce montant ne suffit pas a la 
rendre profitable. 


M. Friedman: C’est exact, oui. 


M. Cassidy: Qu/’arrive-t-il si vous ajoutez les dépenses: 
en capital a cela? J’aimerais que vous me parliez de deux 
situations. Prenons tout d’abord celle de l’entreprise qui a, 
disons, 100,000$ de roulement par mois et qui investit 1 
million de dollars dans une nouvelle usine au cours d’un 
mois donné. Est-elle autorisée a récupérer le montant 
complet des crédits d’impét pour V’impot payé sur ses 
intrants dans cette usine, en une seule fois? 


M. Friedman: Oui. Supposons que cette usine produit. 
des manteaux. A V’heure actuelle, cette usine de manteaux, 
peut acheter 1 million de dollars d’équipement sans payer 
de taxes fédérales et, dans certaines provinces, sans payer 
de taxes provinciales non plus. 


Dans ce nouveau systéme, vous aurez, a compter du 
ie" janvier de l’année au cours de laquelle ce systemée) 
entre en vigueur, 8 p. 100 de taxe a la valeur ajouteée, Ov) 
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equipment will cost that coat factory $1.08 million, if my 
math is right. 


That coat factory makes $100,000 sales in that month, 
its net credit is $72,000. It is not getting an advantage; all 
it is doing is getting back most of the $80,000, or actually 
it is getting back all of the $80,000 but paying $8,000 on 
its sales—so it is getting back $72,000. 


Mr. Cassidy: There is, however, a reshuffling taking 
place, because right now as a consumer, I am being spared 
a certain amount of tax, because that company is in fact 
paying federal tax on a number of the inputs that go into 
the building plant. 


Mr. Friedman: They would pay federal sales tax on 
anything that is not used primarily and directly. If the 
coat factory uses a computer for its payroll, or uses desks, 
Or uses shelving in its warehouses, those things would 
probably be subject to federal sales tax. Under that or 
GST, those would all be clear. 


The Chairman: According to the white paper I think it 
says: 


Refunds will be paid after review and approval by the 
tax authority. 


They are so fast at paying refunds now that we would 
probably see them paying refunds a month or two months 
Or six months or a year and a half later, at some sort of a 
| statutory rate, which would probably be half of prime or 
something. 


Mr. Friedman: Be careful, because if it is half of prime 
‘you are asking the business somehow to raise the 
additional capital required to borrow money at prime 
,plus one, prime plus— 


The Chairman: That is a usual Department of Finance 
and Revenue Canada routine. I do not know why they 
would change and vary their routine. Do you have any 
‘reason to believe they might? I mean they now decide to 
lend you money, for example, at 9%. 
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Mr. Friedman: As the government is replacing a system 
where tax did not have to be paid on plan with a system 
where you pay the tax and receive a refund, the refunds 
lave to be— 


The Chairman: The fact is that we can hold our breath 
Or their refunds. 


| Mr. Friedman: Currently they have to start paying 
‘aterest after 60 days. But the refund claim has to be 
/ompleted in their eyes. 


[Traduction] 


de TBS. Cet équipement de 1 million de dollars coutera 
en réalité a l’usine de manteaux 1,08 million de dollars, si 
mes calculs sont exacts. 


Cette usine a 100,000$ de ventes au cours du mois et 
son crédit net est de 72,000$. Elle ne retire aucun 
avantage, tout ce qu’elle fait c’est de récupérer la majeure 
partie de ses 80,000$, ou plutét, de récupérer la totalité de 
ses 80,000$, mais de payer 8,000$ sur ses ventes—donc 
elle récupére 72,000$. 


M. Cassidy: Il n’en demeure pas moins qu’il y aura un 
certain remaniement, puisqu’a l’heure actuelle, en tant 
que consommateur, un certain montant de taxes m’est 
épargné puisque cette entreprise paie en réalité une taxe 
fédérale sur un grand nombre des intrants qui entrent 
dans la construction de l’usine. 


M. Friedman: Elles paient une taxe de vente fédérale 
sur tout ce qui n’est pas utilisé principalement et 
directement. Si cette usine de manteaux se sert d’un 
ordinateur pour son systéme de paie, ou se sert de 
bureaux, Ou encore d’étagéres dans ses entrepots, toutes 
ces choses seront probablement assujetties a la taxe de 
vente fédérale. Dans le cadre de ce systeme, ou de la TBS, 
ces articles seraient exonérés. 


Le président: [1 est dit dans le Livre blanc, je pense, que 


les remboursements seront versés apres que la demande 
ait €t€ examinée et approuvée par les autorités fiscales. 


A Vheure actuelle, les remboursements sont versés a un 
tel rythme que nous pouvons nous attendre a les voir 
payer ces remboursements un, deux, six ou dix-huit mois 
plus tard, avec des intéréts quelconques_ calculés 
probablement a la moitié du taux d’intérét préférentiel. 


M. Friedman: Attention, car si ce taux est la moitié du 
taux préférentiel, vous exigez de entreprise qu’elle 
assume la responsabilité de se procurer la différence en 
empruntant de l’argent 4 un taux d’intérét qui serait 
normalement le taux préférentiel plus un, plus. . . 


Le président: C’est comme cela que fonctionne 
généralement le ministére des Finances et Revenu 
Canada. Je ne sais pas s’ils décideront de changer leur 
politique. Pensez-vous qu’ils le feront? A l’heure actuelle, 
ils décident de préter de l’argent a, par exemple, 9 p. 100. 


M. Friedman: Comme le gouvernement remplace un 
systeme dans lequel vous n’étiez pas obligés de payer une 
taxe sur le régime par un autre dans lequel vous la payez 
et €tes ensuite remboursé, ces remboursements doivent 
Cire. ae 


Le président: Le fait demeure qu’il ne faut pas étre 
pressé pour étre remboursé. 


M. Friedman: Actuellement, un intérét doit étre versé 
au bout de 60 jours. Mais la demande de remboursement 
doit étre remplie devant eux. 
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Mr. Wood: The European experience has been that you 
need a track record with that business. For instance, if 
that business is an exporter and every month they file a 
claim of this size, then the administration gets some 
confidence. This looks like the position the company is 
normally in and they can speed up the refund process. It 
may only be the big one where the guy has made a 
gigantic capital expenditure in that month. He suddenly 
comes up with a big refund and that is going to flag it for 
the authorities. They are not going to want to write that 
cheque, I am sure, without— 


The Chairman: They would want a put-in-use rule, for 
example, on the large capital item before they would pay 
the refund. 


Mr. Wood: Possibly. 
The Chairman: Why not? They admit these things. 


Mr. Wood: Some of the European countries do not 
even give you the credit back. You just keep holding it 
forever in abeyance against future sales. 


The Chairman: What would be wrong with that? 
Mr. Wood: Ask some of your business constituents. 


Mr. Friedman: The U.K. has gone the other way in 
fact. They provide for credit transfers electronically into 
your bank account. So now you do not have to wait for 
Canada Post to deliver your refund cheque. It goes right 
into your bank account. 


The Chairman: Wow! Electronic transfer— 


Mr. Friedman: That is one way. New Zealand pays 
interest on refunds that take more than 15 working days 
after receipt of a refund claim. I guess somebody stamps 
it, that it has been received on such and such a day. If it is 
still on their desks after 15 working days they will send 
you interest. 


Mr. Weyman: I think there is one point to add to this, 
looking at it from the government’s point of view. If you 
have suppliers who are filing quarterly in the normal way, 
they will actually remit the tax on their sales relevant to 
that quarterly remittance and filing period. However, a 
business that is purchasing from that supplier, let us say 
in the first month of that quarter, can be claiming a 
refund by filing monthly. Therefore, if anything, selection 
is against the government in this area of refunds. One 
could expect that those who are seeking refunds on a 
regular basis, like exporters, would be opting for the 
monthly filing, because all of their suppliers, particularly 
the regular-sized businesses, would be filing quarterly. 
Therefore the government will be refunding money at 
some period, one, two, or maybe even three months 
before they have actually collected it. 
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M. Wood: En Europe, il faut que la réputation de la 
société soit connue. Par exemple, s'il s’agit d’un 
exportateur qui dépose chaque année une demande de 
cette importance, l’administration apprend a lui faire 
confiance. Comme la situation parait normale pour la 
société, on peut accélérer le processus de remboursement. 
Par contre, sil s’agit d’une grosse demande de 
remboursement parce que lintéressé a fait d’€normes 
dépenses d’immobilisations ce mois-la, importance du 
remboursement attire l’attention des autorités et je suis 
bien certain que celles-ci ne voudront pas signer de 
chéque sans. . . 


Le président: Elles voudraient une regle de mise en 
service, par exemple, applicable a des immobilisations 
importantes de ce genre avant deffectuer le 
remboursement. 


M. Wood: C’est possible. 
Le président: Pourquoi pas? Elles le reconnaissent. 


M. Wood: Certains pays européens ne _ vous 
remboursent méme_ pas le crédit. Chez _ eux, 
l’administration se contente de le garder définitivement en 
réserve en vue de l’appliquer aux ventes futures. 


Le président: Qu’y a-t-il a redire a cela? 


M. Wood: Posez donc la question aux gens d’affaires de 
votre circonscription. 


M. Friedman: Le Royaume-Uni a en fait adopté une 
démarche inverse. Dans ce pays, les crédits sont 
électroniquement transférés sur votre compte bancaire. 
Vous n’étes donc pas obligé d’attendre que la Poste 
canadienne vous livre votre cheque de remboursement. Le 
versement se fait directement sur votre compte. 


Le président: Formidable! Un transfert électronique. . . 


M. Friedman: C’est une fagon de procéder. La 
Nouvelle-Zélande verse un intérét sur les sommes payées 
plus de 15 jours ouvrables aprés réception d’une demande 
de remboursement. Je suppose que quelqu’un tamponne 
celle-ci pour indiquer qu’elle a été regue tel ou tel jour. Si 
la demande traine encore sur un bureau au bout de 15 
jours ouvrables, on vous paie un intérét. 


M. Weyman: Du point de vue du gouvernement, je 
crois qu’il y a une observation supplémentaire 4 faire. Si 
vos fournisseurs font une déclaration trimestrielle 
normale, ils versent la taxe de vente correspondant a ce 
versement trimestriel et a la période de dépdt. Cependant, 
Ventreprise qui fait un achat a un tel fournisseur, au 
cours du premier mois du trimestre par exemple, peut 
demander un remboursement en faisant une déclaration 
mensuelle. Dans un tel cas, c’est donc le gouvernement 
qui est en fait perdant. On pourrait penser que ceux qui 
font des demandes de remboursement réguliéres, comme 
les exportateurs, choisiraient la méthode de la déclaration 
mensuelle puisque tous leurs fournisseurs, en particulier 
les sociétés de taille normale, font, elles, des déclarations: 
trimestrielles. Le gouvernement effectuera donc ey 
remboursement, un, deux, ou méme trois mois avant 
d’avoir recouvré l’argent. | 


{ 
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Mr. Cassidy: Is that not sorted out? I would assume that 
80% to 90% of your revenues would in fact come from 
the larger organizations which are filing monthly. The 
condition that David refers to might occur in some cases, 
but is not going to have a significant drag effect on 
revenues. : 


Mr. Hoffman: What yOu say is correct. In the U.K. the 
first 1,000 largest firms generate over 80% of all tax 
collected. 


Mr. Cassidy: When you get down to it, you are really 
only deferring 1% or 2% of your revenues because of 
people who are claiming early and paying late. 


Mr. Hoffman: That is right. 


Mr. Friedman: “Cashflow Implications to Business”: 
Business is penalized if it must pay for tax content of 
purchases prior to receiving refund from government or 
payments from customers. But the business benefits if you 
have to remit only once a quarter and you are a smaller 
business: you ring up the cash register and you have the 
cash on hand. To the extent that you collect money on the 
first day of that quarter, you end up holding on to that 
payment for the three-month period. It is fairly self- 
explanatory. There are pluses and minuses. 


S OS 


Page 3-3, the appeal procedures. The white paper is 
silent. It is not covered by the white paper. I would 
assume that the appeal procedures will be as good, if not 
better, than the ones provided currently for income tax or 
excise tax disagreements. There is really nothing more I 
can add to that. Unless you gentlemen have something to 
add to it, that probably is the most straightforward part of 
this little exercise. 


_ Compliance costs, I would like to refer again back to 
dage 106 and what we read this morning: 


In the calculation of a business’ taxable income for 

income tax purposes, purchases and sales will be 
_ recorded net of any sales tax content. Similarly, 
acquisitions of depreciable property will be recorded 
het of tax, and capital cost allowance will be calculated 
' On this tax-excluded cost. 


, We are asking taxpayers to accumulate either the tax or 
x purchases. As well, we are asking them, when they are 
?cording purchases on their books of original account 
or income tax purposes, they net out any tax content of 
ich purchases. So I suspect that this will add to 
mpliance costs by most businesses. 
! In addition, the more complex the tax becomes, the 
leater such costs. If a businessman has to track tax—we 
vain covered this, this morning—by ten provinces and 
0 territories, the compliance costs may increase even 
ore considerably. 
| 


[Traduction] 


M. Cassidy: Tout cela n’est-il pas réglé? Je serais tenté 
de penser que 80 4 90 p. 100 de vos recettes proviennent 
en fait des grandes sociétés qui font une déclaration 
mensuelle. Le cas auquel David fait allusion se présente 
peut-€tre parfois, mais il ne devrait gueére avoir d’effet sur 
les recettes. 


M. Hoffman: Vous avez raison. Au Royaume-Uni, plus 
de 80 p. 100 des recettes fiscales sont assurées grace aux 
1,000 plus grandes sociétés. 


M. Cassidy: Dans la pratique, vous ne reportez que 1 
ou 2 p. 100 de vos recettes 4 cause de ceux qui font 
promptement une demande de remboursement et qui 
paient plus tard. 


M. Hoffman: C’est exact. 


M. Friedman: Répercussions sur Vencaisse des 
entreprises: une entreprise est pénalisée si elle doit payer 
la taxe de vente avant d’étre remboursée par le 
gouvernement ou d’étre payée par ses clients. Elle profite 
cependant de la situation s’il s’agit d’une petite entreprise 
et ne fait que des versements trimestriels: il lui suffit d’un 
petit coup sur le timbre de la caisse enregistreuse et 
argent est la. Dans la mesure o& vous recouvrez de 
argent le premier jour du trimestre, vous le gardez a 
votre disposition pendant trois mois. C’est assez clair en 
soi. Il y a des avantages et des inconvénients. 


Page 3-3, les procédures d’appel, le Livre blanc ne dit 
rien la-dessus. J’imagine que ces procédures seront aussi 
bonnes, sinon  supérieures, que celles qui sont 
actuellement prévues en cas de différend concernant 
Vimpot sur le revenu ou la taxe d’accise. A moins que 
vous n’ayez vous-méme une remarque a faire, c’est 
probablement 1a la partie la plus claire et la plus directe 
de ce petit travail. 


«Couts d’observation»—permettez-moi de vous 
renvoyer encore une fois a la page 106 et a ce que nous 
avons lu ce matin: 


Dans le calcul du revenu imposable d’une entreprise 
aux fins de l’imp6t sur le revenu, les achats et les 
ventes seront enregistrées déduction faite de la taxe. De 
méme, les achats de biens amortissables seront 
enregistrés déduction faite de la taxe et la déduction 
pour amortissement sera calculée sur cette base. 


Nous demandons aux contribuables d’accumuler la 
taxe ou les achats y donnant lieu. Nous leur demandons 
également, lorsqu’ils inscrivent leurs achats sur leur 
registre aux fins de l’impét du revenu, de déduire les taxes 
de ces achats. Et j’ai donc bien l’impression que cela 
ajoutera aux codts d’observation pour la plupart des 
entreprises. 


En outre, plus la taxe devient complexe, plus ces couts 
augmentent. Si un homme d’affaires est obligé de tenir le 
compte des taxes... nous en avons également parlé ce 
matin. .. pour 10 provinces et deux territoires, les cotts 
d’observation risquent d’augmenter encore bien plus. 
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Underground economy: We spent a little time on this 
this afternoon. There is incentive only by consumers or 
businesses with little taxable inputs to attempt to 
manoeuvre around this system. 


The Chairman: That applies to a great number of 
services though. Take the accounting profession. There is 
not very much in the way of expenditures. You use the 
computer you have already written off to do somebody’s 
tax return, and you fill out the government form. Now, 
there is no expenditure. 


Mr. Friedman: Well, unless— 
The Chairman: You get paid in cash. 
Mr. Cassidy: Not to mention lawyers as well. 


The Chairman: Lawyers, of course, all the time. I am 
thinking of one of the chaps in my former law firm who 
does nothing but go to police court-type things. He takes 
only a copy of the Criminal Code—no file or anything. 


Mr. Friedman: I do not want to argue with you, but I 
certainly know that in downtown Toronto, no office 
buildings donate space to accountants and lawyers. There 
are considerable input costs to most professionals. But 
there is only incentive for an accountant or lawyer to do 
something illegal if his or her customer is not another 
business, because if it is another business, they will get 
credit for all the purchases. 


The Chairman: Yes. 


Mr. Friedman: You are correct. If you are a divorce 
lawyer or you do only personal tax or estate planning-type 
work, if you choose to not act within the confines of the 
law, yes, there is opportunity to get around it. But they— 


The Chairman: There is opportunity to get around it in 
the Income Tax Act already. I mean, you just do not 
declare the work for income tax purposes either, the fee. 


Mr. Friedman: Are there lawyers who do this? 
The Chairman: [ am sure there are. 
Some hon. members: Oh, oh! 


Mr. Warner: You may be called before an inquiry. 


The Chairman: I am sure there are. 


Mr. Cassidy: Whenever he speaks like that, he speaks 
the verity. 


The Chairman: I am sure there are probably 
accountants who do it too. That is always there. The 
question is, is this going to increase the incentive to just 
not bother declaring? 


Mr. Friedman: | guess— 


The Chairman: I mean, you put another 8% charge— 
in other words, whatever the tax is, aS another incentive 
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«Economie en noir»: nous en avons un peu parlé cet 
aprés-midi. Seuls les consommateurs ou les entreprises 
ayant des intrants imposables réduits sont tentés d’essayer 
de déjouer le systéme. 


Le président: Cela vaut cependant pour un grand 
nombre de services. Prenez les comptables. Ils n’ont pas 
beaucoup de frais. Tout ce qu'il leur faut c’est un 
ordinateur qu’ils ont déja passé par profits et pertes pour 
préparer la déclaration d’impot d’un client, apres quoi 
vous remplissez le formulaire du gouvernement. Ils n’ont 
donc aucuns frais. 


M. Friedman: Eh bien, a moins que. . . 
Le président: Vous vous fassiez payer en espéces. 
M. Cassidy: Je ne parlerai méme pas des avocats. 


Le président: Les avocats, bien entendu, le font tout le 
temps. Cela me fait penser a l’un des employés de mon 
ancien cabinet qui passe tout son temps dans les cours de 
police. Tout ce qu’il améne avec lui est un exemplaire du 
Code criminel: sans méme de dossier. 


M. Friedman: Je ne voudrais pas vous contredire, mais 
je sais pertinemment que dans le centre-ville 4 Toronto, 
les bureaux qu’occupent les comptables et les avocats ne 
leur sont pas offerts gratuitement. La plupart des membres 
des professions libérales ont des couts d’intrants 
considérables. La seule raison pour laquelle un comptable 
ou un avocat serait tenté de faire quelque chose d’illégal, 
c’est lorsque son client n’est pas une autre entreprise, car 
si c’en est une, tous les achats donnent droit a crédit. 


Le président: Oui. 


M. Friedman: Vous avez raison. Si vous étes avocat 
spécialisé dans les questions de divorce Ou si vous ne vous 
occupez que d’impét des particuliers ou de planification 
successorale, la possibilité d’enfreindre la loi existe. Mais 
WSs ee 


Le président: Cette possibilité existe déja dans la Loi 
sur l’impdt sur le revenu. Vous vous contentez de ne pas 
déclarer vos honoraires aux fins de l’imp6t sur le revenu. 


M. Friedman: Y a-t-il des avocats qui le font? 
Le président: J’en suis certain. 
Des voix: Oh, oh! 


M. Warner: Vous risquez de vous faire convoquer 
devant une commission d’enquéte. 


Le président: Je suis certain que cela arrive. 

M. Cassidy: Quand il parle sur ce ton, il dit toujours la 
vérité. 

Le président: Je suis sir que certains comptables le font 
probablement aussi. La possibilité est toujours présente. 


La question est la suivante: cela va-t-il encourager les gens 
a ne pas se donner la peine de faire une déclaration? 


M. Friedman: Je suppose. . . 


Le président: Vous ajoutez 8 p. 100 a la taxe, ce qui est 
un encouragement supplémentaire pour ne pas faire de 


| 
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to not declare, in which case you do not declare for 
income tax purposes either. 


* 1640 


Mr. Friedman: Yes, | agree with you, and I assume that 
what you have said about lawyers and accountants is Just 
in jest, but there may be other groups that would be more 
likely to do this. The point is, the lower the amount of 
your tax purchases, such as office rents, computers, 
temporary help services, the greater the incentive to do 
this. 1am not sure, but I think there has been some work 
performed in Europe on the underground economy, and 
it is more severe in some countries than in others. 


The Chairman: About a year ago we were doing 
preliminary studies with respect to proposed tax changes, 
and at that particular point it was not indicated that tax 
reform would exclude the sales tax. So John Bulloch was 
here with respect to this particular issue, claiming that 
this type of tax would significantly increase the 
underground economy. I was wondering if you had any 
thoughts on that, the three of you. 


Mr. Hoffman: Well, the evidence on this is pretty 
limited, simply because it is very difficult to measure the 
underground economy. We know that in some countries 
in Europe, some studies indicate the underground 
economy has increased as the VAT rate has gone up; on 
the other hand we also know that in a jurisdiction like 
Hong Kong with a flat income tax rate of 10%, many 
people think income-tax evasion is as high or higher than 
it is in countries like Sweden with very high marginal tax 
rates. 


The survey I have done of research in public finance 
indicates very tenuous links between rates of taxation and 
moves in the underground economy. That does not 
Suggest that they are not there; it just means it is very 
difficult to get hard evidence on it. 


Mr. Cassidy: The two tax filing systems side by side, the 
sales tax and the income tax, will in fact tend to reinforce 
one another, particularly if this is a federal tax, which hits 
a lot more payors than the present manufacturers’ sales 
ax. So people with a business, for example... if they 
‘€port that their business grossed $100,000, even though 
he profit was only a few thousand dollars on their 
ncome tax, that is going to be of some interest to the sales 
ax people if they find out that business was not remitting 
ny sales tax on a turnover of $100,000. 


Mr. Hoffman: You see, you have the auditor coming in 
Ow, looking at two tax calculations. If they do not mesh, 
_€ can see something is wrong. 


[Traduction] 


déclaration, auquel cas vous n’en produisez pas non plus 
aux fins de l’impét sur le revenu. 


M. Friedman: Oui, je suis d’accord avec vous, et je 
présume que vous plaisantiez lorsque vous parliez des 
avocats et des comptables, mais il se peut que d’autres 
groupes soient plus portés a le faire. Ce qui compte c’est 
que plus faible est le montant de vos achats assujettis a 
une taxe, tels que les loyers de bureaux, leg ordinateurs, 
les services d’aide temporaire, plus grande est la tentation 
de le faire. Je n’en suis pas absolument certain, mais il me 
semble que des travaux ont été faits en Europe sur 
Economie au noir, ot le phénoméne est plus répandu 
dans certains pays que dans d’autres. 


Le président: Il y a environ un an nous avons fait des 
études préliminaires sur _ les changements __fiscaux 
envisages, et a l’époque il n’avait pas été précisé que la 
réforme fiscale exclurait la taxe de vente. John Bulloch a 
précisément fait valoir que ce type de taxe accroitrait 
considérablement |’économie au noir. Qu’en pensez-vous, 
tous les trois? 


M. Hoffman: Nous ne _ possédons guére de données 
la-dessus pour la simple raison qu’il est trés difficile de 
mesurer l’importance de l’économie au noir. Nous savons 
que des études montrent que dans certains pays 
européens, cette économie a augmenté en méme temps 
que la TVA; en revanche, nous savons également qu’a 
Hong Kong, ou il existe un taux uniforme de 10 p. 100, 
nombreux sont ceux qui pensent que l’évitement de 
Vimpot sur le revenu est aussi répandu ou plus que dans 
des pays comme la Suéde ot les taux marginaux sont 
extrémement élevés. 


L’enquéte que j’ai fait consacrer a la recherche sur les 
finances publiques révéle l’existence de liens trés ténus 
entre les taux d’imposition et l’importance de l’économie 
au noir. Cela ne signifie pas qu’ils n’existent pas, mais 
tout simplement, qu’il est trés difficile de le prouver. 


M. Cassidy: COte-a-céte, les deux systémes de 
déclaration, de la taxe de vente et de Vimpoét sur le 
revenu, auront en fait tendance a s’étayer mutuellement, 
en particulier s’il s’agit d’une taxe fédérale, qui frappe un 
beaucoup plus grand nombre de payeurs que la taxe de 
vente a la fabrication actuelle. Donc, les propriétaires 
d’une entreprise, par exemple... s’ils déclarent des 
revenus bruts de 100,000 dollars, ils vont attirer 
Vattention des gens qui s’occupent de la taxe de vente si 
ceux-ci s’apergoivent qu’aucune taxe de vente n’a été 
versée sur un chiffre d’affaires d’un tel montant, et cela, 
méme si, aux fins de l’impot sur le revenu, leur profit n’a 
été que de quelques milliers de dollars. 


M. Hoffman: C’est la ou le vérificateur entre en jeu; il 
examine les calculs relatifs a la taxe et a l’impét et s’ils ne 
concordent pas, il peut voir qu’il y a quelque chose 
d’anormal. 


ESa er z 


[Text] 


Mr. Cassidy: They could also match them by computer. 
It is a rather simple thing to match— 


Mr. Hoffman: Yes. 


Mr. Cassidy: —some of that, to spit out the ones that 
seem to be... 


Mr. Hoffman: That seems likely. 


Mr. Friedman: But the dentist who now does not 
report certain income has a greater incentive, because 
now you have added an extra tax on top of it. It may 
either force him to comply or, if he is already not 
complying, push him away even further from doing the 
right thing. So if you are a professional and you now take 
$100 income in cash, put it in your pocket, maybe with 
the tax coming at 8% you would tell you customer: I am 
not going to charge $108; I am only going to charge you 
$104. You are now $4 up on what you were before. 


Mr. Cassidy: Yes, yes. 


Mr. Friedman: The consumer is happy because he is $4 
better off than if he had gone to a bona fide retailer of 
those services. 


Mr. Cassidy: Are you suggesting it is not clear that rate 
is correlated with a degree of avoidance in any 
appreciable degree? 


Mr. Hoffman: There does not seem to be much hard 
evidence to suggest that is the case. 


Miss Nicholson: The advocates of consumption tax 
generally hold out as one of the advantages that no one 
escapes, whereas it is relatively easy to escape income tax, 
they claim. But you would say it is not that black and 
white, or would you? 


Mr. Friedman: If you make all your purchases from 
large department stores and large financial institutions 
and reputable professionals, you will never escape it. If 
you find individuals or small businesses or even large 
businesses willing to take a chance, then you can escape 
it. In fact, we do not know the extent to which people do 
escape it in Europe. It is unfortunate that you do not 
know the extent of it, because if you do not know it is out 
there, how can you measure how much of it is out there 
that you do not know about? It is therefore very difficult 
to come to terms with it, but it is certainly not a perfect 
tax; it is not self-policing and it is not secure. However, to 
the extent that the top 100 or 1000 businesses collect 80% 
to 90% of your revenues, the question most governments 
will ask is whether the leakage is something they can live 
with, whether it is better than the system they now have. 
Nothing is perfect. I guess where we started last night is 
that you are not going to get a perfect system, but the 
question is how close you can get to it. 
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M. Cassidy: Le rapprochement peut également se faire 
par ordinateur. L’opération est assez simple. . . 


M. Hoffman: Out. 


M. Cassidy: ... il est assez simple que de faire des 
rapprochements et d’extraire les cas qui semblent étre. . . 


M. Hoffman: C’est probable. 


M. Friedman: Mais le dentiste qui ne déclare pas 
certains éléments de son revenu est peu motivé a 
rechercher des échappatoires puisque vous avez 
maintenant ajouté une taxe supplémentaire a |’ensemble. 
Ou bien cela le contraint 4 observer les réglements, ou s’il 
les enfreint déja, cela l’incite encore plus a frauder. Donc 
si vous étes professionnel et vous vous mettiez dans la 
poche 100 dollars en espéces, le fait que la taxe passe a 8 
p. 100 vous encouragera peut-étre a dire ceci a votre 
client. Je ne veux vous faire payer 108$; je vous ferai 
simplement payer 104$. Vous vous retrouvez donc avec 
4$ de plus qu’auparavant. 


M. Cassidy: Oui, effectivement. 


M. Friedman: Le consommateur est ravi parce que cela 
lui cote 4$ de moins que s’il avait obtenu ces services 
d’un détaillant de bonne foi. 


M. Cassidy: Voulez-vous dire qu’il n’existe pas 
nécessairement de liens précis entre le taux de taxe et le 
degré d’évitement? 


M. Hoffman: Rien ne prouve vraiment que cela soit le 
cas. 


Mme Nicholson: Les partisans de la taxe a la 
consommation font en général valoir qu’un des avantages 
qu’elle offre est que personne ne peut y échapper, alors 
que, selon eux, il est relativement facile d’éviter l’impot 
sur le revenu. Mais a votre avis, les choses ne sont pas 
aussi tranchées? 


M. Friedman: Si vous faites tous vos achats dans un 
grand magasin, auprés de grandes institutions financiéres 
et de professionnels honorables, vous n’y couperez pas. Si 
vous trouvez des particuliers ou de petites entreprises, ou 
méme des entreprises importantes et qui soient disposées a 
prendre des risques, vous pouvez y échapper. En fait, 
nous ne savons pas dans quelle mesure les gens réussissent: 
a le faire en Europe. II est regrettable que vous ne le 
sachiez pas, car si vous ne savez pas exactement ce qui se 
passe, Comment pouvez-vous mesurer ce que vous ne 
connaissez pas? Il est donc trés difficile de se faire une 
raison la-dessus, mais cette taxe n’est certainement pas) 
parfaite; il n’y a pas d’autre contréle, et pas de sécurité. 
Cependant, dans la mesure ot les 100 ou 1,000 plus 
grandes entreprises recueillent de 80 a 90 p. 100 de vos 
recettes, la question que la plupart des gouvernements sé 
poseront est de savoir si l’importance des échappatoires) 
leur parait tolérable, et si le nouveau systeme est 
préférable au systéme actuel. La perfection n’est pas de ce 
monde. Comme nous l’avons vu en commengant hier 
soir, la question n’est pas d’avoir un systéme parfait, mais, 
d’en avoir un qui soit aussi proche possible de la 
perfection. | 
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Mr. Hoffman: From discussions I have had with tax 
commissions from Europe and from the IMF, which has 
have been involved in the design of tax systems in 
Europe, one thing you learn is that all these countries 
have gone through substantial teething problems. In the 
first year or two, in every European country, there are 
substantial problems with fraud, running several percent 
of total collections it has been estimated. After a year or 
two, however, the revenue authorities themselves are 
accustomed with a new system, they have policemen out 
there. It takes a lot of time and effort to get that system up 
and running just the way you want it, but then the 
percentage of lost revenues due to fraud shrinks pretty 
dramatically. However, there is that teething problem of a 
couple of years of getting taxpayers and the policemen 
working in conjunction with one another. 


Mr. Layton: Mr. Chairman, just as a follow up to that 
remark, is there not an Opportunity here for us to benefit 
from that experience? I mean, must we go through the 
same teething for the same first two years of anticipating a 
maximum fraud period and then working it out? 


Mr. Hoffman: I think you are quite right and I think 
prudence would suggest that a government bringing this 
to fruition would want to look very hard at the education 
process of the Canadian public, would want to look very 
hard at the systems put into place before the system came 
into being. The Opportunity is there for the government 
to benefit from foreign experience. 


Mr. Layton: Would you say that the penalities and the 
Kind of policing that may be necessary in the first two 
years might not be as necessary later? 


Mr. Hoffman: All of these things have to be explored 
long before you put the system into being. 


_ Mr. Dorin: I do not know if it is true or not—maybe 
you could say in fact it is not. It seems to me I heard 
SOmewhere that in the experience of some of the 
European countries or in somebody’s experience—I 
thought it was the British experience—that not only do 
they collect sales tax but their income tax collections have 
‘mproved due to the additional compliance, because for 
ne reason or another they had picked up additional tax 
‘igures. Perhaps that is just a rumor that has no basis, 
10a 


EE 


Mr. Friedman: It is a cross-check—and we talked about 
‘his. If one of your customers wanted an invoice and 
laims a credit using that invoice, and all of a sudden the 
‘upplier says: Oh my God, I have this. I used to send him 
| little piece of paper on the back of a tissue paper with 
1€ invoice and he paid me. All of a sudden he is using 
“lis to get a credit, so maybe it is time to start filing 
/Wcome tax returns. On the other hand he could say: I 
“ave been giving you these pieces of tissue paper and you 
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M. Hoffman: Les discussions que j'ai eues avec des 
commissions fiscales européennes et avec le FMI, qui ont 
Participé a la conception de systemes fiscaux en Europe, 
m’ont appris que tous ces pays ont connu de sérieux 
problemes de croissance. Au cours des deux premieres 
années, tous ces pays européens, sans exception, se sont 
heurtés a de sérieux problémes de fraude représentant 
plusieurs points de pourcentage du total recouvré. Au 
bout d’un an ou deux, cependant, les administrations 
fiscales se sont elles-mémes habituées au nouveau systéme 
qui leur offre un moyen de contréle. II faut beaucoup de 
temps et d’efforts pour mettre en route un tel systéme et 
pour qu’il fonctionne comme vous le désirez, mais il 
permet alors de réduire fort sensiblement le pourcentage 
de recettes perdues a cause de la fraude. Cependant, les 
difficultés de croissance demeurent, et il faut un ou deux 
ans pour habituer les contribuables et ceux qui les 
controlent a travailler en bonne harmonie. 


M. Layton: Monsieur le président, dans la méme veine, 
cela ne nous donne-t-il pas la possibilité de profiter de 
cette expérience? Faut-il vraiment que nous traversions 
les mémes problémes de croissance et que nous passions, 
nous aussi, deux années 4 attendre une période de fraude 
maximum avant de pouvoir régler la question? 


M. Hoffman: Vous avez tout a fait raison et la prudence 
dicte a un gouvernement qui veut mettre en vigueur un 
tel systeme qu'il étudie de trés pres le processus 
d’éducation du public canadien, et qu'il en fasse autant 
des systemes déja en vigueur. L’expérience étrangére existe 
et le gouvernement peut en profiter. 


M. Layton:. Selon vous, les sanctions et le genre de 
controles qui seront peut-étre nécessaires au cours de la 
ou des deux premiéres années ne le seront plus par la 
suite? 


M. Hoffman: Ce sont 1a des questions qu’il faut étudier 
longtemps avant de mettre le systeme en oeuvre. 


M. Dorin: Je ne sais pas si c’est vrai—en fait, ce ne Vest 
probablement pas. Il me semble avoir entendu dire 
quelque part qu’a en croire l’expérience de certains pays 
européens ou de quelqu’un d’autre—je crois qu’il s’agit de 
la Grande-Bretagne—le recouvrement de la taxe de vente 
se fait normalement et s’est en fait amélioré grace a la 
meilleure observation des réglements, car, pour diverses 
raisons, les chiffres ont augmenté. C’est peut-étre une 
rumeur sans fondement, mais. . . 


M. Friedman: C’est une vérification croisée—nous en 
avons déja parlé. Si un de vos clients veut une facture et 
utilise pour obtenir un crédit, et si tout d’un coup, le 
fournisseur déclare: Oh, mon Dieu, voici ce que j’ai. 
Autrefois, j’inscrivais la facture sur un petit bout de 
papier et il me payait. Et voila que tout d’un coup, il 
utilise ce morceau de papier pour obtenir un crédit: il 
serait peut-€tre temps de commencer 4 remplir des 
déclarations d’impét sur le revenu. En revanche. il 
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are an end-user, so we will split the difference and 
continue to have invoicing on tissue paper or on 
whatever. 


As we said before, you can either comply now or in 
fact say not only can I get away with income tax evasion, 
now I try for VAT or GST evasion as well. 


Mr. Waslander: I have some figures here from a study 
of the European experience, which was put out by CFIB. 
The extent of losses that is detectable by audit in 
investigations seems to amount to about 1% to 2% of 
revenues in Europe. 


* 1650 


In France it is estimated that another 6% to 10% of 
VAT revenue goes undetected. This would be largely the 
underground economy, I imagine. The French authorities 
state that, of detectable fraud, 43% is accounted for by the 
omission of taxable transactions; 11% by irregular 
deductions of input tax; 10% by false exports; 5% by early 
input claims and another 5% by failure to pay tax on 
goods and services for personal use. There is certainly 
evidence of a number of substantial leaks in the system. 


Mr. Friedman: This is what they found. 


Mr. Waslander: This is what they found. This is the 
breakdown of detectable fraud. On top of that they 
estimate that there would be another 6% to 10% of 
revenue they are not seeing at all. I have no idea how they 
think they are missing it or what the source of the 
revenue loss is. 


Mr. Friedman: I cannot remember where I have seen 
this and I do not want to cast national dispersions, but the 
propensity to be creative in your tax planning differs 
among countries in Europe. It seems that Canadians as a 
whole tend to be more law abiding than those in most 
other countries. If you use this as a guide, perhaps you are 
not going to have any significant problems. 


You may have problems at the other side. You have 
people who try ways of getting around the system but you 
also have a growing group of practitioners and 
businessmen who say that you parliamentarians have 
given them the rules and now they are going to test the 
boundaries; if you say something is tax free but they have 
something that is slightly different, do they get out of 
paying tax? The other side of it is that you have revenue 
leakage you do not know about and you have also 
something that Finance should be rightly concerned 
about with federal sales tax; somebody is always testing 
security of revenue. 
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pourrait également dire ceci: Et jusqu’a présent, je vous 
remettais mes factures sur de petits bouts de papier et 
comme c’est vous l’utilisateur final, nous allons partager 
la différence et continuer a utiliser des mouchoirs en 
papier ou autre chose pour nos factures. 


Comme je l’ai déja dit, vous avez maintenant le choix: 
ou bien vous observez les reglements, ou bien vous dites 
que non seulement vous pouvez pratiquer impunément 
Vévasion fiscale, mais essayer d’en faire autant pour la 
TVA ou la TBS. 


M. Waslander: J’ai devant moi quelques chiffres extraits 
d’une étude sur l’expérience européenne, publiée par le 
CFIB. Les vérifications établies au cours d’enquétes ont 
permis de déterminer que les pertes semblaient étre de 
Vordre de 1 a 2 p. 100 des recettes en Europe. 


En France, on estime qu’un autre 6 a 10 p. 100 des 
recettes de TVA sont ainsi perdues. La grande responsable 
en est l’économie au noir, j’imagine. Selon les autorités 
francaises, sur le total des fraudes repérables, 43 p. 100 
sont dues a l’omission de transactions taxables; 11 p. 100 a 
des déductions irréguliéres de la taxe des intrants; 10 p. 
100 a de fausses exportations; 5 p. 100 a des demandes 
précoces de remboursement pour des intrants, et 5 p. 100 
au non-paiement de la taxe sur les biens et services a 
usage personnel. Le systeme offre manifestement de 
nombreuses €échappatoires. 


M. Friedman: C’est ce qui a été constaté 


M. Waslander: C’est exact. C’est ainsi que se décompose 
la fraude décelable. En plus de cela, les autorités 
francaises estiment qu’il existe 6 a 10 p. 100 des recettes 
supplémentaires qui passent totalement inapercues. Je ne 
sais pas du tout comment ils savent que ces recettes leur 
échappent ni quelle est la source de la perte de recettes. 


M. Friedman: Je ne me souviens pas ow j’ai vu cela et 
je ne voudrais pas calomnier d’autres pays, mais la 
tendance a une certaine créativité dans la planification 
fiscale varie entre les divers pays européens. I] me semble 
que, dans l’ensemble, les Canadiens ont tendance a étre 
plus respectueux des lois que les habitants de la plupart 
des autres pays. Si vous prenez cela comme point de 
départ, peut-étre n’aurez-vous pas de problémes sérieux. 


C’est a l’autre bout que vous risquez d’avoir des 
problémes. Il y a des gens qui essaient de contourner le 
systeme, mais il y a également un groupe croissant de 
praticiens et de gens d’affaires qui disent que c’est vous, 
les parlementaires, qui leur avez donné les réglements et 
qu’ils vont maintenant en tester les limites; si vous dites 
que quelque chose n’est pas taxable, mais s’ils ont quelque 
chose qui n’est que légérement différent, échappent-ils 4 
la taxe? Le revers de la médaille, c’est qu’il y a des pertes 
de. recettes dont vous n’étes pas au courant et que 
quelqu’un est toujours prét a voir jusqu’ou on peut aller, 
et c’est la quelque chose qui devrait justement préoccuper 
les Finances en ce qui concerne la taxe de vente fédérale. 
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Mr. Cassidy: Could I just ask a question about that. Is 
there any evidence that the national sales tax, BTT or 
VAT, is more immune to that testing of boundaries than 
the kind of retail sales taxes we have had in Canada? 


Mr. Friedman: It depends. If you are going to say that 
basic groceries include six doughnuts but one to five are 
taxable, then you are going to have problems, but if you 
have clear boundaries, then you are not. It depends on the 
rules you decide to set. As we said last night, if you decide 
to tax everything and to provide credits for everything, 
you are not going to have any problems. 


Mr. Weyman: There is a clear boundary between 
unsalted peanuts and salted peanuts. 


Mr. Friedman: What is a salt substitute? Is it still an 
unsalted peanut if I put a salt substitute on the peanut? I 
am just throwing that out as the kinds of things that will 
be, for want of something better to say, a waste of 
taxpayers’ money because you will defend those cases. The 
clearer you can make those guidelines—and I sound like a 
broken record—the less grief you will have in that area. 


Mr. Cassidy: The next stage in pizza technology is that 
you will be able to buy a frozen pizza; there will be a 
microwave and when you sit for a minute and look at it, 
you get a hot pizza. 


Mr. Layton: They now have become a restaurant and 
we could charge them tax. 


Mr. Friedman: This _ is already happening in 
convenience stores where you can take a pizza out of the 
cooler and throw it in the microwave after you have paid 
for it. 


Mr. Cassidy: After you pay for it, yes. 
Mr. Friedman: That is right. It just happens to be there. 


Mr. Cassidy: But if you put it into a mortgage payment, 
7Ou pay sales tax, is that right? 

Mr. Friedman: Then it is a restaurant. You have just 
llustrated— 


! Mr. Wood: In Toronto, there are some delicatessens 

where, if you buy the sandwich made up, it could be 
ubject to tax, but if all they give you is the roll and then 

‘ive you the meat and sell you those separately, there is 
O tax. 


Mr. Friedman: That is basic groceries. 


: Mr. Wood: It depends on how it is delivered to the 
onsumer. 


| Mr. Cassidy: We could have a high-class restaurant on 
l€ top of the CN Tower where you make your own. 


| 
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M. Cassidy: Permettez-moi de poser une question a ce 
sujet. Est-il prouvé que la taxe de vente nationale, la TTC 
ou la TVA, est mieux protégée contre ce genre de 
tentative que les taxes de vente au détail que nous avons 
eues au Canada? 


M. Friedman: Cela dépend. Si vous dites que six 
beignes font partie du panier de la ménagére, mais que un 
a cing seulement sont taxables, vous allez avoir des 
problémes; par contre, si les limites sont bien établies, 
vous n’en aurez pas. Cela dépend des régles que vous 
décidez de fixer. Comme nous l’avons dit hier soir, si vous 
décidez de tout taxer et d’offrir des crédits pour tout, vous 
n’aurez aucune difficulté. 


M. Weyman: La distinction entre les arachides non 
salées et les arachides salées est tout a fait nette. 


M. Friedman: Qu’est-ce qu’un succédané de sel? S’agit- 
il encore d’une arachide non salée si j utilise un substitut 
de sel? Je vous donne simplement cela comme exemple 
du genre de choses que je qualifierais, A défaut d’autre 
chose, de gaspillage de l’argent du contribuable, car ce 
sera la le genre d’affaires que vous serez appelés a 
défendre. Plus vos lignes directrices sont claires—c’est un 
leitmotiv chez moi—moins vous aurez de difficultés dans 
ce domaine. 


M. Cassidy: La prochaine étape de la technologie de la 
pizza vous permettra de l’acheter congelée, vous 
disposerez d’un four 4 micro-ondes et au bout d’une 
minute, vous aurez une pizza chaude. 


M. Layton: L’établissement devient ainsi un restaurant, 
et nous pourrions lui imposer une taxe. 


M. Friedman: C’est déja ce qui se passe dans _ les 
magasins qui vendent des plats minute, of vous pouvez 
sortir une pizza du réfrigérateur et la mettre au four A 
micro-ondes apreés l’avoir payée. 


M. Cassidy: En effet. 


M. Friedman: C’est exact. Il se fait tout simplement 
qu’il est la. 


M. Cassidy: Mais si vous vous servez de votre argent 
pour payer une hypothéque, vous payez une taxe de 
vente, n’est-ce pas? 


M. Friedman: I] s’agit 14 d’un restaurant. Vous venez 
justement de montrer. . . 


M. Wood: A Toronto, il existe des magasins de mets 
fins OU vous pouvez acheter un sandwich tout préparé qui 
pourrait €tre soumis a une taxe de vente, mais si tout ce 
qu’on vous donne, c’est le petit pain et puis la viande, et 
qu’on vous les vend séparément, il n’y a pas de taxe. 


M. Friedman: II s’agit de produits d’épicerie de base. 


M. Wood: Cela dépend de la maniére dont ils sont 
livrés au consommateur. 


M. Cassidy: Nous pourrions avoir un restaurant de 
grande classe au sommet de la Tour du CN ot vous 
pourriez préparer vos propres sandwichs. 
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Mr. Weyman: Mr. Chairman, the question we are 
always asking ourselves—and perhaps Mr. Cassidy knows 
the answer—is whether edible underwear is a_ basic 
grocery. 


Mr. Cassidy: Does that not come under Bill C-54? 


“N6SS 
The Chairman: Let us carry on. 


Mr. Friedman: I[ think, Lorey, it is a direct function of 
rate, and it is not clear, if you have a 25% VAT in 
Canada, whether you would have more of an 
underground economy than at 10%. I personally think 
you would. Even I might be tempted to... You know, 
25% or 20% is a big tax so there has to be... In France, 
for example—they have pulled it back now—the VAT on 
car rentals was 33% and it got to the point where people 
would rent cars in other countries because of the high 
rate of tax. So the question then becomes: is there a point 
at which people are more willing to take a risk? 


Mr. Cassidy: What is our experience now? We have a 
21% combined rate of federal and provincial sales tax on 
goods subject to the NST. To what extent are there various 
kinds of evasion and avoidance where we already have 
quite high levels of combined tax? 


Mr. Friedman: Where do you get the 21%? 


Mr. Cassidy: The 7% or 8% compounded on top of the 
12% federal sales tax. 


Mr. Friedman: Generally, except in unique situations, 
the manufacturer or wholesaler will pay the federal sales 
tax, will bury it, and the provincial sales tax is collected 
by somebody else. 


Mr. Cassidy: They are too far apart to be seen as 
coming together. ; 


Mr. Friedman: That is right. If you went out on 
Parliament Hill and grabbed the first person you found 
and asked how much in taxes there is on the car he just 
bought, he would say he just paid 7% to Ontario on his 
$20,000 car. He might be very surprised that the dealer 
cost also attracted a 12% federal sales tax, a $100 excise 
tax for an air conditioner, $100 for an overweight tax, and 
a 10¢ lighter tax. It is hidden. I think Peter alluded to 
there being some incentive: even if you did not have to, 
maybe it makes more sense to bury one tax and show the 
other tax. 


I really believe—and this is why it is important that we 
talked about it this morning—that to the extent taxpayers 
perceive that the tax is fair to everybody, that it applies to 
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M. Weyman: Monsieur le président, la question que 
nous nous posons constamment—et peut-étre M. Cassidy 
connait-il la réponse—est de savoir si les sous-vétements 
comestibles constituent un produit d’épicerie de premiére 
nécessité. 

M. Cassidy: Cela ne reléve-t-il pas du projet de loi 
C-54? 


Le président: Continuons. 


M. Friedman: Je crois, Lorey, que c’est directement 
fonction du taux, et il n’est pas certain que si la TVA était 
fixée a 25 p. 100 au Canada, au lieu de 10 p. 100, 
économie au noir serait plus importante. 
Personnellement, je crois qu’elle le serait. Je serais méme 
tenté de... Vous savez, 20 ou 25 p. 100, c’est une taxe 
importante, et il est donc inévitable que... En France, 
par exemple—ils l’ont réduite depuis—la TVA sur la 
location d’automobile était de 33 p. 100, et on était arrivé 
au point ot les gens louaient des voitures dans d’autres 
pays a cause de cette taxe. La question devient donc la 
suivante: a partir de quel point les gens sont-ils plus 
disposés a prendre des risques? 


M. Cassidy: Que se passe-t-il chez nous? Nous avons un 
taux combiné de taxe de vente fédérale et provinciale de 
21 p. 100 sur les produits soumis a la TVN. Dans quelle 
mesure y a-t-il des cas d’évasion et d’évitement fiscal, 
puisque cette taxe combinée atteint déja un niveau fort 
éleve? 

M. Friedman: Ou avez-vous trouvé ces 21 p. 100? 


M. Cassidy: Les 7 ou 8 p. 100 ajoutés a la taxe de vente 
fédérale de 12 p. 100. 


M. Friedman: En général, sauf cas exceptionnels, le 
fabricant ou grossiste paie la taxe de vente fédérale, 
Vincorpore au reste, et la taxe de vente provinciale est 
recouvrée par quelqu’un d’autre. 


M. Cassidy: Il y a trop d’écart entre elles pour qu’elles 
puissent étre regroupées. 


M. Friedman: C’est exact. Allez donc sur la colline du 
Parlement, attrapez la premiére personne rencontrée et 
demandez-lui quel est le montant des taxes qu’il a payé 
sur la voiture qu’il vient d’acheter, et vous verrez qu'il 


vous répondra qu’il a seulement payé 7 p. 100 a |’Ontario. 


pour son automobile de 20,000$. Il serait sans doute fort 
surpris d’apprendre que le cout du _ concessionnaire 
comprend également une taxe de vente fédérale de 12 p. 
100, une taxe d’accise de 100$ pour un climatiseur, 1008 
pour une taxe de surcharge, et 10c. pour une taxe suf 
Vallume-cigare. Tout cela est caché. Je crois que Peter a 
fait allusion a l’existence d’une incitation a la fraude: 
méme si vous n’étiez pas obligés de le faire, il serait 
peut-étre plus logique de camoufler une taxe et de monter 
Vautre en épingle. 


Je demeure convaincu—et c’est pourquoi il est 
important que nous en ayons parlé ce matin—que dans la 
mesure ow les contribuables ont le sentiment que la taxe 
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everybody in the country, they are less likely to avoid tax 
than if they say, hey, so-and-so is getting a break from 
this. That fairness is very important, and that is just an 
instinctive reaction. 


That is the end of administration and compliance. We 
are going to spend the next several hours going into 
segmented industries, and I wonder whether it might not 
be an opportune time for a five-minute or two-minute 
break. 


The Vice-Chairman: Sure. We will take a five-minute 
break and ask you to come back. 


The chairman has asked me to take over the Chair. He 
has indicated that we should be here till 6 p.m., but I have 
something else at 6 p.m so we will make it an early 6 
p.m., like 5.40 p.m. or something. 
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The Vice-Chairman: Let us continue the process, 
zentlemen, ladies. I am advised that we now turn to 
chapter 4, the sector questions, “Small Business”. 


Mr. Waslander: The committee has received a few 
oriefs from various sectors, in particular from the large 
‘ities and the transportation sector. I have made some 
1otes about the issues that were raised. There is a paper I 
vanted to hand out at this point. One of the items 
soncerns small business. Because it is well established that 
‘ompliance costs are relatively large for small businesses, I 
lave listed a number of ways in which small businesses 
an be given relief in terms of reducing the accounting 
yurden, paying a fee, simplifying the sales tax calculation, 
‘nd so on. So there is a handout you may want to use. 


_ The other items are listed at the beginning of the note. 
‘hey concern municipalities and other government 
odies: the transportation sector, in particular; 
Aternational shipment of goods; the question of taxing 
‘Nancial institutions; and periodicals, which is an issue 
oMcerning taxing of imports. Therefore the first and the 
urth are based on my own research of sales tax issues. 
wo, three, and five are based on briefs that the 
mimittee has received to date. 


_ Mr. Friedman: Having given you the basics, you can 
Ww quickly recognize that most of the sectors are built 
don the fundamentals, and that while their issues are 
/ecific, they still relate to how the system itself operates. 


| 
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est juste pour tous, et qu’elle s’applique a tous les 
habitants de ce pays, ils seront moins tentés d’éviter de la 
payer que s’ils peuvent se dire: dites donc, un tel y coupe, 
lui. Cette équité est trés importante, car il s’agit la d’une 
réaction instinctive. 


Nous en sommes venus a la fin de l’administration et 
de l’observation. Nous allons consacrer les prochaines 
heures aux divers secteurs industriels, et il serait peut-étre 
bon de nous accorder une interruption de cing minutes, 
ou de deux minutes. 


Le __vice-président: Certainement. Nous  allons 
interrompre la séance pendant cinq minutes et nous vous 
invitons a revenir ensuite. 


Le président m’a demandé de le relever. Il m’a dit que 
nous devrions rester ici jusqu’a 18 heures, mais j’ai un 
autre engagement a cette heure-la, et nous nous arréterons 
donc un peu plus tét, 4 17h40, par exemple. 


Le vice-président: Poursuivons, mesdames et messieurs. 
On me dit que nous passons maintenant au chapitre 4, les 
questions sectorielles, «la petite entreprise». 


M. Waslander: Le Comité a regu quelques mémoires de 
divers secteurs, en particulier des grandes villes et du 
secteur des transports. J’ai pris en note certains des 
problémes soulevés. J’aimerais distribuer un document. 
Un des points touche la petite entreprise. Etant donné 
qu'il est bien établi que les coats du respect de la loi sont 
relativement élevés pour les petites entreprises, j’ai 
énuméré un certain nombre de facgons dont on peut 
soulager les petites entreprises en réduisant le fardeau 
comptable, en payant des honoraires, en simplifiant le 
calcul de la taxe de vente, et ainsi de suite. Il y a donc un 
document qui vous sera peut-étre utile. 


Les autres points sont énumérés au début de la note. Ils 
portent sur les municipalités et les autres organismes 
gouvernementaux, en particulier le secteur des transports, 
Vexpédition internationale de marchandises, la question 
des impots sur les institutions financiéres et les 
périodiques, probleme touchant la taxe sur les 
importations. Le premier et le quatriéme point se fondent 
donc sur ma propre recherche sur les problémes de la 
taxe de vente. Les points deux, trois et cing se fondent sur 
des mémoires que le Comité a recus a ce jour. 


M. Friedman: Puisque vous avez maintenant l’essentiel, 
vous pouvez facilement vous rendre compte que la 
plupart des secteurs sont construits sur les points 
fondamentaux, et que, bien que les problémes soient 
particuliers, ils portent néanmoins sur le fonctionnement 
du systeme lui-méme. 
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Mr. Wood: We are now on 4-1, “Small Business”. This 
is really just a summary of the points you want to keep in 
mind in considering the treatment of small business. 


The paper proposes a filing advantage for small 
business. The proposal is that if one has less than $6 
million in annual sales, then one would file quarterly 
rather than monthly; and if you were very small, less than 
$50,000 in sales or less than $1,000 in net tax, then you 
would qualify for an annual return. So there is some 
filing advantage proposed. 


The other thing to keep in mind is that the complexity 
for small business is a direct function of the number of 
exemptions and rates built into the system. 


4 in 


We saw earlier, for instance, if a small business sells 
some exempt goods, some taxable goods and some tax-free 
goods, that would result in some proration being required, 
and an additional paper burden on the small business. 
Multiple rates similarly require an _ additional 
administrative burden on the small business. To the extent 
that the federal base varies from the provincial base is an 
additional burden on the small business. If one level taxes 
salted peanuts and the other one does not, then obviously 
the clerk at the cash register will have to be well educated, 
in order to calculate the proper amount of tax. 


I think we should also bear in mind that, under a 
multi-stage sales tax, it is both the sales side and the 
purchases side where the complexity can occur, because 
not Only does he have to calculate tax on his sales, he also 
has to calculate the credit he is entitled to. If everything is 
taxable, it will be nice and simple. But if there are some 
exemptions and different rates involved, he will have 
different pools of tax, which he will have to segregate and 
add up, to determine the credit he wants. 


The Vice-Chairman: Peter, is that not right on the 
invoice he will have received from his supplier? 


Mr. Wood: It depends on whether it is a goods and 
services tax, where there may not be invoices or no 
invoice requirement. Under a credit invoice, a traditional 
VAT, there is always an invoice and it is shown on the 
invoice. 


The Vice-Chairman: There has 
between those two figures. 


to be compliance 


Mr. Wood: It is right there. But under a goods and 
services tax, there would be no _ explicit invoice 
requirement. In some cases, it might be just a cheque, a 
written contract or something other than the invoice, and 
then you will have to sort out the implicit tax in that 
number. 
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M. Wood: Nous en sommes rendus a 4-1, «la petite 
entreprise». Il s’agit en fait d’un résumé des points dont il 
faut tenir compte pour étudier le traitement de la petite 
entreprise. 


Le document propose d’accorder aux petites entreprises 
un avantage en ce qui touche les déclarations. II est 
proposé que si le chiffre d’affaires annuel est inférieur a 6 
millions de dollars, les déclarations soient trimestrielles 
plut6t que mensuelles; dans le cas des trés petites 
entreprises, un chiffre d’affaires de moins de 50,000$, ou 
moins de 1,000$ de taxe nette, alors l’entreprise pourrait 
présenter une déclaration annuelle. On propose donc un 
certain avantage au chapitre des déclarations. 


L’autre chose qu’il ne faut pas oublier, c’est que la 
complexité pour la petite entreprise est directement 
fonction du nombre d’exemptions et de taux que 
comporte le systéme. 


Nous avons vu tout a l’heure, par exemple, que si une 
petite entreprise vend des marchandises exemptées, des 
marchandises taxables et des marchandises non taxables, il 
faudrait établir un certain prorata, ce qui entrainerait des 
écritures supplémentaires pour la petite entreprise. De 
méme, les taux multiples imposent un _fardeau 
administratif supplémentaire aux petites entreprises. Les 
variations entre l’assiette fédérale et l’assiette provinciale 
constituent également un fardeau pour les _ petites 
entreprises. Si un palier de gouvernement taxe les 
cacahuétes salées, mais que l’autre ne le fait pas, alors le 
commis a la caisse devra étre bien formé pour calculer la 
taxe correcte. 


Je crois que nous devrions également nous rappeler 
qu’en vertu de la taxe de vente multi-stades, il peut y 
avoir des complexités autant du cété des ventes que du 
coté des achats, car il faut non seulement calculer la taxe 
sur les ventes, mais aussi le crédit auquel on a droit. Si 
tout est taxable, il n’y aura pas de probleme. Mais s’il y a 
des exemptions et des taux différents, il y aura des réserves 
différentes de taxes qu’il faudra distinguer et additionner 
pour déterminer le crédit désiré. 


Le vice-président: Peter, est-ce que cela ne figure pas 
sur la facture regu du fournisseur? 


M. Wood: S’il s’agit d’une taxe sur les biens et services, 
il se peut qu’il n’y ait pas de facture ou qu’aucune facture 
ne soit nécessaire. S’il s’agit d’une facture de crédit, d’une 
TVA traditionnelle, il y a toujours une facture, et cela 
figure sur la facture. 


Le vice-président: Les deux chiffres doivent concorder. 


M. Wood: C’est 1a. Mais en vertu d’une taxe sur les” 
biens et services, il n’y aurait aucune exigence explicite 
touchant les factures. Dans certains cas, il pourrait s’agit, 
tout simplement d’un chéque, d’un contrat écrit ou de: 
quelque chose d’autre que la facture, et alors, il faudra. 
distinguer la taxe implicite dans ce chiffre. | 
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I think it is easier to accommodate exemptions and 
different rates in a credit invoice system because it is 
explicitly stated that the small business at least can track 
it, even though there is an additional compliance burden 
on him. 


Mr. Friedman: By the way, in most countries, if the 
invoice is under $100, 50 pounds or whatever the amount, 
it is enough for the supplier just to say tax included or 
this invoice includes tax. But that again says to the small 
businessman who makes the purchase, I have two kinds of 
invoices, I can have the tax explicit or buried in smaller 
invoices. That is an extra computation the small 
businessman will perhaps have to make. 


Mr. Wood: This is on a point Andy had made earlier, 
that it is possible the small business’s cashflow might be 
improved. Think of a business where they are in cash 
sales, and they are collecting the tax, they get the tax, they 
keep it until they turn it into the government, which may 
be as much as a year later, and most often quarterly. So 
there can be a cashflow advantage to the small business. 


There could also be some simplification of obtaining 
tax relief. For instance, under the current federal sales tax 
regime, there is a small business threshold of $50,000. If 
the person manufactures goods and does not have sales in 

excess of $50,000, he does not have to pay anything on the 
Sales side. He is, however, still entitled to relief on the 
input side for production equipment, but he has to know 
enough to file a refund claim, because only if he files a 
refund claim does he get the tax back. Small businesses 
are often not equipped with the professional advisers to 
‘tell them they have to go through this process, and often 
‘miss many of the federal and provincial exemptions 
available to them, because they do not understand the 
‘rules. 


__ The Vice-Chairman: The $50,000 is rigid. If he makes 
‘two sales in the year, one for $1,000 and the other for 
$49,000, there is no tax to collect and to remit on the 
-$49,000, but he can collect on the rebate or on the credit 
for the taxes on goods he bought. 


| Mr. Wood: It is limited to production equipment. 


Mr. Friedman: There is no association. If he chooses to 
set up eight companies, he can sell up to $50,000 in each 
of those eight companies, and still not pay federal sales 
lax, but at 12% the advantage is only $6,000 per company. 
There is currently no associated rules for— 


{ 


The Vice-Chairman: The trade-off there is that the 
‘sovernment has no compliance, collecting or any other 
»roblems; otherwise it seems kind of generous towards the 
‘mall operator. Was it intended to be so generous? 


[Traduction] 


Je crois qu’il est plus facile de tenir compte des 
exemptions et des taux différents dans un systeme de 
facture de crédit, car il est explicitement énoncé que la 
petite entreprise peut au moins la retracer, méme si cela 
impose un fardeau supplémentaire. 


M. Friedman: En passant, dans la plupart des pays, si la 
facture est inférieure a 100$, 50 livres, ou quelque autre 
montant, il suffit que le fournisseur déclare que la taxe est 
incluse Ou que la facture inclut la taxe. Mais cela veut 
toujours dire pour le petit entrepreneur qui fait l’achat 
qu'il y a deux sortes de factures, que la taxe peut étre 
explicite ou cachée dans de petites factures. C’est la un 
calcul supplémentaire que le petit entrepreneur devra 
peut-étre faire. 


M. Wood: J’aimerais revenir 4 ce que Andy disait tout 
a l’heure, a savoir qu’il est possible que les mouvements 
de trésorerie de la petite entreprise soient augmenteés. 
Pensons a une entreprise qui fait des ventes au comptant 
et qui pergoit la taxe; elle recoit la taxe et la conserve 
jusqu’a ce qu’il soit temps de la remettre au 
gouvernement, Ce qui pourrait étre méme une année plus 
tard, et le plus souvent un trimestre plus tard. II peut 
donc y avoir un avantage au titre des mouvements de 
trésorerie pour la petite entreprise. 


Il pourrait également étre un peu plus simple d’obtenir 
Vallégement. Par exemple, dans le cadre du régime actuel 
de taxe de vente fédérale, le seuil de la petite entreprise est 
de 50,000$. Si quelqu’un fabrique des biens et si ses ventes 
ne dépassent pas 50,000$, il n’a rien a payer du cété des 
ventes. Il a toutefois droit a l’allégement du cété des 
intrants pour l’équipement de production, mais il doit 
€tre au courant qu’il faut présenter une demande de 
remboursement, sans quoi la taxe ne lui sera pas remise. 
Souvent, les petites entreprises n’ont pas les conseillers 
professionnels qui peuvent leur dire de procéder ainsi et 
ne tirent pas parti de bon nombre des exemptions 
fédérales et provinciales auxquelles elles ont droit, parce 
qu’elles ne comprennent pas les régles. 


Le vice-président: Ce chiffre de 50,000$ est fixe. Si 
quelqu’un fait deux ventes dans l’année, l’une de 1,000$ et 
Vautre de 49,000$, il n’y a aucune taxe a percevoir et a 
remettre sur les 49,000$, mais il peut percevoir le rabais 
ou le crédit pour les taxes sur les biens qu’il a achetés. 


M. Wood: Cela ne 
production. 


touche que le matériel de 


M. Friedman: II n’y a pas d’association. Si quelqu’un 
choisit de constituer huit sociétés, il peut vendre jusqu’a 
50,000$ dans chacune de ces huit sociétés sans payer de 
taxe de vente fédérale, mais a 12 p. 100, l’avantage n’est 
que de 6,000$ par société. Il n’y a actuellement aucune 
régle touchant l’association. . . 


Le vice-président: En contrepartie, le gouvernement 
n’a pas a s’occuper du respect de la loi, de la perception, 
ou de quelque autre probleme; autrement, cela semble 
assez généreux envers le petit entrepreneur. Est-ce que 
c’est intentionnel? 
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Mr. Friedman: It was intended to avoid the amount of 
paperwork where, for $6,000 a year, each of these 
organizations is going to file returns. You are going to 
have more police people, etc. 


wi iD 


They have changed it. In the past you could get an 
outright exemption; now you have to pay the federal sales 
tax on purchase of production equipment and apply for a 
refund. I suspect a lot of companies qualifying for $50,000 
started making sales of $100,000, $200,000, and $300,000 
and never began to pay the federal sales tax, but they were 
still getting credit for purchases. This way the government 
has some way of controlling if they still make the $50,000 
test. 


Mr. Wood: To the extent that there is a broad base and 
the small business gets a refund on everything they 
purchase, they are very likely to obtain a full tax relief. In 
the current system or in the provincial sales tax systems, 
they are likely to miss some. 


The other point to keep in mind is that small 
businesses sell to different levels of trade. If they sell only 
to consumers it is not so much of a problem as when they 
sell to other businesses who would want a tax credit for 
the purchase. If a small business were exempt, the next 
fellow up the chain who bought from the small business 
would not be able to get a credit and the small business 
might be placed at a disadvantage vis-a-vis the larger 
business in the system. There is general pressure from 
customers on small businesses to participate in the system. 


One of the approaches used in Europe, as Andy 
alluded to earlier, was that you are not in the system 
unless you exceed some threshold. In the U.K. the 
equivalent of $50,000 was mentioned. Andy also talked 
about the proposal of $5,000 in Canada. The paper 
indicates that the threshold depends on the form the 
multi-staged sales tax takes. A goods and services tax, 
because there is no explicit invoicing requirement, 
requires a smaller threshold so there will not be leakage 
in the system for the next guy buying from the small 
business. If he bought from a very small business, he 
should not be entitled to a credit for the purchase. For 
example, if the threshold were $100,000, there would 
likely be more leakage in the system than if the threshold 
were $5,000. 


There are a number of problems surrounding any 
threshold. I have seen a couple of articles on the one in 
the U.K. A hairdresser has shown she has $50,000 in sales 
and does not want to expand or add anyone else to the 
business. If she goes over that amount, she is taxed on 
everything. It could be viewed as a barrier to growth. On 
the other hand, a business down the road at $55,000 in 
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M. Friedman: L’intention était d’éviter la paperasse, les 
déclarations que chacune de ces organisations devrait faire 
pour 6,000$. Il faudrait davantage de policiers, etc. 


Il y a eu une modification. Autrefois, on pouvait 
obtenir une exonération pure et simple; maintenant, il 
faut payer la taxe de vente fédérale sur l’achat de matériel 
de production et demander un remboursement. J’imagine 
que bon nombre d’entreprises qui étaient sous le plafond 
de 50,000$ ont commencé 4 faire des ventes de 100,000$, 
200,000$ et 300,000$ et n’ont jamais commencé a payer la 
taxe de vente fédérale, tout en recevant le crédit pour les 
achats. De cette fagon, le gouvernement dispose d’une 
facon de vérifier si les entreprises se conforment toujours 
au critére des 50,0005. 


M. Wood: Dans la mesure ou il y a une assiette large et 
ou la petite entreprise obtient un remboursement sur tout 
ce qu’elle achéte, elle risque fort d’obtenir un plein 
allégement fiscal. Dans le systéme actuel, ou dans les 
systémes provinciaux de taxe de vente, elle risque d’en 
rater quelques-uns. 


L’autre point qu’il ne faudrait pas oublier, c’est que les 
petites entreprises vendent a des paliers de commerce 
différents. Si elles vendent uniquement aux 
consommateurs, le probleme est moins grand que 
lorsqu’elles vendent a d’autres entreprises qui voudront 
un crédit de taxe pour l’achat. Si une petite entreprise est 
exonérée, le prochain maillon de la chaine qui achete de 
cette petite entreprise ne pourra pas obtenir un crédit, et 
la petite entreprise sera peut-étre désavantagée par rapport 
aux grandes entreprises dans le systéme. Les clients 
exercent une pression générale sur les petites entreprises 
pour qu’elles participent au systéme. 


Une méthode utilisée en Europe, dont Andy a parleé 
tout a l’heure, c’est qu’on n’entre pas dans le systéme en 
bas d’un certain seuil. Au Royaume-Uni, on a mentionné 
Véquivalent de 50,000$. Andy a également parlé de la 
proposition de 5,000$ faite au Canada. Selon le document, 
le seuil dépend de la forme que prend la taxe de vente 
multi-stades. Une taxe sur les biens et services, lorsqu’il 
n’y a pas d’exigence explicite touchant les factures, exige 
un seuil plus bas pour qu’il n’y ait pas de fuite dans le 
systeme pour celui qui achéte de la petite entreprise. S’ll 
achéte d’une trés petite entreprise, il ne devrait pas avoit 
droit 4 un crédit pour cet achat. Par exemple, si le seuil 
est de 100,000$, il y aura vraisemblablement plus de fuites 
dans le systéme que si le seuil est fixé a 5,000. 


i 


N’importe quel seuil comporte un certain nombre de 
problémes. J’ai vu quelques articles sur celui du Royaume. 
Uni. Une coiffeuse a déclaré qu’elle a 50,000$ de ventes € 
qu’elle ne veut pas d’expansion ni ajouter qui que ce sol. 
a l’entreprise. Si elle dépasse cette somme, elle est taxét 
sur tout. Cela pourrait étre considéré comme un obstack 
a la croissance. D’autre part, l’entreprise dont les ventes S! 
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sales instead of $49,999 will feel they are treated unfairly 
vis-a-vis the business with the threshold exemption. 


Larger thresholds give rise to the possibility of 
avoidance. If you have a $100,000 threshold and multiple 
companies, try to keep them disassociated and take 
multiple advantage of the threshold. Certain avoidance 
rules are necessary when everyone has a threshold of any 
size. 


We have been told several times from the U.K., on the 
identification problem, that people wanted to participate 
although they were below $50,000 in sales so their 
customers would believe they had $50,000 in sales. 
Examples given to us by the U.K. people were barristers 
and solicitors who did not want to admit they had less 
than $50,000 in sales. They would register in the system 
and issue tax invoices so the customer would believe they 
were doing well. 


Mr. Dorin: Where are all the lawyers when you need 
them? They are not here today to hear this. 


Mr. Wood: As we mentioned earlier, for provincial 
Sales tax there is no small business concession except a 
filing period. Once you are carrying on business, you are 
in the system and it does not matter if it is $1,000 in sales 
or $50,000 in sales. You are in the system and required to 
collect. 


° 1720 


The other concession given by the provinces, and also 
proposed in the government document, is that businesses 
get a collection fee by the provinces, although there are 
some exceptions, depending on size. There is a suggestion 
in the government paper on page 37 that small businesses, 
recognizing their limited administrative resources, should 
receive a collection fee from the government. This could 
de done in a manner similar to the compensation 
orovided by provinces under the retail sales tax system. So 
vhere is some suggestion that there would be some sort of 
1 collection fee. 


’ 
i 


| In the New Zealand concession to small business, they 
ave a cash basis option. If you are very small, you just 
'vorry about your cash. You get taxed on the cash you 
‘eceive, and you get a deduction for the cash that you pay 
vut. It is therefore a matter of adding up your bank 
eceipts and looking at the cheques you have written. That 
‘Ould simplify things for a small business. The proposals 
€re, as you know, are on a full accrual basis, not on a 
ash basis. So as the proposals stand, the cash basis option 
‘ould not be available to the small business, even though 
has been made available in other countries. 


' In your research director’s handout, there is a 
siscussion of some of the other Options and the ones we 
‘ave just discussed. He talks about the threshold for 


gistration. There is the fee question; the government is 
i 
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chiffrent a 55,000$ plutét qu’a 49,999§ se sentira victime 
d’une injustice par rapport a celle qui reste en deca du 
seuil d’exonération. 


Un seuil plus élevé donne lieu 4 la possibilité 
d’évitement. Dans le cas d’un seuil de 100,000$, si on a 
plusieurs entreprises, on tente de les conserver a part et de 
tirer parti du  seuil plusieurs fois. Certaines régles 
touchant l’évitement sont nécessaires s’il y a un seuil 
quelconque. 


On nous a dit plusieurs fois au Royaume-Uni, a propos 
du probléme de l’identification, que des gens veulent 
participer méme si leur chiffre d’affaires n’atteint pas 
50,000$, pour que leurs clients croient que leurs ventes 
atteignent ce chiffre. On nous a donné des exemples 
d’avocats britanniques qui ne voulaient pas admettre que 
leur chiffre d’affaires était inférieur a 50,000$. Ils 
s’enregistraient dans le systéme et émettaient des factures 
de taxe de sorte que le client croie que leurs affaires 
étaient bonnes. 


M. Dorin: Ou sont les avocats quand on en a besoin? 
Ils ne sont pas ici aujourd’hui pour entendre cela. 


M. Wood: Comme nous |’avons dit tout a Vheure, pour 
la taxe de vente provinciale, il n’y a aucune concession a 
la petite entreprise, si ce n’est le moment des déclarations. 
Une fois en affaires, vous étes dans le systéme, et peu 
importe que vos ventes soient de 1,000$ ou de 50,000$. 
Vous étes dans le systéme et vous devez percevoir la taxe. 


L’autre concession accordée par les provinces, et 
également proposée dans le document gouvernemental, 
c’est que les entreprises recoivent des droits de perception 
de la province, bien qu’il y ait certaines exceptions 
fondées sur la taille de l’entreprise. A la pare Si wie 


document gouvernemental suggére que les petites 
entreprises, compte tenu de _ leurs ressources 
administratives restreintes, recgoivent un droit de 


perception du gouvernement. Ceci pourrait se faire de la 
méme fagon que l’indemnisation accordée par le systeme 
de taxe de vente au détail des provinces. On a donc 
suggéré un certain droit de perception. 


En Nouvelle-Zélande, la concession a la_ petite 
entreprise est l’option de la méthode de caisse. Une trés 
petite entreprise n’a qu’a s’occuper de sa caisse. Elle est 
taxée sur l’argent regu et recoit une déduction pour 
Vargent versé. Il s’agit donc tout simplement 
d’additionner les regus bancaires et d’examiner les 
chéques faits. Cela simplifierait les choses pour une petite 
entreprise. Ici, comme vous le savez, on propose d’utiliser 
la pleine méthode d’exercice, et non la méthode de caisse. 
Dans |’état actuel du projet, option de la méthode de 
Caisse ne serait pas offerte a la petite entreprise, méme si 
elle l’est dans d’autres pays. 


Le document de votre directeur de la recherche traite 
de certaines autres options et de celles dont nous venons 
de parler. Il parle du seuil d’enregistrement. Il y a la 
question du droit; le gouvernement le propose. II parle 
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proposing it. He also talks about cash accounting. Again, 
that could benefit small business, in my view. On average 
input tax calculations, he does not have to specifically 
identify on invoices; he just takes the purchases and 
applies some factor. That is a possibility. Quarterly or 
annual statements is what the government has proposed. 
You could quarrel with the threshold; perhaps it should 
be $100,000: if you had less than $100,000 in sales, you 
could file annually. 


Exemption plus a notional input tax credit for 
customers is used for farmers in Europe. You are exempt 
and the customer gets a notional credit, even though the 
customer is buying from an exempt person. Finally there 
is the question of taxing the supplier to the small business 
instead of the small business and trying to shift the 
administrative burden back to the wholesaler. 


Mr. Friedman: [ think that last one is done in Ontario, 
where, instead of getting the tax out of the mobile catering 
trucks, they move it back one stage and get the wholesaler 
to the mobile catering trucks to withhold the tax that the 
catering truck would have to get from its customers. 


The Vice-Chairman: Again, not on a per-sale basis but 
on some sort of average. 


Mr. Wood: It is actually per sale in most of the 
arrangements with the provinces. There is a similar one in 
the U.K., so they know the best retail sale price. It is 
common in the party selling, you know, having a party at 
the house where you can come and buy items. The people 
supplying those goods to the household for resale knows 
what the retail price is, and have an agreement with the 
provinces that they will pay on that theoretical retail 
price, regardless of what they actually sell for. 


The Vice-Chairman: Does that complete page 4-1? 


Mr. Wood: Yes, I think we are complete on 4-1. We are 
just discussing whether you might want us to get into real 
estate or defer that to the evening. It is a fairly significant 
and complicated item. 


The Vice-Chairman: Number of pages? 


Mr. Wood: There are just a couple of pages but there 
are a lot of issues. 


Mr. Warner: We could probably adjourn to the evening 
session. 


The Vice-Chairman: What is the committee’s view? 
Shall we adjourn until 8 p.m., and work harder at 8 p.m.? 
That seems to be a rather unanimous view. So with the 
compliance and the avoidance and all the other factors 
that are involved here, we will see you at 8 p.m. 


This meeting stands adjourned until 8 p.m. 
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également de comptabilité de caisse. Selon moi, cela aussi 
pourrait étre avantageux pour la petite entreprise. Dans le 
calcul de la taxe sur la moyenne des intrants, le petit 
entrepreneur n’est pas obligé de l’indiquer expressément 
sur les factures; il prend les achats et applique un certain 
facteur. C’est la une possibilité. Le gouvernement a 
proposé des déclarations trimestrielles ou annuelles. On 
pourrait discuter du seuil; peut-étre devrait-il etre de 
100,000$; 4 moins de 100,000$ de ventes, il pourrait y 
avoir production annuelle. 


En Europe, on utilise pour les  agriculteurs 
V’exonération, plus un crédit théorique de taxe d’intrants 
pour les clients. L’agriculteur est exonéré et le client 
obtient un crédit théorique, méme s’il achéete d’une 
personne exonérée. Enfin, il y a la question de taxer le 
fournisseur de la petite entreprise au lieu de la petite 
entreprise et de tenter de ramener le fardeau administratif 
au grossiste. 


M. Friedman: Je crois que cela se fait en Ontario, ou, 
au lieu d’obtenir la taxe des cantines mobiles, elle recule 
d’une étape, et c’est le grossiste qui retient la taxe que la 
cantine mobile devrait percevoir de ses clients. 


Le vice-président: Ici encore, cela n’est pas calculé par 
vente, mais d’aprés une sorte de moyenne. 


M. Wood: C’est en fait par vente dans la plupart des 
dispositions avec les provinces. Il y a une disposition 
semblable au Royaume-Uni, et on connait le meilleur 
prix de vente au détail. C’est ce qui se passe souvent dans 
les ventes dans les soirées a domicile, vous savez, ces 
soirées ou l’on se rend chez quelqu’un pour acheter des 
choses. Les gens qui fournissent les marchandises aux 
ménages a des fins de revente connaissent le prix de détail 
et se sont entendus avec les provinces pour payer la taxe 
sur ce prix de détail théorique, quel que soit le prix de 
vente réel. 


Le vice-président: Est-ce que cela termine la page 4-1? 


M. Wood: Oui, je crois que nous en avons terminé avec. 
la page 4-1. Nous nous demandons tout simplement Si 
vous voulez aborder l’immobilier ou le reporter a ce soir. 
C’est un élément assez important et assez compliqué. 


Le vice-président: Combien de pages? 


M. Wood: Il y a seulement quelques pages, mais 
beaucoup de problémes. 


M. Warner: Nous pourrions probablement ajourner 
jusqu’a la séance de ce soir. 


Le vice-président: Quelle est l’opinion du Comite? 
Allons-nous ajourner jusqu’a 20 heures, et travailler plus’ 
fort 4 ce moment-la? Cela semble un avis assez unanime. 
Etant donné les questions de respect de la loi et’ 
d’évitement et tous les autres facteurs en cause ici, nous) 
nous reverrons a 20 heures. | 


La séance est levée jusqu’a 20 heures. 
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MINUTES OF PROCEEDINGS 


TUESDAY, JANUARY 26, 1988 
(205) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 8:13,0’clock p.m. this day, in Room 112-N, 
Centre Block, the Vice-Chairman, Robert Layton, 
presiding. 


Members of the Committee present: Don Blenkarn, 
Robert Layton, George Minaker, Aideen Nicholson, and 
Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. David Weyman, 
C.A., Peat Marwick: Andy J. Friedman, C.A., Peat 
Marwick; Lorey A. Hoffman, Ph.D., Peat Marwick; Peter 
H. Wood, C.A., Clarkson Gordon, Consultants. 


In accordance with its mandate under Standing Order 
96(2), the Committee resumed consideration of the White 
Paper and other related documents on Tax Reform—Stage 
II (Sales Tax) tabled in the House of Commons on 
Thursday, June 18, 1987. (See Minutes of Proceedings and 
Evidence, Monday, January 25, 1988, Issue No. 133.) 


The Research Staff made a presentation and answered 
questions. 


_ At 9:57 o’clock p.m., the Committee adjourned to the 
tall of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE MARDI 26 JANVIER 1988 
(205) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui a 20 h 13, dans la 
piéce 112-N de l’Edifice du centre, sous la présidence de 
Robert Layton, (vice-président). 


Membres du Comité présents: Don Blenkarn, Robert 


Layton, George Minaker, Aideen Nicholson, Norman 
Warner. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. David 
Weyman, c.a., Peat Marwick; Andy J. Friedman, c.a., Peat 
Marwick; Lorey A. Hoffman, ph.d., Peat Marwick; Peter 
H. Wood, c.a., Clarkson Gordon, conseillers. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité examine de nouveau le 
Livre blanc de la Défense et autres documents connexes 
ayant trait a la réforme fiscale—Deuxiéme étape (Taxe de 
vente), documents déposés sur le bureau de la Chambre 
des communes le jeudi 18 juin 1987. (Voir Procés-verbaux 
et témoignages du lundi 25 Janvier 1988, fascicule n° 
133) 


Le personnel de recherche donne un exposé et répond 
aux questions. 


A 21 h 57, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus] 
[Texte| 

Tuesday, January 26, 1988 


© 2012 


The Vice-Chairman: Order, please. Pursuant to 
Standing Order 96(2) and in consideration of the white 
paper and other related documents on tax reform, stage 
two, sales tax, we have as our witnesses today and again 
tomorrow Andy Friedman, Lorey Hoffman, and Peter 
Wood. 


We have an agenda we have been pursuing, and it 
brings us to the real estate section at this stage. With 
everyone’s permission we will commence the meeting and 
our colleagues will be joining us very shortly. 


I will turn the meeting over to you, Andy. I think Mr. 
Wood was actually carrying the ball as we closed the last 
meeting. 


Mr. A.J. Friedman (Committee Consultant): Peter will 
continue with the segmented areas. 


The Vice-Chairman: All right. I will ask the committee 
members and our advisers to join you in concentrating on 
real estate. 


Mr. Peter H. Wood (Committee Consultant): If you 
wish we will spend the next couple of minutes on pages 
4-2 and 4-3. Page 4-2 sets out the essence of the proposals 
and let me say it this way: sales and rentals of real estate 
will be taxable. So you start with that premise: sales and 
rentals are taxable. Then there are some exceptions. We 
will look at the exceptions and what the opposite side or 
the flip side of that means. 


We start off with the premise that they are taxable; 
however, long-term residential rents are exempt. So one’s 
housing, rental housing and so on, there would be no tax 
on residential rents. They are exempt. 


The Vice-Chairman: When 


qualifies it for long-term? 


is it long-term? What 


Mr. Wood: There is a rule for that. In essence, rentals 
of 30 days or more in a residential building are exempt. 
So residential rents are long-term if they are for more 
than 30 days. The flip side of that, of course, is staying at a 
local hotel. That would be short-term and would be 
subject to tax. 


The Vice-Chairman: That is as proposed in the white 
paper. 
Mr. Wood: Yes. 


Mr. Friedman: Remember “exempt”. We do not mean 
tax-free now; we mean exempt. 
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TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction] 

Le mardi 26 janvier 1988 


Le vice-président: La séance est ouverte. Le Comité se 
réunit aujourd’hui en vertu de l’article 96(2) du 
Réglement pour examiner le livre blanc et tout autre 
document pertinent concernant la réforme fiscale, plus 
particuliérement l’étape 2 sur la taxe de vente. Nous 
aurons comme témoins aujourd’hui et demain Andy 
Friedman, Lorey Hoffman et Peter Wood. 


Nous suivrons l’ordre du jour. Nous en sommes au 
secteur de l’immobilier. Si vous étes tous d’accord, nous 
allons commencer et nos collégues se joindront a nous 
trés bientot. 


Andy, je vous donne la parole. Je crois que M. Wood 
nous expliquait quelque chose au moment ow la derniére 
séance s’est terminée. 


M. A.J. Friedman (consultant auprés du Comité): Peter 
va continuer de nous parler des secteurs divisés. 


Le vice-président: Trés bien. Je vais demander aux 
membres du Comité et 4 nos conseillers de se joindre a 
yous afin que nous nous concentrions sur l’immobilier. 


M. Peter H. Wood (consultant auprés du Comité): Si 
vous désirez, nous prendrons quelques minutes pour 
examiner les pages 4-2 et 4-3. On trouve essentiellement a 
la page 4-2 les propositions et je vous signale surtout que 
les ventes et les locations seront imposables. Voila donc 
quelle est la prémisse: les ventes et les locations sont 
imposables. Il y a ensuite les exceptions. Nous allons les 
étudier et nous verrons ce que représente ce cdté de la 
médaille. 


Commencons par cette prémisse que les ventes et les 
locations sont imposables. Cependant, les loyers 
résidentiels 4 long terme sont exemptés. Par conséquent, 
le logement d’un personne, son logement locatif par 
exemple ne sera pas imposé. Les loyers résidentiels sont. 
exempteés. 


Le vice-président: Quand s’agit-il d’un loyer 4 long 
terme? Quand peut-on le qualifier d’un long terme? 


M. Wood: Il y a le réglement. Essentiellement, les 
loyers de 30 jours et davantage dans un immeuble 
résidentiel sont exemptés. Par conséquent, les loyers: 
résidentiels 4 long terme sont ceux de plus de 30 jours. 
Par ailleurs, il y a aussi d’autres aspects de la question, 
demeurer dans un hétel local. Il s’agirait de court terme 
et ce serait imposable. 


Le vice-président: C’est ce que propose le Livre blanc. 


M. Wood: Oui. 


M. Friedman: Souvenez-vous que «exempté» ne signifie 
pas exonéré d’impét. Il s’agit simplement d’exception. 


| 
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[Texte] 
The Vice-Chairman: Yes. 


Mr. Wood: In other words, when that rental unit was 
created tax would have been paid, and that is the end of 
the story. But there is tax buried in the cost of rents. It is 
just that last value added that is not taxed. Secondly, sales 
of used residential dwellings are exempt. So new 
residential dwellings are taxable, but used are exempt. 
When something is built the first sale is taxable, but 
subsequent sales are exempt. 


-2015 


The next bullet refers to so-called personal use 
properties, of which there is a fairly vague definition. But 
the idea here seems to be that if it is a personal use 
property, which is something used primarily for the 
personal use and enjoyment of the taxpayer or one or 
More related individuals, then that would be exempt on 
sale. So an example used of a country property or a hobby 
farm—not carried on as a business but a true hobby 
farm—that is for the taxpayer’s personal use and 
enjoyment on sale would not attract a tax. 

d 
| The Vice-Chairman: Again, I presume, there is going to 


‘be that definition question of when is a property for 
\personal use and when is it for residence. 
| 


Mr. Wood: Yes, you are quite right. 


Mr. David Weyman (Committee Consultant): So you 
‘are saying that the sale of a new personal-use property 
‘would be exempt. 


Mr. Wood: Yes. 


| Mr. Weyman: New and used, in this case. 


The Vice-Chairman: To differentiate. 


Mr. Wood: The next bullet, that rentals are sales... 
(Most sales and rentals by the non-profit sector will be 
xempt. So for government, for instance, renting a 
wuilding to a commercial tenant or the church renting its 
/arking lot on weekdays, there would be an exemption. 
‘omething like this will be discussed in the non-profit 
2ctor shortly. 


| 


Just a few points to note on the taxation of realty: we 
€ really talking about everything loaned—the land, the 
iildings and fixtures are included in the whole value of 
_€ property; there is no split or allegation between land, 
“iilding and fixtures. The whole value of the property 
at changes hands would be taxable when it is subject to 
ac 


[Traduction] 
Le vice-président: Oui. 


M. Wood: Autrement dit, lorsque l’unité de location a 
été formée, la taxe aurait été payée, voila le fin mot de 
histoire. Cependant, il y a dans le cout des locations une 
taxe cachée. C’est simplement cette derniére valeur 
ajoutée qui n’est pas taxée. En second lieu, les ventes de 
logements résidentiels non neufs sont exemptées. Donc, 
les logements résidentiels neufs sont soumis a la taxe, mais 
les logements non neufs sont exonérés de la taxe. 
Lorsqu’un logement est construit, la premiére vente est 
soumise a la taxe, mais les ventes suivantes ne le sont pas. 


La rubrique suivante se rapporte a ce que l’on a appelé 
les propriétés 4 usage personnel, dont la définition est 
assez vague. Il semble ici que l’on soit parti du principe 
que, si la propriété est 4 usage personnel, c’est-a-dire si le 
contribuable l’utilise avant tout a son propre usage et a 
celui d’une ou _ plusieurs personnes qui lui sont 
apparentées, cette propriété est alors exonérée du 
paiement de la taxe lors de sa vente. Si l’on prend ainsi le 
cas d’une maison de campagne ou d’une ferme A usage 
récréatif, soit une ferme qui n’est pas exploitée comme 
une entreprise mais qui a véritablement une fin 
récréative, la vente d’une telle Propriété destinée a l’usage 
personnel du contribuable ne sera pas soumise 4 la taxe. 


Le vice-président: J’imagine, 14 encore, qu’il y aura un 
probleme de définition lorsqu’il s’agira de savoir si une 
propriété est 4 usage personnel ou si elle sert de résidence. 


M. Wood: En effet, vous avez tout a fait raison. 


M. David Weyman (consultant auprés du Comité): 
Vous nous dites donc que la vente d’une propriété neuve 
a usage personnel sera exonérée. 


M. Wood: En effet. 


M. Weyman: Qu’elle soit neuve ou qu’elle ne le soit 
pas, cela ne fait aucune différence dans ce cas. 


Le vice-président: C’est juste pour faire la distinction. 


M. Wood: Prenons la rubrique suivante, celle des 
locations et des ventes... La plupart des ventes et des 
locations effectuées par le secteur 4 but non lucratif seront 
exonérées de la taxe. Donc, si le gouvernement loue par 
exemple un batiment a4 un locataire du_ secteur 
commercial ou si une église loue son parc de 
stationnement pendant les jours ouvrables de la semaine, 
il y aura une exonération. Tout ceci fera bientét objet de 
discussions dans le secteur a but non lucratif. 


Je voudrais apporter quelques précisions maintenant 
sur la taxation des biens immobiliers: nous nous référons 
en fait a la totalité des biens loués, et les terrains, les 
batiments ainsi que l’équipement entrent tous dans la 
valeur globale de la propriété; nous ne faisons pas de 
distinction ou de discrimination entre les terrains, les 
batiments et l’équipement. C’est la valeur globale de la 
propriété ayant changé de main qui sera soumise 4 la taxe. 


135 :6 


[Text] 

There is a certificate requirement. What that really 
means is that in effect there is an invoice requirement that 
the purchaser, if he is a business purchaser, gets no 
deduction with respect to the real estate unless he has a 
certificate. The certificate in essence is the government’s 
assurance that tax was paid by the vendor. 


As we can well imagine, land and real estate 
transactions can be for a lot of money, and without some 
sort of certificate requirement, there may be no assurance 
that tax has actually been paid when the purchaser takes a 
deduction. There could be room for a lot of leakage or 
game-playing, and this has apparently been put in to 
minimize that possibility. 


Mr. Minaker: Mr. Chairman, could I ask a question? 
Are you saying the new houses would be taxed, but the 
sale of used residential dwellings would not be? 


Mr. Wood: That is correct. 


Mr. Friedman: One area we really have not gotten into 
is when does a used dwelling become a new dwelling? 


Mr. Wood: We can hit that in a second. 


Mr. Minaker: You have to be kidding! I do not know 
where you guys are coming from. 


An hon. member: Toronto. 


Mr. Minaker: You lower the mortgage rate and now we 
rap them with the new houses. 


The Vice-Chairman: They have a 30-day limit on rents, 
so maybe that is the time you have to live in a house to 
make it at last become second-hand. 


Mr. Wood: Bear in mind there already is a sales tax 
content in new housing. There is a federal sales tax— 


Mr. Minaker: Just on materials, not on labour. 
Mr. Wood: That is true. It is not on the labour. 


Mr. Minaker: It is two-thirds of the cost. 


Mr. Wood: That is right; people say about 3.5% of the 
final selling price for the federal sales tax contents. 


Mr. Minaker: Will there be a sale or a tax on the 
property as well? 


Mr. Wood: Yes, it is the whole bundle of real estate, 
less any credits. But the end purchaser pays on that 
purchase price. 


Mr. Minaker: The young couple who get a lower 
mortgage and have to pay another 8%. . 
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[Translation] 


Il y a une exigence de certificat. Cela signifie en fait 
qu’une facture doit montrer que l’acheteur, si c’est un 
acheteur commercial, n’obtient aucune déduction au titre 
du bien immobilier 4 moins d’avoir un certificat. Ce 
certificat garantit en substance au gouvernement que la 
taxe a été payée par le vendeur. 


Comme vous pouvez tous l’imaginer, les opérations 
fonciéres et immobiliéres peuvent porter sur 
d’importantes sommes d’argent et, sans exigence de 
certificat, on ne peut pas toujours garantir que la taxe a 
effectivement été payée au moment ou _ Il’acheteur 
demande une déduction. Il y a 1a matiére a de 
nombreuses évasions fiscales et c’est ce qui, apparemment, 
a motivé cette mesure. 


M. Minaker: Monsieur le président, j’aimerais vous 
poser une question. Etes-vous en train de nous dire que 
les maisons neuves seront sujettes a la taxe mais que la 
vente des logements résidentiels non neufs ne le sera pas? 


M. Wood: C’est bien cela. 


M. Friedman: L’un des problémes que nous n’avons 
pas véritablement évoqué, c’est la question de savoir a 
partir de quel moment un logement non neuf peut se 
transformer en un logement neuf. 


M. Wood: Nous y viendrons dans un instant. 


M. Minaker: Vous plaisantez! Je me demande d’ou 
vous venez. 


Une voix: De Toronto. 


M. Minaker: Vous abaissez le taux d’hypothéque et 
nous les attendons ensuite au tournant avec les maisons 
neuves. 


Le vice-président: Il y a une limite de 30 jours sur les 
loyers et c’est peut-étre 1a le temps qu’il faut rester dans 
une maison pour que l’on puisse dire qu’elle n’est plus 
neuve. 


M. Wood: N’oubliez pas qu’il y a déja une taxe de 
vente incluse dans les logements neufs. Il y a une taxe de 
vente fédérale. . . 


M. Minaker: Simplement sur les matériaux, non sur la 
main-d’oeuvre. 


M. Wood: C’est vrai. Elle ne s’applique pas a la main- 
d’oeuvre. 


M. Minaker: C’est les deux tiers du cout. 


-M. Wood: En effet; on dit que la taxe de vente fédérale) 
représente environ 3,5 p. 100 du prix de vente final. 


M. Minaker: Y aura-t-il aussi une taxe sur l’ensemble 
de la propriété? 


M. Wood: Oui, sur la totalité du bien immobilier, 
moins les crédits éventuels. Toutefois, l’acheteur en bout 
de ligne paie en fonction de ce prix d’achat. | 


hypothéque de montant inférieur et qui doivent payer 8 i 


M. Minaker: Les jeunes couples qui obtiennent une, 
100 de plus... 
| 
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[Texte] 


° 2020 


Mr. Wood: Of course people from the real estate sector 
are at the other extreme. If there was a national sales tax 
and you took 8% federal and added 7% provincial, you 
can see there could be an increase in housing costs. 


I will get the economist to correct me in a second, but 
in the housing market, depending on the area, it is driven 
by the price of used homes where there is a substantial 
supply of used homes. It might be that the builders would 
not be able to pass the full shifted price on because they 
compete with the used housing stock which would not be 
subject to tax. 


Mr. Lorey A. Hoffman (Committee Consultant): To 
clarify what we mean by used housing stock, there was 
Once a new house. It is taxed and later became a used 
house. It exists in stock, but you are talking about a 
transition problem. 


Mr. Wood: There is a transition problem and for the 
first while builders would not be able to forward shift the 
tax. 


Mr. Hoffman: That is one problem. Does everyone 
understand why you tax the house only once, the first 
time? 


Mr. Minaker: Provincially on used cars you only tax 
the differential. You do not tax it twice. 


Mr. Hoffman: Perhaps it is useful, without getting too 
Jeep conceptually, to understand why you only tax the 
louse the first time. This is a tax on consumption. When 
jou buy a new house, what exactly are you consuming? It 
S the service of living, the value of the service flow you 
‘onsumed living in the house. The house could last 30 
fears and if you could measure the value of the service 
low every day or year for 30 years, conceiveably you 
ould tax the value every period. 


It is a difficult thing to measure. We do not charge 
urselves rent. Instead we tax all the value up-front. We 
re-pay the tax on the whole value of the service flow 
nmediately. This treatment is applied to all durable 
ods. 


| When you tax a house for $100,000 today, the price 
ill go up by the tax content. When it is sold to someone 
3€, it becomes a used home. The price it is sold for will 
flect the tax prepaid in the first place. In a sense any 
ture buyer of the used asset will be bearing the tax 
‘ntent in the purchase price. 


— 


[Traduction] 


M. Wood: Bien entendu, les gens du secteur de 
Vimmobilier adoptent un point de vue totalement 
different. S’il y avait une taxe de vente nationale, et si l’on 
prélevait 8 p. 100 au niveau fédéral en ajoutant 7 p. 100 
pour la province, vous pouvez imaginer qu’il y aurait une 
augmentation du coat de la construction. 


L’économiste me corrigera dans un instant, mais je 
pense que le marché de la construction, selon le secteur, 
est déterminé par le prix des maisons non neuves lorsqu’il 
existe une offre substantielle pour ce genre de maisons. II 
est possible que les promoteurs ne puissent répercuter 
l’intégralité de l’augmentation de prix, parce qu’il leur 
faut concurrencer le parc des maisons non neuves qui ne 
s€ront pas soumises 4 la taxe. 


M. Lorey A. Hoffman (consultant auprés du Comité): 
Précisons ce que l’on entend par parc de maisons non 
neuves. Lorsqu’elle est construite, la maison est neuve; 
elle est taxée et elle devient ensuite une maison non 
neuve. Elle fait ensuite partie du parc, mais il y a un 
probléme de transition. 


M. Wood: Il y a un probléme de transition et, au 
départ, les promoteurs ne pourront pas répercuter la taxe. 


M. Hoffman: C’est le grand probléme. Est-ce que tout 
le monde comprend bien pourquoi vous ne taxez la 
maison qu’une fois, au départ? 


M. Minaker: Au niveau provincial, pour les voitures 
d’occasion, on ne taxe que la différence. On n’impose pas 
la taxe deux fois. 


M. Hoffman: II est peut-étre utile, sans se perdre dans 
des complications théoriques, de bien faire comprendre 
pourquoi on ne taxe la maison qu’au départ. Il s’agit 
d’une taxe 4 la consommation. Lorsque vous achetez une 
maison neuve, que consommez-vous en _ réalité? Vous 
consommez le service qui consiste 4 vivre dans cette 
maison, le service qui a une valeur tant que vous habitez 
cette maison. En supposant que vous restiez 30 ans dans 
cette maison, si vous pouviez mesurer la valeur du service 
obtenu chaque jour pendant ces 30 ans, on peut concevoir 
que l’on puisse taxer la valeur correspondante au titre de 
chaque période considérée. 


Mais il s’agit d’une chose difficile 4 mesurer. On ne se 
fait pas payer 4 soi-méme un loyer. Donc, nous imposons 
une taxe sur la totalité de la valeur au départ. Nous 
faisons payer 4 l’avance la taxe sur Vintégralité de la 
valeur du service. Ce traitement est appliqué a tous les 
biens durables. 


Si vous imposez une taxe sur une maison de 100,000$ A 
V’heure actuelle, le prix va augmenter de l’équivalent de la 
taxe. Lorsque la maison sera vendue a quelqu’un d’autre, 
elle deviendra une maison non neuve. Le prix de vente 
tiendra compte de la taxe payée au départ. En ce sens, on 
peut dire que l’acheteur futur du bien non neuf paiera le 
cout de la taxe contenue dans le prix d’achat. 


15ta8 


[Text] 

What Peter said is related to that. What do you do 
when you get over the hump, the transition period before 
the new tax regime, and what do you do in the future? 


Mr. Warner: Depending on the market, the hump may 
not be all that great because you have a market for houses 
and you could find, especially if it is a strong market in 
Toronto or Ottawa, that the prices of the used houses will 
immediately adjust upwards. The market balance will 
allow the developer to sell his house at full price. As you 
mentioned earlier, he may have trouble passing that on or 
he may not, depending on market demands. 


Mr. Wood: I agree. 


Mr. Warner: I think the professional developer will 
weigh the risks involved in building new houses. 


Mr. Hoffman: It could mean gains for existing holders 
of housing stock and existing market circumstances. There 
could be a lot of winners. 


The Vice-Chairman: We are not adding a tax and they 
already own their house. 


Mr. Hoffman: Their effective tax rate, bearing on the 
federal sales tax, is far lower. 


Mr. Minaker: How do we handle it if I build my own 
house? Are you going to tax me on my labour? 


Mr. Wood: At the moment no rules are proposed here. 
Some European countries have a self-supply rule. 


Mr. Hoffman: It is the old household production bill. 


Mr. Minaker: I am building my own cottage at the 
lake. What do you classify as a used house? I have lived in 
it for 10 years and it is not completed. 


© 2025 


Mr. Wood: No. You are just adding on to it. That goes 
back to what Andy was saying earlier, the difficulty in the 
dividing line. I buy an old house in downtown Ottawa, 
gut it, and redo it totally inside. Is that a new house? 


Mr. Minaker: Do you own a house? 
Mr. Friedman: Half a house. 


The Vice-Chairman: Apparently the act does recognize 
this, but if we did consider that you add a tax on a second 
and third time, then obviously the person selling should 
have a tax credit, the same way as a wholesaler. 
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[Translation] 

Ce que dit Peter est lié a ce phénoméne. Que se passera- 
t-il au moment de faire le saut, de passer par la période de 
transition avant l’instauration du nouveau régime fiscal, et 
que ferez-vous a l’avenir? 


M. Warner: Selon |’état du marché, il n’est pas str que 
la transition soit si difficile car, lorsque vous avez un 
marché pour les maisons, tout particulierement lorsque 
c’est un marché dynamique comme a Toronto ou a 
Ottawa, vous allez constater que le prix des maisons non 
neuves va immédiatement s’aligner vers le _ haut. 
L’équilibre du marché va permettre au promoteur de 
vendre ses maisons au plein prix. Comme vous l’avez fait 
remarquer tout a l’heure, il €prouvera ou non des 
difficultés 4 répercuter l’intégralité de son prix, selon 
état de la demande. 


M. Wood: Je suis d’accord. 


M. Warner: A mon avis, les promoteurs professionnels 
vont évaluer les risques impliqués par la construction de 
maisons neuves. 


M. Hoffman: I] pourrait en résulter un gain pour les 
propriétaires actuels de maisons selon les conditions du 
marché. I] pourrait y avoir beaucoup de gagnants. 


Le vice-président: Nous n’ajoutons aucune taxe et ils 
possédent déja leur maison. 


M. Hoffman: Leur taux d’imposition effective, qui a un 
lien avec la taxe de vente fédérale, est bien inférieur. 


M. Minaker: Que se passe-t-il si je construis ma propre 
maison? Allez-vous me taxer sur ma propre main- 
d’oeuvre? 


M. Wood: Aucune régle n’est proposée pour |’instant 
dans ce domaine. Certains pays européens ont des régles 
s’appliquant 4 la construction personnelle. 


M. Hoffman: C’est la vieille loi sur la construction de 
la maison familiale. 


M. Minaker: Je me construis un chalet au bord d’un 
lac. Allez-vous le classer dans la catégorie des maisons non 
neuves? J’y habite depuis 10 ans et il n’est pas encore 
terminé. 


M. Wood: Non. Vous vous contentez d’apporter des 
améliorations. J’en reviens 4 ce qu’Andy nous a dit un 
peu plus tét, la difficulté est de tracer une ligne de 
démarcation. Si j’achéte une vieille maison du centre-ville 
d’Ottawa et que je la rénove de fond en comble, s’agit-il 
d’une nouvelle maison? 


M. Minaker: Possédez-vous une maison? 
M. Friedman: Une demi-maison. 


Le vice-président: Il semble que la loi n’en tienne pas 
compte mais, si l’on envisage d’ajouter une taxe une 
deuxiéme ou une troisiéme fois, il faut évidemment que la 
personne qui vend la maison obtienne un crédit d’impot, 
comme cela se pratique pour le commerce de gros. | 
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[Texte] 
Mr. Hoffman: That is right. It could be done that way. 


The Vice-Chairman: In _ this case, at least the 
government would participate. The Department of 
National Revenue and government would benefit from 
the increase in value. Sometimes the increase in value is 
enormous, as I have seen in Toronto. You can go from 
$100,000 to $300,000. You are Only taxed on the new 
house, which was $100,000. Yet you are now selling, 
without tax, at the $300,000 level. Is there nothing in the 
act to recover that capital gain or that increase in value? 


Mr. Friedman: Your logic breaks down in the holding 
of raw land. Land is different from a house. Every time 
land turns over, you do tax the. .. is it the value added to 
the land? ‘You tax the increased value of that land, or the 
increased perceived value. If you hold land that cost you 
$100,000, resell it for $200,000 the next year, that 
$100,000 will attract that or GST. If you sell it for 
$400,000, the year after, that additional $200,000 would be 
taxed. 


The Vice-Chairman: The new buyer would only pay 
the differential. He would not pay the tax on the full 
value, and then a credit might be issued to the vendor. 


Mr. Friedman: No, it is the same logic. It is like a piece 
of equipment. If the party selling for $200,000 would tack 
On the tax and get a credit for his purchase. Land would 
be like any other inventory. 


Mr. Minaker: But it breaks down the logic presented 
about the house, that it has maybe a 30-year life, and 
perhaps we should tax it again. Land has a life forever, 
and now you are going to tax it continually every time it 
changes hands. 


Mr. Hoffman: The property also— 


Mr. Minaker: What you are differentiating is you put a 
house on the property. You tax it once, but every time 
you sell that house and property again, you do not tax it. 


Mr. Friedman: You raise an interesting issue. If you 
lave a 10-acre piece of land and you put one little house 
m it, does it basically protect the rest of the land from 
’eing taxed on the increment? 


The Vice-Chairman: Yes. 
| Mr. Friedman: I am not sure. 


Mr. Wood: If it is personally his property and there is 
0 definition. . . 


27601—2 


[Traduction] 


M. Hoffman: C’est vrai. On pourrait procéder comme 
cela. 


Le vice-président: De cette maniére, le gouvernement 
Participerait au moins aux bénéfices. Le ministére du 
Revenu national et le gouvernement dans son ensemble 
tireraient parti de Vaugmentation de valeur. Parfois, 
comme j’ai pu le voir 4 Toronto, cette augmentation est 
énorme. Elle peut passer de 100,000$ a 300,000$. La taxe 
ne vous a été appliquée que sur la valeur de la maison 
neuve, qui était de 100,000$. Au moment de la revente, 
vous en retirez 300,000$ exonérés de taxe. N’y a-t-il 
aucune disposition dans la loi qui nous permette de 
recouvrer ce gain en capital ou cette augmentation de 
valeur? 


M. Friedman: Votre logique est prise en défaut 
lorsqu’on détient un terrain non biti. Les terrains sont 
traités différemment des maisons. Chaque fois que le 
terrain change de main, vous taxez. . . la valeur ajoutée du 
terrain, si je ne me trompe? Vous taxez l’augmentation de 
valeur de ce terrain ou l’augmentation telle qu’elle est 
percue. Le propriétaire d’un terrain qui lui a coité 
100,000$ et qu’il revend 200,000$ I’année suivante doit 
payer une taxe sur la différence de 100,000$. Si le terrain 
est vendu 400,000$ l’année suivante, les 200,000$ de 
différence seront taxés. 


Le vice-président: Le nouvel acheteur n’aura qu’a 
payer sur la différence. I] n’aura pas a payer la taxe sur la 
valeur intégrale de la propriété et un crédit pourra étre 
remis au vendeur. 


M. Friedman: Non, c’est la méme logique. C’est 
comme dans le cas d’un équipement. La personne qui 
vend a 200,000$ paie la taxe et obtient un crédit au titre 
de son achat. Les terrains seront traités comme tout autre 
bien. 


M. Minaker: Mais ce n’est pas la méme logique que 
celle de la maison, dont la durée de vie est peut-étre de 30 
ans, et qui devrait peut-étre étre taxée a plusieurs reprises. 
Les terrains ont une durée de vie illimitée et on va 
maintenant les taxer chaque fois qu’ils vont changer de 
main. 


M. Hoffman: Les propriétés aussi. . . 


M. Minaker: La différence, c’est lorsque vous 
construisez une maison sur ce terrain. La taxe ne 
s’appliquait qu’au départ et chaque fois que vous revendez 
la maison et le terrain, il n’y a pas de taxe. 


M. Friedman: Vous soulevez 1a une question 
intéressante. A partir du moment o¥ vous mettez une 
petite maison sur un terrain de 10 acres, est-ce que vous 
vous évitez d’avoir 4 payer la taxe sur V’augmentation de 
valeur de ce terrain? 


Le vice-président: Oui. 
M. Friedman: Je n’en suis pas sir. 


M. Wood: S’il s’agit d’une propriété personnelle et il 
n’y a pas de définition. . . 
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[Text] 


Mr. Weyman: You say there is an exemption for sales 
of personal use properties. Does that include bare land, 
just the piece of land where you are going to build your 
cottage in the future? If in fact you resell it, because it is 
personal use, is land itself treated as a personal use 
property that could be exempt? 


Mr. Wood: I think so. We are just looking at the words 
here on page 115. It has to be used primarily for the 
personal use and enjoyment of the taxpayer, and if I walk 
up to my 100 acres and walk around the property every 
month— 


Mr. Weyman: And tent there occasionally. 


Mr. Wood: —and tent there occasionally, and have a 
picnic on Sundays. . . 


The Vice-Chairman: I am going to ask the witnesses 
and the committee to move to the next issue, only because 
I know we have a long schedule. There is the 
apportionment factor on that page. 


Mr. Wood: It seems at first that for most people 
apportionment is relatively simple, but because there is an 
exemption. Residents or rents, for instance, are exempt, 
and we could get into apportionment problems. For 
instance, you might have a building that is a hotel on the 
first few floors and long-term rental units on the top 
floors. That landlord would have to differentiate on his 
inputs between those that went to the hotel, for which he 
gets a credit, and those going to the long-term residential 
floors. So he could have an apportionment problem. 


Think of a small business, where the fellow lives 
upstairs in the building and his store is down below. He 
has a parking lot outside that is used for his personal use 
and also for his customers. He has apportionment of his 
fuel bills, hydro bills and so on. There are some 
apportionment problems. 


¢ 2030 


Mr. Friedman: If I might add, it becomes more global 
because you see large real estate companies that may hold 
some rental properties, commercial, residential, shopping 
centres, whatever, a mixture. They are in some way going 
to have to do an allocation on certain head office expenses 
as well. So it is not just one location; it is the world of a 
real estate corporation. 


Mr. Wood: There are also some rules in there to 
prevent somebody from getting an input tax credit for his 
personal property. For instance, unless an office in a 
house is more than half of the house, he gets no credit. 
Even though he is using that for business purposes, he is 


[Translation] 

M. Weyman: Vous nous dites qu’il y a une exonération 
de la taxe en cas de vente d’une propriété a usage 
personnel. Faites-vous entrer dans cette catégorie les 
terrains non batis, soit le type de terrain sur lequel vous 
pensez édifier 4 l’avenir un chalet? Si vous le revendez 
ensuite, puisqu’il s’agit d’une propriété 4 usage personnel, 
le terrain lui-méme sera-t-il traité comme un bien a usage 
personnel susceptible d’étre exonéré du paiement de la 
taxe? 


M. Wood: Oui, je pense. Nous regardons justement la 
fagon dont la chose est formulée 4 la page 115. Il faut 
avant tout que la propriété soit réservée au propre usage 
du contribuable et que ce dernier en tire personnellement 
jouissance. Si je me promeéne dans ma propriété de 100 
acres et que j’en fasse le tour tous les mois... 


M. Weyman: Et que j’y campe a Voccasion. 


M. Wood: que j’y campe 4 l’occasion et que 
j’organise des pique-niques le dimanche. . . 


Le vice-président: Je vais demander aux témoins et au 
Comité de passer a la question suivante, tout simplement 
parce que je sais que nous avons beaucoup de travail 
devant nous. Je vois sur cette page qu’il y a un coefficient 
de répartition. 


M. Wood: Il apparait a premiére vue que pour la 
plupart des gens, la répartition est relativement simple 
mais, étant donné qu’il y a des exemptions pour les 
résidents ou les loyers, par exemple, des problémes de 
répartition peuvent se poser. Il se peut, par exemple, que 
les deux premiers étages d’un batiment soient utilisés par 
un hétel et que les autres abritent des logements loués a 
long terme. Le _ propriétaire devra effectuer une 
ventilation entre ses entrées d’argent qui proviennent de 
V’hétel, pour lesquelles il obtiendra un crédit, et celles qui 
résultent de logements résidentiels 4 long terme. Il pourra 
donc y avoir un probléme de répartition. 


Pensez aux petites entreprises dont le propriétaire vit 4 
’étage alors que le magasin est situé en bas. Il posséde un 
parc de stationnement qu’il utilise personnellement et qui 
sert aussi a ses Clients. Il doit effectuer une répartition sur 
ses factures de chauffage, d’électricité, etc. Il y a un 
certain nombre de problémes de répartition. 


M. Friedman: J’aimerais ajouter que le probleme est 
peut-étre plus général car il y a de grosses sociétés 
immobiliéres qui vont posséder a la fois des propriétés 
locatives, commerciales, résidentielles, des centres 
commerciaux, enfin, tout un amalgame. Il va leur falloir 
d’une certaine maniére effectuer aussi une répartition de 
leurs frais genéraux. Le probléme ne se limite donc pas 4: 
un lieu particulier, il touche tout le monde de 
Vimmobilier. 

M. Wood: Il y a aussi un certain nombre de régles. 
visant a éviter qu’un particulier tire un crédit d’impot au: 
titre des facteurs de production sur sa propriété 
personnelle. C’est ainsi que, tant qu’un bureau n’occupé 
pas la moitié de la surface d’une habitation, il n’obtient 
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[Texte] 


stopped from getting the input tax credit. So there is some 
avoidance rules to ensure that no input tax credit is 
allowed on property that is primarily for personal use. 


There is also a self-supply rule for developers—for 
example, somebody who goes out and buys a rental 
building that is already erected. If he buys a new one, he 
would pay tax on the full value. If on the other hand he 
constructed it himself and used his own labour, then he 
would avoid tax on the value of his own labour. The 
proposals include a self-supply for developers, so that 
through some mechanism, when the developer buiids it 
himself, there would be tax due on a notional value 
reflecting his value added. 


Mr. Weyman: [/naudible—Editor]. . . this discussion in 
the real estate area, the kinds of complexities that are 
introduced when you have exemptions. All of these points 
that have been made about the allocation issue, and the 
self-supply rule that is required for developers, reflect the 
fact that we have exemptions in this area. That is the trade- 
off that you have to have. 


Mr. Minaker: David, what is the sales tax now on 
materials? Is it 6%? 


Mr. Friedman: I believe it 8%. 


Mr. Minaker: Let me do a quick calculation. If you 
have a home around $100,000 at 12% interest mortgage, 
we are going to add about $140 a month for 20 years for 
that tax. Right now the tax probably represents 6% ona 
third of the cost, which would be—or 8% on $30,000 if it 
is not on land. Land probably would represent $40,000 in 
that— 


Mr. Friedman: Maybe even less, because the 8% would 
2€ on a manufactured cost, and if it passes through a 
umber of payments— 


| Mr. Minaker: So it might end up being $1,000 or 
omething, but if the individual cannot find the $10,000 
if tax that is going to be on that transaction—your 12% 
Aterest—you are looking at about $140 per month for 20 
‘ars On a 20-year mortgage. 


' Mr. Weyman: The sales tax content on a house is about 
'.5%, I think you said, of the total selling price. So on a 
‘100,000 home there might be $3,500 of tax today 
‘bedded in that price. 


| 


[Traduction] 


aucun crédit. Méme lorsque ce particulier en fait une 
utilisation a des fins Particuliéres, il est exclu qu’il touche 
le crédit d’impét au titre des facteurs de production. Il ya 
donc un certain nombre de régles permettant de lutter 
contre l’évasion fiscale et de s’assurer qu’un crédit 
d’impot n’est pas accordé au titre des facteurs de 
production sur des propriétés affectées avant tout a des 
usages personnels. 


Il y a aussi une régle S’appliquant aux promoteurs 
lorsqu’ils s’approvisionnent pour leur propre compte. 
Prenons le cas, par exemple, d’une personne qui achéte 
un batiment a usage locatif déja construit. S’il avait acheté 
un batiment neuf, il aurait payé la taxe sur la valeur 
intégrale de la propriété. Par contre, s’il le construit lui- 
méme et utilise sa propre main-d’oeuvre, il va éviter de 
payer la taxe s’appliquant a la main-d’oeuvre. Par le biais 
de ce mécanisme, le promoteur qui construit lui-méme va 
payer une taxe sur une valeur imputée qui correspond a 
Sa propre valeur ajoutée. 


M. Weyman: [Inaudible—Editeur]. “as 
porte sur le domaine de l’immobilier, sur le type de 
complications auxquelles on en arrive avec les 
exemptions. Toutes les discussions que nous avons eues 
sur la question de la répartition et sur la regle 
s’appliquant aux promoteurs qui construisent un batiment 
pour leur propre compte s’expliquent par le fait que nous 
avons €tabli des exemptions dans ce domaine. C’est la la 
juste contrepartie des choses. 


Cette discution 


M. Minaker: David, quel est actuellement le montant 
de la taxe de vente sur les matériaux ? Est-ce que c’est 6 p. 
100 ? 


M. Friedman: Je pense que c’est 8 p. 100. 


M. Minaker: Laissez-moi faire un calcul rapide. 
Supposons que vous ayez une maison valant environ 
100,000$ avec une hypothéque portant intérét a 12 p. 100; 
cette taxe va ajouter quelque 140$ de plus par mois 
pendant vingt ans. A l’heure actuelle, la taxe représente 
probablement 6 p. 100 sur un tiers du cout, ce qui fait— 
ou encore 8 p. 100 sur 30,000$ lorsqu’il ne s’agit pas d’un 
terrain. Le terrain va représenter quelque chose comme 
40,000$ puisque. . . 


M. Friedman: Peut-étre moins encore, parce que les 8 
p. 100 vont s’appliquer au coat du produit manufacturé et 
s’'ils sont répercutés sur un certain nombre de 
paiements. . . 


M. Minaker: Donc ¢a donnera peut-étre finalement 
1,000$ ou quelque chose comme ga mais, si la personne 
en question ne parvient pas a réunir les 10,000$ qui 
correspondent a la taxe imposée sur cette transaction, avec 
vos 12 p. 100 d’intérét, cela donne quelque 140$ par mois 
pendant vingt ans pour une hypothéque de vingt ans. 


M. Weyman: Vous nous avez dit, il me semble, que la 
taxe de vente sur une maison d’habitation représentait 
environ 3,5 p. 100 du prix de vente total. Donc, pour une 
maison de 100,000$, il devrait y avoir quelque chose 
comme 3,500$ de taxe inclus dans ce prix. 


Lose 2 


[Text] 
Mr. Minaker: So we are adding at least $7,000 then. 


Mr. Friedman: Did you say 10%? 


Mr. Minaker: I said 8%, by the time the provincial 
boys pick up their loss. 


Mr. Friedman: It depends on whether basic groceries 
are added. It is interesting whether the provinces would 
jump on the bandwagon as well on— 


The Vice-Chairman: Whether or not the market would 
support the increased tax load or whether the property 
seller would have to simply reduce his price to sell the 
house at market level is a good question. 


Miss Nicholson: Yes, the notion value that might be 
assigned to a house. . . I do not think there is anything in 
the white paper on how that would work, is there? 


Mr. Wood: Do you mean when a developer builds a 
rental building? 

Miss 
assigned? 

Mr. Wood: There are a number of own-use formulas. I 
am not sure whether one is laid out in this paper, but 
right now under the existing federal sales tax, where 
people do printing for their own use or build machinery 
for their own use, Revenue Canada has developed various 
formulas to approximate the value. 


Nicholson: Yes. How would the value be 


The Vice-Chairman: A replacement value based on 
the-— 


Mr. Wood: It could be, or maybe the cost of all the 
materials is added up. Add up your labour, add on 15% 
for profit. Various approaches have been used by the 
taxing authorities. 
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Mr. Friedman: They have found that to have some 
holes in it. I believe Revenue Canada, Customs and Excise 
issued certain interpretations in December that say 
manufacturing for own use will now be based on fair 
market value. So the government may decide to appraise 
apartment buildings or do it some other way, but Excise 
has felt that there are some problems with the purely 
mechanical computations. 


The Vice-Chairman: Shall we move on to a 


comparison with New Zealand and the U.K.? 


Mr. Wood: In New Zealand, the original proposals 
made a distinction between land and buildings, and only 
the building element was taxable. During the public 
consultation process, the public put a lot of pressure on to 
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M. Minaker: Donc, nous ajoutons au moins 7,000$. 


M. Friedman: Avez-vous dit 10 p. 100 ? 


M. Minaker: J’ai dit 8 p. 100 4 partir du moment ou 
les gens de la province vont rattrapper leur perte. 


M. Friedman: Tout dépend si on ajoute ou non les 
dépenses courantes. II serait intéressant de savoir si les 
provinces vont prendre le train en marche ainsi que. . . 


Le vice-président: Si le marché va pouvoir absorber 
augmentation de taxe ou si le vendeur de la propriété 
devra tout simplement réduire son prix pour vendre sa 
maison au prix du marché; voila une bonne question. 


Mme Nicholson: Oui, cette question de _ valeur 
susceptible d’étre imputée a une maison... Je ne pense 
pas qu’on ait dit dans le Livre blanc comment cette chose- 
1a va fonctionner; est-ce que je me trompe ? 


M. Wood: Est-ce que vous vous référez au cas du 
promoteur qui construit un batiment a usage locatif ? 


Mme Nicholson: Oui. Comment va-t-on imputer cette 
valeur ? 


M. Wood: Il y plusieurs formules. Je ne suis pas str 
qu’il y en ait une de mentionnée dans le Livre blanc, mais 
on sait qu’a l’heure actuelle, en vertu de la taxe de vente 
fédérale, Revenu Canada a mis au point différentes 
formules pour calculer de maniére approximative la 
valeur d’un travail d’imprimerie qu’une personne fait 
pour son propre compte ou de la construction d’une 
machine qu’elle utilise personnellement. 


Le vice-président: On peut prendre la valeur de 
remplacement calculée d’aprés. . . 


M. Wood: C’est une possibilité, ou on peut aussi tenir 
compte du colt de tous les matériaux incorporés, ajouter 
le coat de la main-d’oeuvre et 15 p. 100 au titre des 
profits. Différentes méthodes ont été mises a profit par le 
fisc. 


M. Friedman: On s’est apergu aussi que ces méthodes 


présentaient un certain nombre de failles. Il me semble — 


que Revenu Canada, Douanes et Accise, a publié en 
décembre un bulletin d’interprétation disant que les biens 
manufacturés en vue d’en faire un usage personnel 
auraient désormais une valeur calculée d’aprés leur juste 
valeur sur le marché. Le gouvernement pourra donc 
décider d’évaluer les édifices 4 appartement ou d’adopter 
toute autre méthode de calcul, mais il n’en reste pas 
moins que le service de l’Accise a jugé que les calculs 
purement mécaniques posaient un certain nombre de 
problemes. 


Le vice-président: Pouvons-nous maintenant passer a la 
comparaison avec la Nouvelle-Zélande et le Royaume 
Uni? 


M. Wood: En Nouvelle-Zélande, les propositions faites 
4 Vorigine établissaient une distinction entre les terrains et 
les batiments et seul l’élément batiment était taxable. Lors | 
de la procédure de consultation du public, l’opinion 
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combine the two and tax the land. As implemented, it is 
very Close to the Canadian proposals. 


Apparently it had been possible to make the distinction 
because there was.some sort of national registry system for 
some other purpose where land had been separately 
valued from the buildings. So it would be interesting 
when you go to New Zealand to talk to them about their 
change and why they have made the changes. 


In the U.K., construction is tax-free or zero-rated. On 
the other hand, repairs are taxable, so you get questions 
about when a repair is a renovation and therefore tax-free, 
or when it is just a repair. When you have drawn a line, 
there are always border problems. There has been some 
speculation in the press that the UK. will tax 
construction fully in the next budget. 


Farming and fishing, page 4-4—there is very little in 
the white paper or in the government’s proposals on 
farming and fishing. It will depend on the exact form of 
the tax and how food is treated. There are a few things 
that we would like to remind you of. 


Since anyone who is an intermediary in the chain gets 
the tax back, pays the tax and gets it back—it is only a tax 
On final consumption—farmers will want to participate in 
the system so that they can get all the taxes back on their 
inputs. For instance, in federal sales tax they now get 
some of the taxes back, but not all of the taxes; there are 
taxes still in their construction materials, their trucks, the 
buildings, and in the various services they acquire. Their 
legal or accounting services are indirect taxes, which 
would be completely eliminated if the farmer or 
fisherman were totally in the system. They would get a 
complete refund on all of the inputs that are business 
related. So there would be some incentive to participate. 


_ As well, farmers have substantial export sales. Provided 
Ou get all the tax back on your inputs and your exports 
re zero-rated or tax-free, both the direct and indirect 
axes are eliminated from the product, which should be 
‘(tractive to farmers and fishermen. 


| 
The Vice-Chairman: It strikes me that there was a time 
hen there was a major question about the taxing of fuel 


[Traduction] 


publique a fait largement pression pour que l’on combine 
les deux et que l’on taxe les terrains. Telle que la 
Proposition est appliquée a l’heure actuelle, elle se 
rapproche beaucoup des propositions canadiennes. 


Apparemment, il a été possible la-bas de faire cette 
distinction parce qu’il existait un certain type de cadastre 
national établi a d’autres fins et séparant la valeur des 
batiments de celle des terrains. II serait donc intéressant 
d’aller en Nouvelle-Zélande et de demander aux 
responsables quels ont été les changements effectués et la 
raison de ces changements. 


Au Royaume-Uni, la construction n’est pas assujettie 4 
la taxe ou elle est taxée au taux zéro. Par contre, les 
réparations sont sujettes a la taxe et il s’agit donc de savoir 
si une réparation constitue une rénovation et se trouve 
donc exonérée de la taxe, ou s’il ne s’agit purement et 
simplement que d’une réparation. Lorsque vous tracez 
une ligne de démarcation, il y a toujours des problémes 
de frontiére. On a pu lire dans la presse que le Royaume- 
Uni allait taxer intégralement la construction dans le 
prochain budget. 


L’agriculture et la péche, page 4-4—il n’y a pas grand- 
chose dans le Livre blanc ou dans les propositions du 
gouvernement sur l’agriculture et sur les péches. Tout 
dépendra de la forme que prendra exactement la taxe et 
de la fagon dont seront traités les produits alimentaires. II 
y a cependant un certain nombre de choses sur lesquelles 
nous voudrions attirer votre attention. 


Etant donné que tous les intermédiaires de la chaine 
obtiennent un remboursement de la taxe, c’est-a-dire 
qu’ils paient la taxe et qu’ils se la voient restituer— 
puisqu’il ne s’agit que d’une taxe a la consommation en 
bout de chaine—les agriculteurs voudront prendre part 
au systeme de fagon a pouvoir obtenir le remboursement 
de toutes les taxes payées sur leurs facteurs de production. 
Ainsi, avec la taxe de vente fédérale actuelle, ils 
obtiennent le remboursement d’une partie de leurs taxes, 
mais non de la totalité; il reste encore des taxes 
incorporées dans leurs matériaux de construction, dans 
leurs camions, leurs batiments ainsi que dans les différents 
services qu’ils acquiérent. Leurs services juridiques et 
comptables incorporent des taxes indirectes qui seraient 
totalement supprimées a partir du moment ov 
Yagriculteur ou le pécheur seraient pleinement intégrés 
au systéme. Ils obtiendraient un remboursement intégral 
sur tous les biens de production liés a l’exploitation d’une 
entreprise. Ils seront donc incités 4 participer au systeme. 


Par ailleurs, les agriculteurs paient des taxes 
substantielles sur les ventes a l’exportation. A partir du 
moment ou vous obtenez le remboursement de toutes les 
taxes payées sur les facteurs de production et ow les 
exportations sont exonérées de taxe ou assujetties a un 
taux de zéro, les taxes directes et indirectes sont toutes 
supprimées sur l’ensemble des produits, ce qui devrait 
étre une bonne affaire pour les agriculteurs et les 
pécheurs. 


Le vice-président: Cela me rappelle soudainement qu’il 
y a eu une €poque ou |’on a beaucoup parlé du fait de 
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to farmers. Where would that fit in this? We are talking of 
an excise tax, not a sales tax. Are we in fuel that goes to 
farms? I think that there is a rebate or credit process in 
effect anyway. 


Mr. Wood: No. You are quite right to the extent that 
farmers and fishermen have taxes on their inputs now. 
There is a fairly complicated mechanism of refunds both 
on the federal sales tax side and the excise tax side. These 
documents are quite silent on the excise tax side. 


Mr. Warner: I just want to comment briefly that 
farmers and fishermen are going to want to be tax-free or 
zero-rated as opposed to being tax-exempt. This is part of 
the terminology we are learning today. Farmers and 
fishermen are also going to have to understand that they 
do not want to be tax-exempt; they want to be tax-free and 
zero-rated. 
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Mr. Wood: I agree. We were talking earlier about the 
example that is always used in France when it was 
introduced; the farmers said they wanted to be exempt 
and they did not realize that to be exempt is to be taxable 
in this kind of system. The government agreed to let them 
be exempt, but allowed them to elect if they wanted to be 
taxable, and over time most farmers ended up electing to 
be taxable. 


In Europe, even if they are tax-free, you need some 
mechanism to get the tax back on the inputs to the 
farmer. It could be the regular mechanism, or in Europe 
there are some special schemes that just add up their 
purchases and take a percentage of the purchases in order 
to make it a little easier for the farmers and fishermen to 
get the tax back. 


Mr. Friedman: Remember what you are replacing, 
though. I guess one of the concerns currently is that a 
farmer can go out and buy all his or her inplements, free 
of federal sales tax and in some cases free of provincial 
sales tax. They can buy their machinery and a lot of their 
equipment. Now, you are asking them to pay the tax and 
then to take time from their easy life and to file refund 
claims. We have not mentioned that one of the other 
suggestions is somehow to keep them outside of the 
system and to basically not have them collect the tax but 
to give them a credit back somehow or to have some 
other arrangement. I think this is what some of the groups 
suggest in order to reduce the amount of paper work that 
they have to go through in order to keep themselves from 
bearing some of this tax. 
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taxer le combustible des agriculteurs. Quel est le rapport 
avec le sujet qui nous occupe? Nous parlons 1a d’une taxe 
d’accise et non d’une taxe de vente. Touchons-nous au 
combustible utilisé par les fermes? Je pense qu'il y a de 
toute fagon un mécanisme de remise ou de crédit d’impot 
qui s’applique. 


M. Wood: Non. Vous avez tout a fait raison, en ce sens 
que les agriculteurs et les pécheurs paient a lheure 
actuelle des taxes sur leurs facteurs de production. Il 
existe un mécanisme assez complexe de remboursement a 
la fois de la taxe de vente fédérale et de la taxe d’accise. 
Ces document sont assez muets dans le cas de la taxe 
d’accise. 


M. Warner: J’aimerais aussi faire observer rapidement 
que les agriculteurs et les pécheurs vont vouloir ne pas 
avoir a payer de taxe ou étre taxés a un taux de zéro et 
non pas étre simplement exonérés du paiement de la taxe. 
Cela fait partie de la terminologie que nous apprenons 
aujourd’hui. Les agriculteurs et les pécheurs devront aussi 
apprendre que ce qu’il leur faut, ce n’est pas d’étre 
exonérés du paiement de la taxe, mais de ne pas avoir a 
payer de taxe ou d’étre taxés a un taux de zéro. 


M. Wood: Je suis d’accord. Nous avons mentionné tout 
a Vheure l’exemple qui est toujours utilisé 4 propos de la 
France, ou ce type de taxe a été introduit; les agriculteurs 
voulaient étre exonérés de la taxe et ils ne se sont pas 
rendu compte qu’«exonérés» voulait dire étre taxables 
dans ce type de systéme. Le gouvernement a accepté de les 
exonérer mais leur a permis de choisir d’étre taxables s’ils 
le voulaient et, avec les années, la plupart des agriculteurs 
ont choisis d’étre taxables. 


En Europe, méme si les facteurs de production de 
Vagriculteur sont exonérés d’impot, il faut toujours un 
mécanisme quelconque pour obtenir le remboursement 
de la taxe. On peut le faire selon le mécanisme normal 
ou, comme en Europe, ov il existe des dispositifs spéciaux 
pour faire la somme des achats et prendre un pourcentage 
sur ces achats de fagon a ce qu’il soit un peu plus facile 
pour les agriculteurs et les pécheurs d’obtenir un 
remboursement de la taxe. 


M. Friedman: N’oubliez pas, cependant, ce que vous 
remplacez. A mon avis, l’un des problémes a l’heure 
actuelle, c’est qu’un agriculteur peut aujourd’hui entrer 
dans un magasin et acheter tout son matériel sans payer la 
taxe de vente fédérale et, dans certains cas, sans payer la 
taxe provinciale. Il peut ainsi acheter toutes ses machines 
et une bonne partie de son équipement. Voila 
qu’aujourd’hui vous lui demandez de payer la taxe et de 
passer une partie de son temps précieux a remplir des | 
demandes de remboursement. Vous nous avez dit que 
Vune des propositions de rechange consisterait a le laisser 
en dehors du systéme et, en fin de compte, a4 ne pas lui 
demander de percevoir la taxe mais a lui rembourser en 
quelque sorte un crédit ou a procéder en ce sens, d’une 
maniére quelconque. Je pense que c’est la ce qu’un’ 
certain nombre de groupes proposent de fagon a réduire) 
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The Vice-Chairman: The obvious one is to be to leave 
them with the same status they have now. Did that not 
work in Europe? In other words, the farmers just did not 
pay tax in the first place. 


Mr. Wood: No. You want to do more than to just leave 
them in the same status they are now, because now they 
are not getting all of the taxes back. If they participate in 
the system then they would be getting all the taxes back. 
There are taxes that are still locked in, in the farm inputs. 
As Andy says, some of the goods are exempt right now for 
federal sales tax but others are still taxable. 


For some, although they are are exempted, the farm 
dealer actually have to file refund claims for them. They 
will want to participate but there might be some scheme 
to allow them to pay no tax on their sales, for instance, 
but to give them a reduced refund back; it in effect is an 
average of their margin, if they just file refund claims and 
pay nothing on the sales side. This is the scheme used in 
some of the European countries. 


Mr. Weyman: If food is going to be tax-free at the farm 
gate, zero-rated we will assume, presumably you could not 
follow such an approach, because you are starting with a 
zero tax take for the farmer. If they are going to have 
anything in their pocket, there has to be a refund to them 
in some way. This would lead to a position where they 
would at least have to file some claim to get the tax back. 


Mr. Wood: Even though food might be exempt, would 
there not be some products, such as cow corn or 
something, that might be taxable? Where does the food 
line stop? 


Mr. Weyman: If there is such a distinction by which 
some products are taxable, then farmers are in the tax 
system and will be filing just like any other taxpayer. They 
will have some sales that are zero-rated and some that are 
taxed at the 8% rate or whatever rate it is; they will file 
and take credit for tax on all their input. Whatever the 
dalance is, it will either be due to the government or due 
Tom the government. They will be no different in this 
“egard. 


| Mr. Friedman: The solution would be that if no farmer 
Old directly to consumers, then you could make them all 
axable, withhold the tax and then be able to recover their 


[Traduction] 


la paperasserie administrative qui les envahit et a ne pas 
payer le cout de cette taxe. 


Le vice-président: La solution qui vient immédiatement 
a l’esprit serait de ne pas changer leur situation actuelle. 
Est-ce que cette solution n’a pas donné de bons résultats 
en Europe? En d’autres termes, les agriculteurs ne 
payaient tout simplement pas d’impot au départ. 


M. Wood: Non. II n’est pas question de se contenter de 
les laisser en situation actuelle parce qu’aujourd’hui ils 
n’obtiennent pas le remboursement de toutes les taxes 
qu’ils payent. En étant intégrés au  systéme, ils 
obtiendraient le remboursement de toutes ces taxes. I] 
reste des taxes incorporées au coit des facteurs de 
production agricoles. Comme I’a fait remarquer Andy, 
certains produits sont déja exonérés A l’heure actuelle de 
la taxe de vente fédérale mais d’autres restent taxables. 


Pour certains articles, méme s’ils sont exonérés, le 
négociant agricole doit en fait remplir une demande de 
remboursement a leur égard. Les agriculteurs voudront 
étre intégrés au systéme, mais il faudrait qu’un mécanisme 
leur permette, par exemple, de ne pas payer de taxe sur 
leurs ventes et d’obtenir un remboursement réduit; cela 
joue en effet sur leur moyenne, s’ils n’ont qu’a remplir 
des demandes de remboursement et s’ils n’ont rien a 
payer sur les ventes. C’est un systéme utilisé dans certains 
pays européens. 


M. Weyman: En __ supposant que les _ produits 
alimentaires soient éxonérés de la taxe en sortant de la 
ferme, c’est-a-dire qu’ils soient taxés A un taux égal a zéro, 
on peut penser qu’une telle solution sera exclue puisque 
l’on aura au départ un prélévement de taxe égal a zéro 
pour l’agriculteur. Si l’on veut qu’ils puissent se mettre 
quelque chose dans la poche, il faut leur accorder un 
remboursement d’une maniére ou d’une autre. On 
arrivera ainsi a4 une situation ow il leur faudra au 
minimun remplir une demande pour se faire rembourser 
la taxe. 


M. Wood: Méme si les produits alimentaires sont 
exonérés, n’y aurait-il pas certains produits, comme le 
mais destiné a l’alimentation du bétail, qui seront soumis 
a la taxe? OU s’arréte la catégorie des produits 
alimentaires? 


M. Weyman: A partir du moment ow 1’on fera une telle 
distinction selon les différents produits assujettis a la taxe, 
les agriculteurs seront intégrés au systeme et devront donc 
remplir une déclaration comme tous les autres 
contribuables assujettis 4 la taxe. Il y aura des ventes 
correspondant a une taxe dont le taux sera de zéro et 
d’autres qui seront taxées 4 un taux de 8 p. 100 ou A tout 
autre taux applicable; il leur faudra faire une déclaration 
et obtenir un crédit au titre de la taxe payée sur tous leurs 
facteurs de production. Quel que soit le solde, il sera soit 
du au gouvernement, soit di par le gouvernement. Ils ne 
seront pas traités différemment de ce point de vue. 


M. Friedman: La solution serait, si aucun agriculteur 
ne vendait directement aux consommateurs, de tous les 
assujettir a la taxe, de retenir la taxe puis d’étre en mesure 
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credits from their holdings and remit the difference. 
Unfortunately, that does not allow for farmers selling 
directly; if they sell directly, then the goods cannot be 
taxable. 


Mr. Weyman: There are also farmers who do, as we 
have said earlier, export wheat and so on. Clearly they 
will need to be taxable within the tax system, even though 
they are taxed at a zero rate, and to file for the tax refunds 
with respect to their purchases. I mean, it does seem if 
you look at the totality of this that farmers as a group will 
be taxpayers in the sense that they will be within the 
system and filing tax returns or claims or whatever we call 
them, basically to get a refund of tax. 
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Mr. Friedman: Because there are mixed use purchases 
that a farmer will make, much more so than any other 
business, there is going to be some need for very clear 
guidelines as to what is creditable and what is not. Again, 
these things will have to be policed in some way. 


Mr. Warner: Your discussion seems to be suggesting 
that farmers who are purely in farming without doing the 
other work like painting canoes that Michael Cassidy’s 
farmers were doing earlier are going to have money out 
into tax if we do not design a special refund system. 


If they have input costs that are taxable and they pay 
the tax, there is going to be a cashflow problem for them 
unless we design a special system that is going to assist 
those pure farmers. The mixed-use purchases, that is 
another problem, but I think we have a large number of 
farmers who are just in farming and who will be very 
concerned about paying a tax on various input costs and 
having to wait some period of time to get that refund. 


At times when farming is very difficult, this cashflow 
complication is an added difficulty that is not going to be 
appreciated. As designers of new tax reform, we have to 
be very careful. I think we have to design something that 
will accommodate those special needs. 


Mr. Weyman: I might add that is borne out very clearly 
by the difficulties that followed the introduction of that 
rebate system for the off-highway use of the vehicles, the 
rebate vis-a-vis the excise tax and the sales tax that was 
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de recouvrer leurs crédits sur leurs avoirs et de leur 
remettre la difference. Malheureusement, ce systeme ne 
tient pas compte du cas des agriculteurs qui vendent 
directement aux consommateurs; s’ils vendent 
directement, les produits ne peuvent pas étre assujettis a la 
taxe. 


M. Weyman: Il y a aussi le cas des agriculteurs—nous 
en avons parlé précédemment—qui exportent du ble, etc. 
De toute évidence, il faudra qu’ils soient taxés dans le 
nouveau systéme fiscal, méme s’ils le sont a un taux égal a 
zéro, et qu’ils remplissent une déclaration pour obtenir 
un remboursement de la taxe au titre des achats qu’ils 
auront effectués. Si vous prenez la situation dans son 
ensemble, vous voyez bien que les agriculteurs constituent 
un groupe de contribuables puisqu’ils agissent dans le 
cadre du systéme fiscal et remplissent des déclarations 
d’impot, ne serait-ce que pour obtenir un remboursement 
d’impot. 


M. Friedman: Etant donné que l’agriculteur, beaucoup 
plus que d’autres types d’entrepreneurs, est appelé a faire 
des achats qui se prétent a une utilisation mixte, il faudra 
formuler des directives trés précises quant aux dépenses 
qui peuvent étre déduites et celles qui ne le peuvent pas. 
Il est évident que ce genre de choses doit étre soumis 4 
quelque procédure de contrdle. 


M. Warner: Dans vos explications, vous semblez dire 
que les agriculteurs qui ne _ sont qu’agriculteurs, 
c’est-a-dire qui n’ont pas d’autres activités rémunérées 
telles que peindre des canoés, comme le faisaient les 
agriculteurs cités par Michael Cassidy, vont avoir a payer 
des impéts si l'on ne parvient pas a mettre en place un 
systéme spécial de remboursement. 


S’ils se procurent des facteurs de production dont le 
cout est taxable et qu’ils paient donc la taxe, ils vont se 
retrouver avec des problémes de trésorerie 4 moins que 
Von ne parvienne 4 mettre en place un systeme spécial 
destiné a aider les agriculteurs qui ne font que de 
l’agriculture. L’achat de biens se prétant a une utilisation 
mixte constitue un autre probléme, mais un grand 
nombre d’agriculteurs ne font que ga et ils s’inquietent 
d’avoir 4 payer une taxe sur l’achat de divers facteurs de 


production et d’avoir a attendre pour en obtenir le © 


remboursement. 


Lorsque l’agriculture se porte mal, le probléme de 


trésorerie que peuvent entrainer pour eux les dispositions 


fiscales en vigueur, constitue pour les agriculteurs un 
probléme supplémentaire dont ils n’ont vraiment pas 
besoin. En tant que responsables de la réforme fiscale, 
nous devons nous montrer extrémement prudents. Je 
pense que nous allons devoir trouver les moyens de 
répondre a ces besoins particuliers. 


M. Weyman: J’aimerais ajouter que cette analyse est | 
créee |i 
Vadoption du systéme de ristournes pour Vutilisation des © 


confirmée par la situation difficile qu’avait 


véhicules hors route, c’est-a-dire les ristournes applicables 


| 
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introduced several years ago. The fact that there was a 
need then to wait for the cheque to come back from the 
government caused the same kind of concerns and 
difficulties you have just been alluding to, Mr. Warner. 


‘Mr. Warner: You have certain suggestions. I know you 
have touched on it. Can you be more specific in offering 
Suggestions as to how we might design a sales tax that 
would accomplish that refund immediately. I do not think 
I would want a waiting time. I would not want to have to 
have the farmer go to finance that cashflow complication. 


Mr. Wood: Providing his outputs are tax free, he is 
almost always going to be in a refund position. Perhaps he 
could file more frequently. He could file monthly or 
weekly. 


Mr. Weyman: An exemption certificate mechanism, 
such as we talked about earlier in relation to retail sales 
tax... 


Mr. Wood: Then you go back into the problems where 
the vendor to the farmer has to say: Is this man a hobby 
farmer; is he a real farmer in business? There is an 
obligation on the supplier to the farmer to make some 
inquiries. 


Mr. Warner: There is a certain amount of pressure on 
the Finance Department to make that determination now, 
or Revenue Canada to. 


Mr. Minaker: On the income side. 
: 


__ Mr. Warner: Who is a farmer and who is not a farmer 
is something that may have more importance. under this 
“new system. 


__ Mr. Friedman: We are not just only thinking about 
‘machinery equipment, it could be grain feed, livestock, it 
could be seed, it could be a lot of things where the tax is 
added on. It is an issue, because what you are doing in 
this case is replacing an outright exemption with a tax and 
a Credit. 


| 
__ Mr. Minaker: Would farm land be taxed and then the 


farmer applies for the tax rebate? 


| Mr. Wood: That is correct, although my recollection is 
‘hat there is a special scheme where there is a transfer 
rom a farmer to a farmer of farm land, or within the 
amily. But you are right. It is subject to the certificate 
jules and the same rules; it will be taxed and then a 
-efund. 


' 
| 
! 
1 

) 
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a la taxe d’accise et a la taxe de vente qui avaient été 
adoptees il y a plusieurs années. Le fait d’avoir a attendre 
la réception d’un chéque de remboursement émis par le 
gouvernement allait entrainer de nombreuses inquiétudes 
et de nombreuses difficultés, comme M. Warner vient de 
nous l’expliquer. 


M. Warner: Vous avez sans doute certaines 
Propositions a faire. Je sais que vous vous étes penché sur 
la question. Pourriez-vous nous offrir des propositions 
précises quant 4 la maniére dont nous pourrions formuler 
les dispositions applicables A cette taxe de vente afin 
d’obtenir un remboursement immédiat. Je pense qu’il ne 
doit y avoir aucune attente. Je préfere ne pas obliger 
lagriculteur 4 emprunter pour résoudre les problémes de 
trésorerie que nous pourrions lui occasionner. 


M. Wood: Si les résultats de son activité professionnelle 
ne sont pas imposables, il se trouve dans presque chaque 
cas en mesure d’obtenir un remboursement. Peut-étre 
Vagriculteur pourrait-il remplir des déclarations plus 
fréquemment, chaque mois ou chaque semaine. 


M. Weyman: Alors un mécanisme prévoyant la 
délivrance d’un certificat d’exemption ainsi que nous en 
avions discuté antérieurement au sujet de la taxe de vente 
au détail. .. 


M. Wood: Mais cela nous remet dans la situation 
difficile ou celui qui vend quelque chose 4a l’agriculteur 
doit se demander s’il s’agit d’un agriculteur du dimanche 
ou s’il s’agit d’un agriculteur purement et simplement? 
Comme vous le voyez cela oblige le fournisseur a 
s'interroger sur la situation réelle de Vagriculteur qui se 
fournit chez lui. 


M. Warner: Le ministére des Finances ou Revenu 
Canada se trouve a l’heure actuelle plus ou moins dans 
l’obligation de trancher la question. 


M. Minaker: Ca c’est pour le revenu. 


M. Warner: Qu’est-ce qu’un agriculteur? Eh bien cette 
question-la va peut-étre, dans le cadre du nouveau 
systéme, revétir une importance encore plus grande. 


M. Friedman: Nous ne_ parlons pas seulement 
d’€quipement mécanique. II peut s’agir de céréales de 
fourrage, de bétail, de graines. Il pourrait donc s’agir de 
bien des choses soumises a la taxe de vente. Cela pose un 
probleme parce que, dans ce cas précis, vous remplacez 
exemption complete par un systéme qui comprend une 
taxe et une ristourne. 


M. Minaker: Dans ce systéme qui est envisagé, est-ce 
que les terres agricoles seraient imposées avec la 
possibilité pour l’agriculteur de demander une ristourne? 


M. Wood: C’est bien cela mais, si j’ai bonne mémoire, 
on a prévu un régime spécial pour faire une distinction 
entre le transfert d’une terre agricole 4 un autre 
agriculteur et le transfert 4 un membre de la famille. Mais 
vous avez raison. Ce cas serait soumis aux mémes 
exigences de délivrance d’un certificat, aux mémes régles. 
Il s’agit d’abord de payer la taxe ensuite d’en obtenir le 
remboursement. 
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Mr. Weyman: I would just like to pick up on your last 
point on this 4-4 about the special scheme in Europe 
where for example there is a tax on purchases, no refund 
on the input side but the business collects the tax at a 
specified percentage on the sales and then keeps the 
amount collected instead. I was just thinking in the 
context of the discussion we had earlier on small business 
whether this might be a way that small business could be 
accommodated. Does that work? You say you would have 
a specified percentage. Is that a lower percentage tax rate? 


Mr. Wood: A lower percentage, yes, to reflect that so 
that the net— 


Mr. Weyman: Their customers then are buying 
generally at 8%. If they buy from small busines they 
might pay 4%. Does that work as a system? 


The Vice-Chairman: It gives that particular vendor an 
advantage over his neighbour. 


Mr. Wood: It is an averaging. 


Mr. Weyman: You could do it in the value-added tax 
system where the customer of the small business identifies 
the amount of tax, whatever percentage it is. Meanwhile, 
the small business is looked after because it is made whole 
by just collecting tax at a lower rate and keeping it. Would 
that work for small business? 


Mr. Wood: Sure. It is another option to put on the 
table on that other list. 


The Vice-Chairman: We are happy to welcome our 
chairman to the meeting and let him know that we will 
keep the meeting going for a minute or two so that he can 
participate. 


Mr. Blenkarn: I will sit out here for. . . 
The Vice-Chairman: Okay. Just until 10 p.m. 


Mr. Warner: Is this an award that you have received, 
Mr. Chairman? 


Mr. Blenkarn: “Presented in appreciation to Donald 
Blenkarn, January 26, Federal P.C. Women’s Caucus of 
Ottawa”. 


The Vice-Chairman: We are looking at non-profit 
organizations, page 4-5 in the notes, just touching them. 
We have been talking about farmers. 


Mr. Wood: In the charities, non-profit organizations, 
and government bodies collectively there are many, many 
issues. In the paper itself the words are carefully chosen: 


[Translation] 


M. Weyman: J’aimerais simplement prendre le dernier 
point que vous avez soulevé 4 la page 4-4 concernant le 
régime spécial en vigueur en Europe, dans le cas, par 
exemple, d’une taxe a Jl’achat, il n’y a pas de 
remboursement du cété de l’achat des facteurs de 
production, mais Ventreprise pergoit un certain 
pourcentage sur le prix de ses ventes et puis aprés garde 
ce montant au lieu de le reverser. S’agissant de la 
discussion que nous avions eue plus tot au sujet de la 
petite entreprise, je me demande si cela ne constituerait 
pas le moyen de répondre aux besoins précis de la petite 
entreprise. Ce systeme fonctionne-t-il? Vous avez parlé 
d’un pourcentage précis. Est-ce un pourcentage inférieur 
au taux d’imposition? 


M. Wood: Oui, un pourcentage plus faible qui tient 
compte du fait que le prix net... 


M. Weyman: Leur clientéle est donc en général 
astreinte a une taxe de vente de 8 p. 100 et lorsqu’ils se 
fournissent auprés d’une petite entreprise, ils ne payent 
parfois que 4 p. 100. Ce systeme donne-t-il de bons 
résultats? 


Le vice-président: Cela procure au vendeur un 
avantage par rapport a son concurrent. 


M. Wood: I s’agit de l’établissement d’une moyenne. 


M. Weyman: Cela peut se faire dans le systeme de la 
taxe a la valeur ajoutée, ou le client d’une petite 
entreprise sait tout a fait quel est le montant de la taxe 
imputée, quel en est le taux. Cela représente un avantage 
pour la petite entreprise qui est compensée par la 
perception d’une taxe, certes a moindre taux, mais qui 
peut en conserver le produit. Cela pourrait-il étre utilisé 
pour les petites entreprises? 


M. Wood: Bien sur. Cela constitue une autre solution 
dont on pourrait discuter. 


Le vice-président: Nous avons le plaisir de souhaiter a 
notre président la bienvenue aujourd’hui et j’aimerais 
poursuivre la réunion pendant quelques instants afin de 
lui permettre d’y participer. 


M. Blenkarn: Je prends mon siége. . . 


Le vice-président: Entendu. Nous irons jusqu’a 22 
heures. 


‘M. Warner: Monsieur le président, vous a-t-on décerné 
une récompense? 


M. Blenkarn: «En hommage 4 M. Donald Blenkarn, le 
26 janvier, de la part du groupe des femmes députées 
fédérales du Parti conservateur 4 Ottawa». 


Le vice-président: Nous avons examiné le cas des 
organismes 4 but non lucratif, a la page 4-5 des notes qui 
s’y référent. Nous avons également examiné la situation 
des agriculteurs. | 


M. Wood: Dans les organismes de charité, dans les 
organismes 4 but non lucratif, ainsi d’ailleurs que dans 
l’ensemble des organismes gouvernementaux, on constat€é 
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The purpose of this section is to set out one approach 
to the taxation of this sector in order to facilitate 
discussion. ‘* 


So there are many approaches to this sector. Now what 
is suggested here for discussion... Let us go back—just a 
couple of rules to start off with. When we are talking 
about non-profit organizations, specifically excluded from 
this definition would be Organizations established or 
operated primarily to provide dining, recreational, or 
sporting facilities for their members. So even though a 
golf club or a dining club or a recreational facility is non- 
profit for income tax purposes, nonetheless it would be in 
the system for MSST purposes, so it would charge tax on 
any charges to members, annual fees, dinners, the bar 
charges and so on and it would get a credit for all of its 
inputs just like any other business. 


Now to the extent that they provide dining facilities, 
that is not dissimilar to what happens for provincial sales 
tax purposes. In most of the provinces when one went 
into a private club and bought something from the bar or 
from the dining facilities there would be provincial sales 
tax on it. So under this proposal there would also be a 
MSST on those kind of charges. So that is the first rule. 


The Vice-Chairman: I guess I am a little bit puzzled 
now when we start talking about the golf course. Are we 
implying here that there is a new tax that has not been 
charged to golf clubs that will be under the new rules 
here? 


Mr. Wood: Yes. 


Mr. Blenkarn: They are going to charge a tax on your 
annual fees— 


Mr. Wood: Your green fees, your bar bills. 
Mr. Blenkarn: —and presumably your membership. 


| Mr. Wood: Yes. 
The Vice-Chairman: Well, that is what I heard him say. 


Mr. Blenkarn: That does not make you very happy, 
loes it? 

The Vice-Chairman: No. I was digesting very slowly 
here for a minute. 


} 
] 
; 


[Traduction] 


un certain nombre de problémes. Dans le document, les 
dispositions applicables sont rédigées avec une trés grande 
précaution: 


Cette section a pour objet d’exposer une approche de la 
taxation de ce secteur afin de faciliter les débats. 


Pour les modes d’approche, il n’y a que l’embarras du 
choix. Nous proposons donc ici, aux fins de la 
discussion... Pouvons-nous revenir un petit peu en 
arriére—il s’agirait simplement de cerner une ou deux 
régles au départ. Lorsqu’il s’agit d’organismes 4 but non 
lucratif, on exclut de cette définition les Organismes dont 
l’activité principale consiste a offrir A leurs membres des 
événements gastronomiques, sportifs ou autres formes de 
récréation. Donc, méme si, du point de vue fiscal, un club 
de golf ou de gastronomie ou un €tablissement récréatif 
est un organisme a but non lucratif, aux fins de la taxe de 
vente des fabricants ou des fournisseurs, ces organismes 
doivent percevoir une taxe sur les sommes qui leur sont 
versées par les membres, qu’il s’agisse des cotisations 
annuelles, des cotisations spéciales a l’occasion des repas, 
des notes de bar ou autres frais prévus, et ces organismes 
obtiendront une ristourne, comme toute autre entreprise, 
pour les taxes payées a leur propres fournisseurs. 


Dans la mesure ou de tels Organismes offrent des 
installations de gastronomie, la situation ainsi créée ne 
serait pas trés différente de ce qui se passe pour la taxe de 
vente provinciale. Dans la plupart des provinces, lorsque 
quelqu’un prend un diner ou une consommation dans un 
club privé, il paie sur la somme une taxe de vente 
Provinciale. Donc, en vertu de la solution envisagée, 
toutes ces dépenses seraient soumises a une taxe de vente 
des fabricants ou des fournisseurs. Cela serait la régle de 
départ. 


Le vice-président: Lorsqu’on commence 4 parler des 
terrains de golf, je ne comprends plus trés bien. S’agit-il 
de faire payer au club de golf une nouvelle taxe que les 
clubs ne payaient pas avant et qu’ils devront payer 4 
Vavenir? 


M. Wood: C’est bien cela. 


M. Blenkarn: On va donc nous faire payer une taxe sur 
vos cotisations annuelles. . . 


M. Wood: Par exemple, vos notes de bar, vos frais de 
participation 4 l’entretien du terrain. 


M. Blenkarn: 
membres. 


M. Wood: C’est bien cela. 


Le vice-président: Eh bien, c’est effectivement ce que je 
l’ai entendu dire. 


et, j’imagine, vos cotisations de 


M. Blenkarn: Cela n’a pas |’air de vous réjouir. 


Le vice-président: Non. Cela m’a méme laissé songeur. 
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I guess because they are not in business to make a 
profit, that is where the challenge could be made. In other 
words, do we really create these centres of activity, 
YMCAs? 


Mr. Wood: You are right. It is a consumption tax. It is 
not a tax on profits. There is consumption and they are 
adding value. 


This proposed approach is not as broad as New 
Zealand’s. In New Zealand, as we saw last night, it does 
not matter if you are in business. If you do anything 
regularly or continuously, you are in the system. You 
could run a church bingo every Monday night in New 
Zealand and you would be in the system on the value 
added. 


Mr. Blenkarn: Would you not be here? Is a 
professional bingo hall that has the Knights of Columbus 
in one night a week and has— 


Mr. Wood: You are quite right. That is the kind of 
thing— 


Mr. Blenkarn: —a church in another night and that 
type of thing not going to be caught? 


Mr. Wood: Certainly the operator is a profit-making 
entity and would be caught. Then the question is whether 
the church, if it were there every Monday night, would be 
carrying on a business— 


Mr. Blenkarn: Would you charge tax on each bingo 
card? 


Mr. Wood: Sure, that is how it would be done. But 
there are some exemptions here,-you will be glad to 
know, I am sure. 


The Vice-Chairman: Here I was going to introduce the 
whole question of lottos and all the other raffles and 
everything we sell. 


Mr. Hoffman: You get a deduction for your prizes paid 
out, because the fee a bingo parlour charges does not 
represent the value added per se. 


Miss Nicholson: Everybody’s bookkeeping has 
improve very greatly, does it not? 


to 
The Vice-Chairman: Monstrously. 


Mr. Friedman: This is what we sound like a broken 
record on. You need bookkeeping. You need to keep 
track of your sales and your purchases. You need to have 
your head screwed on right to understand this. Every 
once in a while we come across a crack in the sidewalk, 
and that may be an advantage to somebody or a 


[Translation] 


Sans doute parce qu’elle exerce des activités a but non 
lucratif et c’est 1a que le bat blesse. Autrement dit, s’agit-il 
de centres d’activité telles que les YMCA? 


M. Wood: Effectivement. Il s’agit d’une taxe 4 la 
consommation et non pas d’une taxe sur les biens. Il y a 
consommation et il y a valeur ajoutée. 


Cette approche n’a pas un caractére aussi générale que 
Vapproche qui a été retenue en Nouvelle-Zélande. En 
Nouvelle-Zélande, ainsi que nous avons pu le constater 
hier soir, peu importe que vous excerciez une activité 
commerciale. Tant que vous excercez une activité 
réguliére ou continue, vous relevez du systeme. En 
Nouvelle-Zélande si, par exemple, chaque lundi, vous 
organisez au sein de votre congrégation religieuse, un 
loto, eh bien vous relevez du systéme de la taxe a la valeur 
ajoutée. 


M. Blenkarn: N’en est-il pas de méme ici? Une salle 
qui accueille, par exemple, un soir par semaine, le loto 
des Chevaliers de Colomb, est-elle considérée comme une 
salle de loto commerciale? 


M. Wood: C’est de cela qu’il s’agit. De méme. . . 


M. Blenkarn: ... si la salle accueille une autre fois une 
congrégation religieuse, elle échappe a la taxe? 


M. Wood: L’organisateur n’agit sans doute pas a titre 
bénévole et, lui, reléverait du systéme. Il s’agit donc de 
savoir si l’église ou la congrégation religieuse exploite une 
entreprise si elle organise son loto tous les lundis 
régulierement. . . 


M. Blenkarn: Songez-vous a percevoir une taxe sur 
chaque carte de loto? 


M. Wood: C’est effectivement comme ga que ce serait 
organisé. Mais, il y a bien sur, et cela va vous rassurer, des 
possibilités d’exemption. 


Le vice-président: J’allais justement parler des loteries, 
des tirages et de toutes les autres choses qui peuvent étre 
offertes. 


M. Hoffman: Les prix offerts en récompense ne sont 
pas imposés car les frais d’inscription au loto ne 
correspondent pas a une valeur ajoutée. 


Mme Nicholson: Cela obligerait tout le monde 4 tenir 
une comptabilité beaucoup plus rigoureuse. 


Le _vice-président: 
énormes. 


Cela exigera des changements 


| 


M. Friedman: On en vient toujours 4 cela. Cela exige © 
une comptabilité rigoureuse. Il faut inscrire chaque vente, © 
chaque dépense. Il faut vraiment avoir Vesprit clair pour | 
comprendre cela. De temps a autre on tombe sur une = 


lézarde qui, selon le point de vue de chacun, peut étre un | 


avantage ou un inconvénient. Le systeme ne sera jamais 


J 
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disadvantage to somebody else. It is not a perfect system. 
But if you do your thinking in advance, you can ensure 
that you are on the right side of the rules. 


Mr. Wood: Let us just talk about the two overriding 
exemptions in this sector. There is a so-called “volunteer” 
exemption. This is a rule that says if all, or substantially 
all, of the staff involved in the management and operation 
of an activity are unpaid volunteers, then it would be 
outside the system. So you might have a hospital shop that 
was fully managed and manned by unpaid volunteers. In 
that case it would not have to collect tax on the value 
added. 


Mr. Blenkarn: You mean the store in the Mississauga 
Hospital that is manned by volunteers would never have 
to pay tax? 


Mr. Warner: Your first exception says those people 
would be taxed: sale of goods in a retail store. 


Mr. Wood: I am sorry. Yes. But it depends on whether 
it is a charity or not. 


Mr. Blenkarn: Well, it would be a charity. It is a 
hospital. Are hospitals not charitable any more? 


Mr. Friedman: No, they are not. They are a hospital; 
they are a health institution. 


Mr. Warner: But the ladies’ auxiliary that runs the 
shop is a charitable institution, possibly with a number. 
Where do they fit? 


Mr. Blenkarn: Well, the hospital foundation for sure 
has a number, I can tell you that; and the hospital 
foundation runs the Shop and the shop is run by 
volunteers. Now you are telling me that will not pay tax? 


Mr. Wood: Yes, I am. I said earlier the government has 
said this is set out as an approach to taxation of this sector 
to facilitate discussion. I am saying the proposed rule says 
if it is all volunteers, then it is out. 


Miss Nicholson: Even if their sales are over $5,000. 


Mr. Wood: That is right, even if their sales are over 
'5,000. The other way of getting out, even if you have 
laid staff, is if the sales are less than $5,000 per year. But 
a all other cases sales of goods through a retail store 
ould be taxable. 


if 


Mr. Blenkarn: I have problems with that. 


[Traduction] 


parfait mais, si vous réfléchissez bien a V’avance, vous 
pouvez mettre les régles de votre cété. 


M. Wood: Pouvons-nous aborder les deux principales 
exemptions prévues dans le domaine qui nous intéresse. II 
s’agit, d’abord, de exemption «bénévole». Selon cette 
régle, si l’ensemble du personnel, ou la grande majorité 
du personnel qui participe a la gestion et a l’organisation 
d’une activité donnée sont des bénévoles, eh bien 
l’organisme ne sera pas soumis au versement d’une taxe. 
Il peut s’agir d’un magasin qui, dans un hépital, est 
entiérement géré par des bénévoles. Dans ce cas, le 
magasin n’aura pas 4 percevoir une taxe sur la valeur 
ajoutée. 


M. Blenkarn: Vous voulez dire donc que le magasin 
situé dans l’hépital de Missisauga et géré par des 
bénévoles n’aurait pas a payer de taxe? 


M. Warner: D’aprés la premiére exception, il y aurait 
imposition car il s’agit, en l’espéce, de vente au détail. 


M. Wood: Désolé, oui, effectivement, mais cela va 
dépendre selon qu’il s’agit ou non d’un organisme 
charitable ou de bienfaisance. 


M. Blenkarn: Eh bien, sans doute s’agit-il d’une oeuvre 
de bienfaisance. Aprés tout, il s’agit d’un hd6pital. Les 
h6pitaux ne sont-ils plus des organismes de bienfaisance? 


M. Friedman: Non, justement. Ce sont des hdpitaux, 
c’est a dire des organismes de santé. 


M. Warner: Mais le service des femmes bénévoles qui 
assurent la gestion du magasin est un Organisme de 
bienfaisance, peut-étre méme un organisme inscrit. Quel 
est leur statut? 


M. Blenkarn: Eh bien, il est clair que la fondation de 
Vh6pital est un organisme charitable inscrit, ¢a je peux 
vous le certifier: et c’est de la fondation de V’hdpital que 
dépend le magasin, magasin géré par des bénévoles. Vous 
m/’assurez donc que ce magasin ne sera pas astreint au 
versement d’une taxe? 


M. Wood: Je vous l’assure. J’ai dit plutdt que, comme 
l’a dit le gouvernement, on a retenu cette démarche afin 
de faciliter l’examen des problémes que pose la fiscalité 
dans ce domaine. D’aprés moi, la régle envisagée exclut 
du systéme fiscal les organismes entiérement gérés par des 
bénévoles. 


Mme Nicholson: Méme si le chiffre de leurs ventes 
dépasse 5,000$? 


M. Wood: C’est cela, méme si le montant de leurs 
ventes dépasse 5,000$. Une autre maniére d’éviter les 
taxes, méme dans les cas ou il y a un personnel rénuméré, 
c’est lorsque le montant des ventes n’atteint pas 5,000$ 
par an. Mais, dans tous les autres cas ow les biens sont 
vendus au détail dans un magasin, les ventes sont 
soumises au paiement d’une taxe. 


M. Blenkarn: Cela ne me parait pas satisfaisant. 
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The Vice-Chairman: The product or the service they 
render is taxable, but on the MSST they have the recovery 
on the— 


Mr. Wood: That is true. If they were in the system, 
then they would have the recovery just like any business 
would; however, if they were exempt, and because they 
are volunteers, then the tax would be locked in on the 
purchase price. Okay, so say it is a hospital shop, all 
volunteers, and they go out and buy goods and they pay 
tax. 


The Vice-Chairman: Yes. 
Mr. Wood: That would be the end of the story. 


The Vice-Chairman: They cannot charge that tax off to 
anybody? 


Mr. Wood: No. They would try and build it into the 
price, of course, and probably would, but there is no tax 
on that final value added. 


Mr. Blenkarn: What is this broader exemption on 
admissions? What are you talking about there? 


Mr. Wood: Okay, I will just run down these very 
quickly. Subject to this volunteer exemption and the 
$5,000 threshold we talked about, if the sale of goods is 
through a retail outlet, then the sale of goods is taxable. 
For instance, a university bookstore, a museum or a 
souvenir gift shop, other similar retail stores— 


Mr. Blenkarn: All right, suppose we are running a 
concert with the Mississauga Drama Society. We are 
selling tickets. If we sell tickets in excess of $5,000, are we 
going to have to pay tax on those tickets? 


Mr. Wood: You might, under this proposal, because 
they are saying admissions to a professional theatrical, 
musical or other such performance, film presentation, 
slide show, horse race, or professional athletic event. 


Mr. Blenkarn: Amateur. 


The Vice-Chairman: Always professional, you said. 


Mr. Wood: Well, yes. Yes, they were professional 
athletic events, implying that amateurs would be exempt, 
but admissions to such events would be taxable only 
where the events are staged in a place designed, built, or 
used primarily for the staging of such events. 
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Le vice-président: Le produit vendu ou le service rendu 
est imposable. Mais s’agissant de la taxe de vente des 
fabricants ou des fournisseurs, ils peuvent en obtenir le 
remboursement au moyen de... 


M. Wood: C’est vrai. S’ils relevaient du systeme, eh 
bien ils pourrait récuper la taxe payée comme tout autre 
organisme commercial; cependant, s’ils font l’objet d’une 
exemption car l’organisme est géré entierement par des 
bénévoles, eh bien la taxe payée sur les fournitures est 
définitivement acquise au fisc. Admettons qu’il s’agit d’un 
magasin installé dans un hdpital et géré d’une fagon 
bénévole, eh bien tout ce qui est acheté par et pour ce 
magasin est néanmoins soumis 4a la taxe de vente. 


Le vice-président: C’est effectivement vrai. 
M. Wood: Un point c’est tout. 


Le vice-président: Et ce magasin ne peut pas se faire 
rembourser cette taxe. 


M. Wood: Non. Le magasin peut essayer d’en 
répercuter le montant sur l’acheteur, et c’est 
probablement ce que ce type de magasin ferait, mais les 
articles vendus dans ce magasin ne sont pas soumis au 
versement d’une taxe a la valeur ajoutée. 


M. Blenkarn: Quelle est la disposition plus large 
prévoyant l’exemption fiscale applicable aux entrées. De 
quoi s’agit-il? 


M. Wood: Bon, je vais trés rapidement passer cela en 
revue. Sous réserve de l’exemption applicable aux 
bénévoles et au seuil maximum des 5,000$ que nous 
avons évoqués, si la vente s’opére dans le cadre d’un 
commerce de détail, eh bien la vente des biens est 
imposable. Par exemple, une librairie dans une université, 
un magasin de cadeaux ou de souvenirs opérant dans le 
cadre d’un musée, ou enfin d’autres magasins de vente au 
détail. . . 


M. Blenkarn: Entendu. Supposons que nous organisons 
un concert dans le cadre de la Société théatrale de 
Mississauga. Nous vendons des billets et si nous en 
vendons pour plus de 5,000$ allons-nous devoir appliquer 
une taxe sur les entrées. 


M. Wood: D’aprés le projet envisagé, vous y serez 
peut-étre tenu car on envisage une taxe sur les entrées a 
tout. spectacle professionnel, qu’il  s’agisse de 
représentations théatrales, musicales, cinématographiques, 
d’une exposion de diapositives, d’une course de chevaux 
ou d’une épreuve sportive professionnelle. 


M. Blenkarn: Oui, 
représentation amateur. 


mais qu’en est-il d’une 


Le vice-président: Vous avez dit professionnelle. 


M. Wood: Eh bien, oui, il s’agit de manifestations 
sportives professionnelles, ce qui laisse entendre qu'une 
manifestation sportive amateur serait exclue du systeme 
envisagé et que les entrées a de telles manifestations n¢ 
seraient soumises au versement d’une taxe que lorsque 1a 


| 


| 
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Mr. Blenkarn: Well, they are all there. They are in 
high school auditoriums that are designed for the Staging 
of such events. 


‘The Vice-Chairman: No, it is designed to teach kids. 


Mr. Friedman: No, it is designed for the kids to get 
together once a month to rap. I mean, obviously you 
illustrate what some people are going to do; they will look 
at these rules and say admissions to museums, parks, zoos, 
aquariums and recreational complexes are exempt, so 
therefore that is where we are going to hold these 
activities. 


Mr. Weyman: I think, Mr. Chairman, if you look at the 
other side of it, though, if a charity puts on a professional 
entertainment at the Roy Thomson Hall in Toronto, then 
that will be taxable, as would any other event at the Roy 
Thomson Hall. The fact that a Charity puts it on makes no 
difference. That is really the point that is made here. 


Mr. Blenkarn: What do you mean by certain land sales 
in this note? 


Mr. Wood: Generally we said land rentals and sales by 
charities are not in the system, but there is an exception 
here where the charity owns land, sells it to a private 
individual for the purpose of that individual doing 
residential construction. Then the charity would be 
Subject to tax on its land sale in that case. 


Mr. Blenkarn: Well, are land sales to be taxed? 


Mr. Wood: Yes, at the— 

Mr. Blenkarn: On what basis? 

Mr. Wood: At the session that you— 
Mr. Blenkarn: I missed, obviously. 


_ Mr. Wood: —just missed. . . basically, yes. Sales of real 
‘estate are subject to tax, and the exception is used 
‘residential dwellings and long-term rentals. . . 


Mr. Blenkarn: Farms? 
Mr. Friedman: It depends on the kind of farm. 


Mr. Wood: With the farm sold to another farmer there 
would be tax collected and— 


Mr. Blenkarn: On the land. 


[Traduction] 


manifestation va se dérouler dans un lieu congu, construit 
Ou principalement consacré a de telles manifestations. 


M. Blenkarn: Mais n’en est-il pas toujours ainsi? Elles 
vont avoir lieu dans un auditorium d’école secondaire, un 
auditorium congu spécialement pour la tenue de pareilles 
manifestations. 


Le _ vvice-président: Non. Ils 


Venseignement. 


sont con¢us pour 


M. Friedman: Non, ils sont con¢cus pour permettre aux 
éléves de se réunir une fois par mois pour pouvoir 
discuter entre eux. Ce que je veux dire, c’est qu’il est bien 
évident que ce qui va se Passer, c’est que les gens vont se 
pencher sur ces régles et vont voir que les entrées dans les 
musées, les parcs, les zoo, les aquariums et les ensembles 
récr€éatifs ne sont pas soumises forcément a une taxe et 
que c’est par conséquent dans de tels lieux qu’ils vont 
organiser leurs manifestations. 


M. Weyman: Monsieur le président, je pense que, si 
vous envisagez l’autre aspect de la question, c’est-a-dire 
que, si un organisme devient dans un sens Organisme d’un 
spectacle professionnel a la salle Roy Thomson a Toronto, 
eh bien les entrées seront soumises au versement d’une 
taxe comme tout autre événement 4 la salle Roy 
Thomson. Le fait que ce soit un Organisme de 
bienfaisance qui organise n’y change rien. En fait, c’est 
cela que nous cherchons 4a faire comprendre ici. . 


M. Blenkarn: Qu’entendez-vous par la vente de 
certaines terres dans la note que vous avez rédigée? 


M. Wood: Mais nous avons dit que d’une maniére 
générale les locations ou ventes fonciéres Opérées par des 
Organismes charitables ne relévent pas du systéme et qu’il 
y a une exception a cela lorsqu’un organisme charitable 
posséde une terre et la vend a un particulier pour la 
construction d’un immeuble résidentiel ou d’une maison. 
En pareil cas, l’organisme charitable en cause devra payer 
une taxe sur la vente de sa terre. 


M. Blenkarn: Les ventes fonciéres vont-elles étre taxées 
donc? 


M. Wood: Oui, au. . . 

M. Blenkarn: En fonction de quoi? 

M. Wood: Lors de la séance que vous. . . 

M. Blenkarn: Que, bien sir, j’ai manquée. . . 


M. Wood: Venez de manquer... En fait, oui. Les 
ventes immobiliéres font l’objet d’une taxe sauf s’il s’agit 
d’immeubles résidentiels qui ne sont pas neufs et les 
locations a long terme. . . 


M. Blenkarn: Les fermes également? 

M. Friedman: Cela va dépendre du type de fermes dont 
il s’agit. 

M. Wood: Si une ferme est vendue A un autre 


agriculteur, eh bien la transaction fait objet d’une taxe 
iB 5 


M. Blenkarn: Sur la vente du terrain? 


135 : 24 


[Text] 

Mr. Wood: —then a deduction. . . and the land and the 
buildings and fixtures. 

Mr. Blenkarn: Would deduct what? Deduct what you 
paid for them? 

Mr. Friedman: No, the tax. Remember, it is the tax. 
You can only get back— 


Mr. Wood: The tax. 


Mr. Friedman: —a credit for tax you actually paid, or 
somebody paid— 


Mr. Blenkarn: But then at the outset, anybody who 
owns property has not paid tax on it. 


Mr. Wood: No, you are quite right. 


Mr. Blenkarn: Therefore, at the outset of this system, 
what you are telling us is that the first purchaser of any 
piece of real estate will have to pay tax without abatement 
whatsoever. Is that really what you mean? 


Mr. Wood: For farm property, that is correct. 
Mr. Blenkarn: Well, I mean for lots, vacant lots. 
Mr. Wood: For vacant lots, that is true. 

Mr. Blenkarn: Stores, apartments, you know? 


Mr. Wood: Yes, subject to a credit, if the. . . 


¢ 2105 


Mr. Blenkarn: Credit for what, though? The purchaser 
would have no credits. 


Mr. Friedman: Sure they would. If they are a business, 
it would be like a piece of equipment. They would get a 
credit. 


Mr. Blenkarn: The purchaser would, but not the 
vendor. 


Mr. Friedman: The vendor would just add it on to his 
sale price. He would say to the purchaser, look, you are a 
business, you are going to get a credit for this instantly, or 
within one month to three months, and therefore it 
should not bother you that we are going to tax the land. 
Now, if the land is sold to an individual for his own use, 
then you have a problem. 


The Vice-Chairman: Our purpose, as you know, is to 
identify the problems as we become knowledgeable on the 
subject, so I will ask the consultants to guide us a little 
further. 
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M. Wood: ... puis d’une déduction. .. Et la terre, et 
les batiments et les installations. 


M. Blenkarn: De quelle déduction s’agit-il? De déduire 
le prix d’achat? 

M. Friedman: Non, le montant de la taxe. N’oubliez 
pas qu’il s’agit de la taxe. Vous ne pouvez obtenir que le 
remboursement de... 


M. Wood: De la taxe. 


M. Friedman: ... et une ristourne correspondant 4 la 
taxe que vous avez effectivement payée ou que quelqu’un 
d’autre a payée. 

M. Blenkarn: Mais alors, celui qui le posséde n’a pas 
payé de taxe sur ce terrain. 


M. Wood: C’est cela, vous avez parfaitement raison. 


M. Blenkarn: Donc, dés l’entrée en vigueur de ce 
systeme, celui qui achéte un terrain va devoir payer, en 
plus du prix d’achat, une taxe sans possibilité de remise. 
Est-ce bien vraiment cela que vous voulez dire? 


M. Wood: S’agissant 
parfaitement exact. 


d’une terre agricole, c’est 


M. Blenkarn: Oui, mais qu’en est-il des terrains, des 
terrains non batis. 


M. Wood: C’est également vrai pour les terrains non 
batis. 

M. Blenkarn: Est-ce que c’est également vrai pour les 
magasins, les appartements? 


M. Wood: Oui, sous réserve de la possibilité d’obtenir 
une ristourne, si le... 


M. Blenkarn: Mais une remise ou un remboursement a 
quel titre? L’acheteur ne pourrait bénéficier d’aucune 
ristourne. 


M. Friedman: Si. S’il s’agit d’une entreprise, ce serait 
comme un achat d’équipement qui donnerait lieu au 
versement d’une ristourne ou d’un crédit d’impét ou d’un 
remboursement de la taxe payée. 


M. Blenkarn: Ca, ¢a va pour l’acheteur mais non pas 
pour le vendeur. 


M. Friedman: Le vendeur rajouterait cela 4 son prix de 
vente. Il dirait 4 l’acheteur, bon, vous agissez 4 titre 
commercial et vous allez immédiatement pouvoir obtenir 
un crédit au titre de la taxe que vous avez acquittée, 
immédiatement ou dans un ou trois mois et donc vous: 
n’avez sans doute aucune objection a payer une taxe sur le 
montant de la transaction fonciére. Si, par contre, le 
terrain est vendu a4 un particulier qui destine ce terrain a: 
un usage personnel, c’est cela qui crée un probleme. | 


Le vice-président: Notre tache actuelle est, comme yous 
le savez, de cerner les problémes au fur et 4 mesure que 
nous avangons dans l’examen de ce domaine et donc je 
vais demander aux consultants de nous éclairer un peu 
plus. 
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Mr. Friedman: One last point. Charities right now 
receive very little in the way of federal sales tax favours. 
They are not considered anything special, and therefore 
they are not losing. Right now they would pay federal 
sales tax On all taxable goods; there are no exemptions for 
charities. 


The Vice-Chairman: There are no exemptions as there 
used to be. 


Mr. Friedman: No. There are certain exemptions for 
certain religious articles and certain war memorials, but 
other than that, they pay tax. 


The Vice-Chairman: The new tax regime is not going 
to change the fact that they are in the tax system now; 
they are not getting any breaks out of it. 


Mr. Friedman: Exactly. 
The Vice-Chairman: Unless we reduce the rate. 


Page 4-6 continues with NPOs, 


organizations. 


non-profit 


Mr. Wood: I will quickly run down a few of the other 
points. For instance, one is professional associations. That 
is an interesting question, because professional 
associations, at first their reaction would be, gee, we 
would like to be exempt. But as we all know, to be 
exempt is to be taxed. Many professional associations, 
where their members are in business, would prefer to be 
in the system. I think of a doctor paying his fees to the 
Canadian Medical Association. If there is going to be tax 
on those ‘zes, then the CMA would get a full deduction 
for its inputs, and the doctor, to the extent that he paid 
that fee, which he of course would, would get a 
deduction. 


Actually, a doctor is a bad example because there is 
some special treatment to the health sector. But take an 
accountant or a lawyer or an engineer, or somebody 
where it is likely that a business would have borne that 
Membership fee. Likely that organization would prefer to 
be in the system and be taxed and get a credit for all of its 
Inputs. 


| The Vice-Chairman: Anything further on the non- 
profit organizations? 


[Traduction] 


M. Friedman: Un dernier point, s’il vous plait. A 
heure actuelle, les organismes de charité ou de 
bienfaisance ne bénéficient guére d’avantages sur le plan 
de la taxe de vente fédérale. Ils ne bénéficient pas d’un 
statut privilégié et on peut dire que sur ce plan ils n’ont 
pas grand-chose a perdre. A l’heure actuelle, ils nous 
acquittent la taxe de vente fédérale sur tous les articles 
dont la vente est soumise au paiement d’une taxe et 
aucune exemption n’est a l’heure actuelle prévue pour les 
organismes de charité. 


Le vice-président: Il n’y a donc pas d’exemptions 
comme celles qui existaient auparavant. 


M. Friedman: C’est cela. Il continue d’y avoir certaines 
exemptions applicables a certains objets du culte ou a 
certains monuments aux victimes de guerre mais, A ces 
quelques exceptions prés, toute vente fait Vobjet d’une 


taxe. 


Le vice-président: La nouvelle disposition fiscale ne va 
rien changer a cet égard étant donné que la quasi-totalité 
des ventes sont déja soumises au versement d’une taxe et 
qu’il n’existe a I’heure actuelle que trés peu d’exemptions 
a cette régle. 


M. Friedman: C’est bien cela. 


Le vice-président: A moins que l’on ne réduise le taux 
de la taxe. 


La page 4-6 continue a traiter des organismes 4 but non 
lucratif. 


M. Wood: J’aimerais rapidement passer en revue 
certains des autres points. Il s’agit, par exemple, des 
associations professionnelles. Cela représente un cas 
intéressant car les associations professionnelles ont sans 
doute comme premiére réaction de dire qu’elles 
aimeraient, bien sur, faire l’objet d’une exemption. Mais, 
comme nous le savons tous, bénéficier d’une exemption, 
c’est tout de méme avoir 4 acquitter la taxe. De 
nombreuses associations professionnelles qui regroupent 
des gens exergant des activités commerciales préférent 
relever du systéme ainsi qu’il en est probablement vrai du 
médecin qui verse sa cotisation 4 l’association médicale 
canadienne. Va-t-on imposer une taxe sur le versement de 
ces cotisations et alors 1’AMC pourrait bénéficier d’une 
déduction intégrale pour les taxes payées sur ses 
fournitures et le médecin, dans la mesure ou il a versé sa 
cotisation, pourrait bien sir obtenir une déduction a ce 
titre. 


En fait, le médecin constitue un mauvais exemple car, 
dans le domaine de la santé, on constate un certain 
nombre d’exemptions. Mais prenez le cas d’un comptable, 
d’un avocat ou d’un ingénieur, ou de quelqu’un ou il est 
vraisemblable que c’est l’employeur qui a versé les 
montants de la _ cotisation. [1 semblerait qu’une 
organisation de ce genre préférerait relever du systéme et 
étre imposée tout en pouvant bénéficier d’une ristourne 
des taxes versées lors de l’achat des fournitures. 


Le vice-président: Avons-nous quelque chose 4 ajouter 
au sujet des organismes a but non lucratif? 
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Mr. Wood: Donations would not be subject to tax. 
Admissions and certain events would be. There is a self- 
supply bias that we talked about last night for non-profits. 
To the extent they do it in-house they would be saving. 
And there can be cascading, because there could be some 
interaction where the non-profit sector was exempt with 
the business sector. A business might go down to a 
university bookstore and buy some books, and if the 
bookstore was exempt, then there would be cascading or a 
lock-in of the tax. So it is possible there would still be 
some cascading. Any recommendation, of course, will 
have to take into account the additional administrative 
burden put on non-profits, the business record-keeping 
side. 


There is an exemption also proposed here for the sale 
of donated goods. For goods donated to a church bazaar 
there would be no tax on the other side. 


Fund-raising events, something like a political dinner, 
is something close to your hearts, I am sure. The way it is 
done in the U.K. is the donation element would be 
excluded and there would be tax only on the cost of the 
meal, sort of similar to the Canadian income tax rule. 


Mr. Warner: The income tax system gives 75% back. 


° 2110 


Mr. Wood: Moving on to the health sector, obviously 
there is an overlap. In the health sector you have both 
private enterprise and non-profit, so these rules do 
overlap. 


The general exemption for non-profits that is proposed 
here will exempt most of the non-profit organizations. In 
the private sector, the health services are exempt if 
insured under the Canada Health Act or under certain 
social welfare plans. 


The exemption also extends to goods supplied in the 
course of providing those services. A doctor might use 
band-aids or needles or those sorts of things; the 
exemption would also extend to the supply of those goods 
in the course of rendering those services. 


This is an exemption; it is not tax free. That means, of 
course, that tax gets locked in on the inputs. Since it is 
keyed off the Canada Health Act, only the insured 
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[ Translation] 
M. Wood: Les dons ne sont pas assujettis au versement 


d’une taxe. Les entrées a des spectacles ou 4a certaines 
autres manifestations le sont par contre et il existe un 
certain, si vous voulez, préjugé favorable envers les 
organismes a but non lucratif qui, si l’on peut dire, 
pratiquent une sorte d’autarcie. Dans la mesure ow ces 
organismes n’ont pas recours aux services de personnes 
extérieures a l’organisation, ils parviennent a €conomiser 
sur la taxe dont ils seraient normalement redevables. Cela 
peut entrainer des rebondissements car il peut y avoir 
interaction entre le secteur a but non lucratif et le secteur 
commercial. Une entreprise peut, par exemple, aller 
acheter des livres a la librairie de l’université et, dans la 
mesure ow la librairie n’est pas imposée, eh bien, on 
assiste a une sorte d’effet pervers dont la possibilité 
subsiste dans le régime envisagé. Il est bien évident que 
toute recommandation présentée doit tenir compte du 
fardeau administratif supplémentaire que les nouvelles 
dispositions vont imposer aux organismes a but non 
lucratif, c’est-a-dire la nouvelle nécessité de veiller a la 
comptabilité. 


On a également prévu une exemption a |’égard de la 
vente de biens qui ont été donnés. La vente de biens 
donnés a une vente de charité organisée dans le cadre 
d’une congrégation religieuse n’est pas imposée. 


Je sais que vous vous intéressez de prés aux 
manifestations de souscription tel que les diners 
politiques. En Grande-Bretagne, les dons ne sont pas 
imposés et une taxe ne doit étre acquittée que sur le cott 
du repas. Cela ressemble un peu a la régle canadienne en 
matiére d’impot sur le revenu. 


M. Warner: Le fisc rembourse 75 p. 100. 


M. Wood: Si 1’on passe maintenant au domaine de la 
santé, on constate bien évidemment qu'il y 4 
chevauchement. Dans le secteur de la santé, il y a 4 la fois 
des entreprises commerciales et des organismes a but non 
lucratif et donc on constate un certain chevauchement des 
régles applicables. 


On propose ici une exemption d’application générale 
pour les organismes a but non lucratif et la plupart des 
organismes a but non lucratif sont appelés 4 en profiter. 
Dans le secteur privé, les services de santé sont exempteés. 
dans la mesure ow ils sont assurés dans le cadre de la Loi 
canadienne sur la santé ou dans le cadre de certains 
régimes de Bien-étre social. 


L’exemption est également applicable aux articles 
fournis dans le cadre de ces services. Un médecin va 
utiliser, par exemple, des pansements ou des seringueés; 
Vexemption est également applicable 4 la fourniture de 
ces articles dans la mesure ow cette fourniture entre dans 
le cadre de la prestation des services. 


Il s’agit d’une exemption et non d’une exonération 
totale car, bien sir, la taxe est payée lors de l’achat des 
fournitures. Il ne s’agit bien stir que des activités prevues 
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services under the Canada Health Act are exempt; that is, 
other services are taxable. 


For instance, you will have regional differences. 
Dentistry in Ontario is not covered by plans so the dentist 
would be required to collect tax on his selling price, 
whereas dentistry in Quebec is covered. So you could 
have different treatment among provinces depending on 
how they have participated in plans. Or you could have 
people coming into a dentist’s office: one is a welfare 
patient and therefore that is an exempt transaction; the 
next patient is a well-off patient and that is taxed; and 
then a kid comes in covered under a kid’s plan the 
province sponsors and that would be exempt. So 
obviously the— 


Mr. Blenkarn: How really would you do that? That 
sounds horrendously complicated. Take a nursing home, 
for example: some patients in the nursing home are 
sponsored by social welfare plans and some patients in the 
nursing home pay their own way and some pay their own 
way partly. What do you do? What kind of a system 
would that be? It would be impossible to administer, I 
would think. 


Mr. Wood: That is an area where there can be some 
difficulties. Fortunately, a substantial element is for the 
long-term accommodation, which is exempt under these 
proposals. But there could be a tuck shop or something in 
the home and that might be subject to tax, subject to these 
rules. I agree that there clearly will be some accounting 
problems and some record-keeping problems, again 
introduced by the fact that exemptions are— 


Mr. Blenkarn: Would you not, generally speaking, just 
Say all right, we are going to put an exemption on the 
health system, even those parts of it that perhaps are not 
under the Canada Health Act? 


Mr. Wood: But how far do you go? It is the old— 


Mr. Blenkarn: You might go quite a bit farther than 
hat. 


Mr. Wood: You might. I do not disagree. But no matter 
vhat, you will be involved in drawing some lines. 


Mr. Blenkarn: For example, if you are going to start 
Oing after dentists, then what do you do with dentists 
tho do an operation in the hospital? 


Mr. Wood: That is an example of something that would 
€ exempt, because that is covered under the OHIP. 
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[Traduction] 


par la Loi canadienne sur la santé, c’est-a-dire que ne 
bénéficient d’une exemption que les services assurés dans 
le cadre de la Loi canadienne sur la santé. Les autres 
services sont donc imposables. 


Il existe, par exemple, des différences entre régions. En 
Ontario, les soins dentaires ne sont pas couverts par des 
régimes d’assurance-maladie et donc le dentiste doit 
percevoir la taxe sur le prix de sa prestation alors qu’au 
Québec, les soins dentaires sont couverts. Il est donc 
possible que d’une province 4 l’autre, les dispositions 
applicables varient selon les différences entre les divers 
régimes d’assurance-maladie. Prenons exemple de la 
clientéle d’un dentiste. Un de ses patients regoit des 
prestations du bien-étre social et donc, dans son cas, la 
transaction n’est pas imposable; le patient d’aprés est un 
individu prospére et la transaction est imposable; ensuite, 
vient un gamin dont les soins dentaires sont couverts dans 
le cadre d’un régime de soins dentaires financé par la 
province et cette transaction est donc, elle aussi, non 
imposable. II est bien évident que. . . 


M. Blenkarn: Mais alors comment faire? Tout cela 
semble affreusement compliqué. Prenez exemple d’une 
maison de repos: certains des patients sont subventionnés 
par un régime de bien-étre social alors que d’autres 
patients payent leur séjour de leur poche et, d’autres 
encore ne sont tenus que de régler une partie de leurs 
frais de séjour. Que faire alors? A quel type de systéme va- 
t-on aboutir? Un tel systéme serait impossible a 
administrer a mon avis. 


M. Wood: II s’agit effectivement d’un domaine ou 
plusieurs types de problémes peuvent — surgir. 
Heureusement, on a prévu que les séjours prolongés ne 
seront pas imposables. Mais il pourrait trés bien y avoir, 
dans la maison de repos, un comptoir a provisions qui, 
d’aprés les régles que nous avons examinées ici, serait 
imposé. Je suis d’accord que tout cela va créer des 
problemes de comptabilité 4 cause des exemptions. . . 


M. Blenkarn: De maniére générale, ne pensez-vous pas 
que l’on pourrait mettre hors systéme, si vous voulez, ou 
prévoir une exemption générale pour le domaine de la 
santé méme pour les soins qui n’entrent pas dans le cadre 
de la Loi canadienne sur la santé? 


M. Wood: Oui, mais jusqu’ou aller? Elle est toujours la 
méme... 


M. Blenkarn: On pourrait quand méme aller plus loin 
que cela. 


M. Wood: On pourrait. Je ne suis pas en désaccord 
avec vous, mais quelles que soient les dispositions 
adoptées on n’échappera pas a la nécessité de faire des 
choix. 


M. Blenkarn: Si, par exemple, vous voulez imposer les 
dentistes, qu’allez-vous faire des dentistes qui font des 
opérations a l’hdépital? 

M. Wood: II s’agit-la justement d’un exemple de 
quelque chose qui serait exempté car ¢a entre dans le 
cadre du RAMO. 
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[Text] 

Mr. Blenkarn: They see the patient for the operation 
and then two weeks later they see the patient in their 
office. Do you. . .? 


Mr. Wood: No, I agree that this is the— 


Mr. Friedman: Let us be careful here, because right 
now everything for the hospital’s own use is purchased 
free of federal sales tax. What you are asking under this 
system or under this proposal is to ask them to become 
exempt, and as Peter says, to be exempt is taxable. You are 
asking them to pay tax. 


I refer you again to Mr. Wilson’s December 16 address, 
in which he said municipalities, hospitals, school boards, 
colleges, and universities should not bear a greater tax 
burden under the national sales tax than they would 
under the existing sales tax system. 


Mr. Blenkarn: Are they presently sales tax exempt right 
throughout, on everything? 


Mr. Friedman: Yes, everything except goods they 
would acquire for resale. I have been asked what if a 
hospital buys televisions and they sell them through the 
tuck shop? Obviously that would be subject to federal 
sales tax, but otherwise currently hospitals do not pay 
federal sales tax on any purchases. 
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Mr. Blenkarn: Really what you would have to do, then, 
is zero-rate the hospital. 


Mr. Wood: Yes, that statement says they will not be 
worse off than they are now. They do pay some federal 
sales taxes now, the indirect taxes that are locked in. If 
you take that on its face, it is saying they would be made 
whole vis-a-vis the existing system. It does not say— 


Mr. Blenkarn: Tell me about the indirect taxes that are 
locked in. 


Mr. Friedman: If you, as an accountant, do consulting 
services, you would have paid tax on your furniture and 
on your computer and you somehow bill that into the 
price to a hospital. There is a small sales tax component. 
But they would buy building materials, machinery and 
equipment, normal day-to-day supplies, on a federal sales 
tax-free basis. There is, I guess, a big concern among 
hospitals that if you now make them exempt that 
increases their taxes, which increases provincial subsidies. 
So in effect you have transferred taxes from the provinces 
back to the feds. 
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[Translation] 

M. Blenkarn: Ils voient donc le patient au cours de 
V’opération puis, deux semaines plus tard, ils le retrouvent 
dans leur cabinet de consultation. Que faites-vous. . .? 


M. Wood: Non, je suis d’accord que cet aspect-la. . . 


M. Friedman: Faisons attention car, a l’heure actuelle, 
tout ce qui est acheté par I’hdpital et destiné a l’usage de 
celui-ci n’est pas soumis au versement de la taxe de vente 
fédérale. Selon ‘les propositions envisagées ici, on va 
prévoir pour les hépitaux une exemption mais, comme l’a 
dit Peter, bénéficier d’une exemption cela veut dire qu’on 
est imposable. Vous leur demandez donc de payer un 
impot. 

Je vous demande encore une fois de vous reporter au 
discours prononcé le 16 décembre par M. Wilson, qui a 
déclaré a cette occasion que les municipalités, les 
hdpitaux, les commissions scolaires, les colléges et les 
universités ne devront pas étre imposés plus lourdement 
dans le cadre du régime de la taxe de vente nationale 
qu’ils le seraient dans le cadre de l’actuel régime de la 
taxe de vente. 


M. Blenkarn: Existe-t-il, a lWheure actuelle, 
exemptions systématiques a la taxe de vente? 


des 


M. Friedman: Oui, sauf pour les biens achetés pour 
étre revendus. On m’a demandé ce qui se passerait si un 
hdpital achéte des téléviseurs et les revend dans sa 
boutique? Il est clair que cette vente serait soumise au 
versement de la taxe de vente fédérale, mais a part cela, a 
Vheure actuelle, les hdpitaux ne réglent pas la taxe de 
vente fédérale sur les achats qu’ils effectuent. 


M. Blenkarn: I faudrait donc détaxer |’hopital. 


M. Wood: Oui, cette déclaration dit que la situation des 
hépitaux ne changera pas tellement. Ils paient un peu de 
taxe de vente fédérale a l’heure actuelle, les taxes 
indirectes déja incluses. En fin de compte, rien ne 
changerait tellement par rapport au systéme existant. On 
ne dit pas... 


M. Blenkarn: Parlez-moi 
indirectes qui sont incluses? 


donc un peu des taxes 


M. Friedman: Un comptable qui offrirait des services 
de conseils aurait déja payé de la taxe a l’achat de ses) 
meubles et de son ordinateur, et il en inclurait le cout: 
dans les honoraires qu’il présenterait 4 un hdépital. Ses 
honoraires comportent donc un certain élément de taxe 
de vente. Mais les hépitaux achétent des matériaux de 
construction, de la machinerie et de l’équipement, ainsi 
que des fournitures d’usage courant, en franchise de taxe, 
de vente fédérale. Les h6épitaux craignent énormément 
qu’en les exonérant, cela augmente leurs taxes, ce qui fait’ 
aussi augmenter les subventions provinciales. On a donc’ 
ainsi fait passer des taxes des provinces au gouvernement’ 
fédéral. | 
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Mr. Blenkarn: So really what you have to do is zero- 
rate them. Anybody who presently Pays no taxes on their 
inputs because they are exempt on their inputs really has 
to be zero-rated, do they not? 


Mr. Wood: The exemptions for hospitals are much 
broader than for municipalities, and municipalities in 
fact— 


Mr. Blenkarn: I appreciate that. 
Mr. Wood: You could be right that in the hospitals— 


Mr. Blenkarn: You might exempt municipalities; you 
might zero-rate hospitals. 


Mr. Wood: Sure, that is true. You might have a special 
refund system for these entities, or perhaps the money 
would be given back to the provincial government to be 
handed back. All there is is this statement; it could be 
done in any of those ways. 


Mr. Friedman: I can honestly say I was puzzled. Other 
than being a way of taking certain tax revenues from the 
hospitals, I was puzzled as to why this was the way the 
system was conceived by the Department of Finance. 


The Vice-Chairman: The statement simply reassures 
that sector of our society that they are not going to face 
more taxes. 


An hon. member: That is how it is determined, is it? 


Mr. Wood: That is right, and there are several ways of 
approaching it. It may be different for hospitals in the 
municipalities. 


By way of example, in the U.K. they approach it 
slightly differently. Health services by certain health 
professionals, generally the traditional professionals in the 
health sector, are exempt. I forget the list, but there are 
lots of people who believe they play an important role in 
the health sector but are subject to tax in the U.K. system. 
So they have a line drawn that would exclude maybe 
therapists, for example. They have drawn a line, and there 
is obviously pressure to move it as the perceptions change 

_as to what a health professional is. 


__ Page 4-8 looks at the education sector. Here there is 
generally an exemption for educational services by the 
fon-profit sector, and I emphasize non-profit. On the 
Other side of that, if you have the profit sector, then 
‘educational services provided by the profit sector are 
Subject to tax. 


What are the consequences of that? You might have a 
/Mursery school run by the non-profit side that would be 
/€xempt. On the other hand, if that nursery school were 
‘Tun by a profit-making organization, there would be tax 
On the nursery school fees. 


[Traduction] 


M. Blenkarn: II faut donc les détaxer. Quiconque ne 
pale pas de taxes a l’heure actuelle sur ses intrants, parce 
qu’il sont exonérés, doit étre détaxé, n’est-ce pas? 


M. Wood: Les exonérations accordées aux hdépitaux 
sont beaucoup plus large que celles accordées aux 
municipalités, et les municipalités, en réalité. . . 


M. Blenkarn: Je comprends cela. 


M. Wood: Vous avez peut-étre raison quand vous dites 
que dans les hépitaux. . . 


M. Blenkarn: On pourra exonérer les municipalités et 
détaxer les hépitaux. 


M. Wood: Oui, c’est juste. On pourrait instaurer un 
systeéme de remboursement particulier a l’intention de ces 
Organismes, ou peut-étre remettre largent au 
gouvernement provincial pour fins de remboursement. 
Nous ne disposons que de cette déclaration; on pourrait 
utiliser n’importe laquelle de ces formules. 


M. Friedman: Je vous avouerez franchement que je ne 
comprenais pas. Si ce n’est pour aller chercher certaines 
recettes fiscales auprés des hdpitaux, je ne comprenais pas 
pourquoi le ministére des Finances avait retenu cette 
formule. 


Le vice-président: La déclaration ne fait que rassurer ce. 
secteur qu’il ne paiera pas davantage de taxes. 


Une voix: C’est comme cela que 1’on procéde, n’est-ce 
pas? 


M. Wood: Oui, et il y a plusieurs fagons de le faire. 
L’application peut varier d’un hépital a l’autre dans les 
municipalités. 


Au Royaume-Uni, par exemple, optique est quelque 
peu différente. Les services de santé dispensés par certains 
professionnels, en général, les professionnels traditionnels 
du secteur de la santé, sont exonérés. Il y a bien des gens 
qui, bien qu’ils considérent jouer un réle important dans 
le secteur de la santé, doivent néanmoins payer des taxes 
dans le systeme au Royaume-Uni. Il peut donc arriver, 
par exemple, que les thérapeutes soient exclus. On a établi 
un certain nombre de critéres, et il y a évidemment des 
pressions qui s’exercent pour qu’on les modifie avec 
l’évolution de la définition d’un professionnel de la santé. 


A la page 4-8, il est question du secteur de l’éducation. 
Dans ce domaine, les services d’éducation offerts par des 
organismes a but non lucratif sont généralement exonérés, 
et j’insiste sur le fait que cela ne s’applique qu’aux 
organismes a but non lucratif. Les services d’éducation 
offerts par des organismes 4 but lucratif sont assujettis a la 
taxe. 


Cela veut donc dire qu’une garderie qui serait 
administrée par le service 4 but non lucratif serait 
exonérée. Par contre, si elle était administrée par un 
organisme 4 but lucratif, les frais qu’elle demande seraient 
taxables. 
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[Text] 

There are some other examples, such as a university. 
The student pub sales would be subject to the tax as well 
as book store sales, cafeteria sales, depending again, of 
course, on how basic food is defined. Consulting fees that 
professors might receive would be in the system, and you 
may have universities receiving royalties. Should they be 
in the system or not as they take the technology or their 
ideas, their research, to a practical level and to the 
marketplace? 
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Mr. Friedman: It strikes me that large educational 
institutions may resell computer time for profit, and then 
you get into some real apportionment problems as to 
whether the computer system is creditable and how you 
apportion what is creditable and what is not. 


Mr. Hoffman: This has happened in the United 
Kingdom where for the most part financial services are 
exempt. Not all, but most spreads certainly are exempt. 


The Vice-Chairman: Then could we not go into 
laboratories where we are encouraging industry to use 
university laboratories to do on-site research, staff and 
equipment, facilities, services, and producing what will be 
eventually to the benefit of the profit-making 
corporation? 


Mr. Hoffman: It might be easy in certain circumstances 
where you can say this beaker was purchased clearly for a 
taxable activity, but what about that computer where it 
went into joint use? It means Revenue Canada would 
have to send people out to each and every institution 
under these circumstances, as the Inland Revenue does 
for financial institutions in the United Kingdom, and sit 
down and work out rules or come to an administrative 
solution as to what tax you get back. 


The Vice-Chairman: When is a research student, 
working with the professor who is on a grant with a 
company, learning and when is he earning? It just strikes 
me it would be an incredible thing to look into that 
laboratory and decide that he has gone past the point 
where he is learning anything and is now working. 


Mr. Friedman: An even finer issue is when is the use 
for that beaker determined? The first week, is it how you 
intend to use it, where you used it in the first month, 
because as a university tax planner I would buy 
everything for taxable activities, and when a beaker gets 
dirty just hand it down to the "not for profit" area. I 
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[Translation] 

Il y a encore d’autres exemples de ce genre. Prenons le 
cas d’une université. Dans le cas d’une université, les 
ventes a4 la cantine étudiante seraient taxables. Il en serait 
aussi de méme des ventes 4a la librairie et la cafétéria, 
selon la définition que l’on aura donnée aux aliments 
essentiels, €videmment. Les honoraires de consultation 
que pourraient toucher des professeurs seraient aussi visés 
par le systéme, et il pourrait aussi arriver que des 
universités regoivent des redevances. Faudrait-il prévoir 
aussi le cas de ces redevances dans le systeme ou non, 
lorsque les universités décident de commercialiser leur 
technologie, leurs idées ou leurs recherches? 


M. Friedman: Je sais que de grandes institutions 
d’éducation peuvent vendre du temps d’ordinateur a 
profit. Cela pose de grandes difficultés sur le plan de la 
répartition. Le systeme informatique peut-il faire l’objet 
d’un crédit, et comment déterminer ce qui peut justement 
faire l’objet d’un crédit et ce qui ne peut pas faire l’objet 
d’un crédit? 


M. Hoffman: Cela s’est justement produit au Royaume- 
Uni, ot les services financiers sont en trés grande partie 
exonérés. Tous les services financiers ne sont pas 
exonérés, mais la plupart le sont. 


Le vice-président: Ne pourrions-nous pas, alors, songer 
aux laboratoires, puisque nous encourageons |’industrie a 
utiliser des laboratoires d’université pour faire de la 
recherche, leur personnel et leur é€quipement, leurs 
installations et leurs services, afin de produire quelque 
chose qu’exploitera éventuellement la société a but 
lucratif? 


M. Hoffman: Ce serait peut-étre possible dans certains 
cas ou l’on pourrait déterminer que tel ou tel vase a 
clairement été acheté pour étre utilisé dans le cadre d’une 
activité taxable, mais que faire au sujet de l’ordinateur 
dont on se sera servi a des fins lucratives et a des fins non 
lucratives? Dans de tels cas, cela signifie que Revenu 
Canada devrait envoyer des vérificateurs dans chacune des 
institutions concernées, comme on le fait au Royaume- 
Uni pour les institutions financiéres, et définir des régles 
ou arriver 4 une solution administrative 4 propos des 
taxes a percevoir. 
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Le vice-président: Ow se situe la ligne de démarcation 


entre le moment ot un étudiant en recherche, qui 
travaille avec le professeur qui a regu une subvention 
d’une société, apprend et le moment ou il gagne un 
revenu? Ce serait un véritable cauchemar que d’essayer de 
déterminer a partir de quel moment il n’est plus en 
apprentissage et a partir de quel moment il faut 


considérer ses activités comme du travail. 


M. Friedman: Et il est encore plus délicat de décider a 
quel moment l’usage de ce vase est déterminé. Dés 1a 
premiére semaine? Est-ce l’usage qu’on a l’intention d’en 
faire qui en décide? Est-ce l’endroit ou l’on s’en est servi 
pendant le premier mois? Parce que, si j’étais chargé de la 
planification fiscale de J’université, tout ce que 
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[Texte] 


mean, this is back to the forklift that you buy for the 
manufacturing activities because right now you have a 
federal sales tax exemption, and once the year or five 
years has gone by you transfer it into a non-exempt 
situation. 


You could do the same thing with a computer. How 
long do you have to lease that computer out? Remember 
you get the tax back right up front. On day one you get 
the tax back. So if you lease it out to a corporation for a 
year or six months or whatever, have you satisfied the 
condition? Those are the situations you get into with dual 
use type of equipment. 


The Vice-Chairman: And with obsolescence as fast as it 
is On computers. 


Mr. Blenkarn: So how do you handle a thing like that? 
How do other people handle that problem? 


Mr. Hoffman: I do not know. In the U.K. financial 
institutions they do not handle it very well. I do not mean 
to be frank, but— 


Mr. Blenkarn: That sounds to me like one hell of a big 
loophole. Because what happens is you treat the thing you 
buy for the taxable purpose, and then you never use it for 
the taxable purpose. 


The Vice-Chairman: The answer to Mr. Blenkarn’s 
question depends on who you talk to, the financial 
institution or Inland Revenue. But from my discussions 
with people in Europe, it leads to a process where you 
have to send out teams of Inland Revenue people to these 
institutions year over year on a negotiation process. 


Mr. Friedman: We are talking now about universities 
spending upwards of $20 million on computer systems 
now and 8% adds up very quickly. If you can establish a 
period when it is used for a taxable activity, then you 
basically have saved yourself a nice piece of change. 


Mr. Wood: In this whole area, the non-profit area, 
education sector included, there are a lot of problems in 
Europe and would be here as well in dealing with 
government grants. What has happened in the U.K., for 
instance, you know, the building might have been totally 
government-funded, but the organization then charges 
nominal admission at the door so it is in the system and 
has some sales and then asks for all the money back on its 
~apital additions, even though it is just charging a 
1minal amount at the door. There are a lot of schemes 
which presumably the Finance Department would be 
ooking at in applying the rules to this sector to ensure it 
loes not happen. This is also true in universities. 
| 
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[Traduction] 


j’achéterais serait pour des activités taxables, et lorsqu’un 
vase deviendrait usagé, je le ferais passer du cété des 
activités 4 but non lucratif. C’est un peu comme le chariot 
élévateur a fourche que l’on achéte a des fins de 
fabrication, puisqu’a l’heure actuelle, cet achat est 
exonéré de la taxe de vente fédérale, et que l’on fait 
ensuite passer dans la catégorie du matériel non exonéré, 
une fois l’année ow les cing années écoulées. 


On pourrait procéder de la méme fagon pour un 
ordinateur. Combien de temps faut-il louer cet 
ordinateur? Il ne faut pas oublier que le remboursement 
de la taxe est immédiat. Dés que l’ordinateur est acheté, la 
taxe est remboursée. Si l’ordinateur est ensuite loué A une 
société pendant un an ou six mois, a-t-on satisfait 4 la 
régle? C’est le genre de situation qui se présente dans le 
cas de l’utilisation mixte de piéces d’€quipement. 


Le vice-président: Et quand on sait avec quelle rapidité 
les ordinateurs deviennent désuets. . . 


M. Blenkarn: Que fait-on dans de tels cas? Que fait-on 
ailleurs? 


M. Hoffman: Je ne sais pas. Au Royaume-Uni, pour les 
institutions financiéres, je sais que ce n’est pas trés 
brillant. Je ne veux pas trop m’avancer, mais. . . 


M. Blenkarn: Nous avons 1a toute une échappatoire, a 
mon avis. Qu’arrive-t-il si l’on déclare la chose que l’on 
achete a des fins taxables et qu’on ne utilise jamais 4 de 
telles fins? 


Le vice-président: La réponse a la question de M. 
Blenkarn différe selon que l’on s’adresse 4 V’institution 
financiére ou au fisc. Mais des discussions que j’ai eues 
avec des Européens, il se dégage que ce mode de 
fonctionnement oblige 4 envoyer des équipes de 
vérificateurs chez les institutions, année aprés année, afin 
de négocier. — 


M. Friedman: Nous parlons d’universités qui dépensent 
jusqu’a 20 millions de dollars pour acheter des systémes 
informatiques a l’heure actuelle, et 8 p. 100 de taxe, ¢a 
finit par faire un joli montant. Si l’on Pparvenait a 
déterminer pendant combien de temps un ordinateur est 
utilisé a des fins taxables, ce serait déja fort appréciable. 


M. Wood: Il y a beaucoup de problémes en Europe 
dans le domaine des activités 4 but non lucratif, y compris 
le secteur de l’éducation, et ce serait la méme chose ici 
a-propos des subventions gouvernementales. Au Royaume- 
Uni, par exemple, l’immeuble peut avoir été totalement 
construit a l’aide de subventions gouvernementales, mais 
l’organisme demande un prix d’admission minime, ce qui 
lui permet de déclarer des ventes, et demande le 
remboursement de toutes les sommes qu’il a versées en 
fonction de ses investissements en immobilisations, méme 
s'il ne demande qu’un prix d’admission minime a 
entrée. Il y a probablement beaucoup de possibilités que 
le ministére des Finances voudrait examiner en fonction 
de l’application des régles 4 ce secteur afin de s’assurer 
que cela ne puisse se produire. C’est aussi vrai pour les 
universités. 
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[Text] 
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The Vice-Chairman: There is no relationship or limit 
between tax recovery and gross revenue. As long as it is a 
legitimate sale per dollar, you can reclaim a million 
dollars. 


Mr. Wood: As Andy said, in the U.K. there were some 
discretionary rules they have had to introduce. If you did 
not have some sales at the end, then they can come and 
take back the money you got wrongly. There are 
obviously some avoidance rules needed here. 


Mr. Friedman: It is back to boundary testing and back 
to employing tax practitioners. I guess your role is to 
make us unemployed. 


The Vice-Chairman: So far you are not helping us at 
all. 


Mr. Blenkarn: They are making sure you keep your 
job. 
Mr. Weyman: We are all for exemptions. 


The Vice-Chairman: We will turn over to everybody’s 
favourite subject on page 4-9—crown corporations and 
governments. 


Mr. Wood: We mentioned this briefly last night, so let 
us just go through this one more time. The suggestion in 
the paper is that governments would be taxable on any 
commercial activity involving the supply of property or 
service of a type that is generally supplied by commercial 
business. Here we seem to be talking about things where 
they are in competition with the commercial sector. For 
greater certainty, a number of commercial supplies of 
government organizations could explicitely be identified 
so as to reduce competitive inequities, to minimize the 
compliance burden for business users and so on. This is 
the general statement in the paper. 


As we said yesterday, there are some obvious 
constitutional difficulties in having one level of 
government taxing another. Instead of facing those, by 
agreement under the existing taxes, all of the provinces 
except for two have agreed to pay the federal 
government’s taxes, and the federal government has 
agreed to pay the provincial government’s taxes. 


Mr. Blenkarn: Which are the two? Alberta and— 


Mr. Wood: Alberta and Saskatchewan. There is some 
precedent for federal provincial agreement in this area. 


Mr. Blenkarn: Two more have joined in the last 
relatively— 
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Le vice-président: Il n’y a pas de limite ou de rapport 
entre la récupération de la taxe et le revenu brut. Lorsque 
ce sont des ventes en bonne et due forme, on peut 
réclamer un million de dollars. 


M. Wood: Comme le disait Andy, on a da introduire 
un certain nombre de régles discrétionnaires au Royaume- 
Uni quand il n’y a pas eu de ventes, en fin de compte, on 
peut revenir en arriére et récupérer les sommes qui 
n’auraient pas da étre versées. Cela signifie qu’il faut 
évidemment un certain nombre de reégles d’évitement 
dans ce cas. 


M. Friedman: Cela nous raméne 4 la question de la 
vérification des cas limites et de l’utilisation de spécialistes 
en matiére de fiscalité. Je suppose que vous cherchez a 
vous passer de nos services. 


Le vice-président: Vous ne nous avez pas du tout aidés 
jusqu’a maintenant. 


M. Blenkarn: On veut 
conserviez votre emploi. 


faire en sorte que vous 


M. Weyman: Nous sommes tout a fait en faveur des 
exonérations. 


Le vice-président: Nous allons maintenant passer au 
sujet favori d’un peu tout le monde, a la page 4-9—aux 
sociétés d’Etat et gouvernements. 


M. Wood: Nous en avons parlé briévement hier soir; 
revoyons donc un peu la chose encore une fois. Dans le 
Livre blanc, on dit que les gouvernements seraient 
taxables pour toute activité commerciale dans le cadre de 
laquelle ils offriraient des biens ou des services analogues 
a ceux qui sont généralement offerts par une enterprise 
commerciale. Il semble ici s’agir de biens ou de services 
qui entrent en concurrence avec le secteur commercial. 
Pour plus de sareté, on pourrait dresser une liste précise 
de nombreux biens ou services commerciaux que peuvent 


offrir des organismes gouvernementaux, afin de réduire — 
les injustices sur le plan de la concurrence et de | 


minimiser le fardeau de l’application des régles 4 
Vintention des intéressés. C’est la déclaration générale 
dans le Livre blanc. 


Comme nous le disions hier, qu’un gouvernement 
impose des taxes 4 un autre présente évidemment un 


certain nombre de difficultés d’ordre constitutionnel. — 


Pour éviter ces difficultés, toutes les 
Vexception de deux, acceptent de payer les taxes du 
gouvernement fédéral, et le gouvernement fédéral accepte 


de payer les taxes imposées par les gouvernements — 


provinciaux. 


M. Blenkarn: Quelles sont ces deux provinces? — 


L’Alberta et... 


M. Wood: L’Alberta et la Saskatchewan. Il y a déja un 
précédent a légard d’une telle entente fédérale- 
provinciale dans ce domaine. 


M. Blenkarn: Deux autres provinces ont accepté | 


derniérement.. . 


provinces, 4 © 


| 
| 
| 
| 
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Mr. Wood: I think it started off with about four, and in 
recent years— 


Mr. Blenkarn: When did British Columbia sign up? 


Mr. Wood: Were they the last one to sign up? Does 
anyone recall? 


Mr. Blenkarn: British Columbia and Manitoba must 
have just signed up. 


Mr. Friedman: Yes, because it used to be all the 
provinces— 


Mr. Blenkarn: Everything west of the Lakehead refused 
to play ball. 


Mr. Friedman: That used to be easy to remember. 
Mr. Blenkarn: That is right. 


Mr. Wood: We talked last night about why the 
provinces and Crown corporations might want to 
participate. We said that to a great extent, and in some 
more than others, they will be interacting with the 
business users who will want a credit and will not want 
the tax locked in. If they were exempt or outside the 
system, then the business user would not get a deduction 
and therefore there would be some cascading, which can 
be eliminated only if they participate. 


On top of that, there are a number of Crown 
corporations with substantial export sales. Again, it would 
be in their interest to participate, since only by their 
participation can they ensure that they get back every last 
tax dollar they paid in their inputs. 


Now, what are some examples of commercial sales? 
There really are not a lot in the paper. Possibly when the 
Mint sells coins or when the Post Office provides services, 
these might be considered commercial sales. Provision of 
hydro and liquor board sales might also be commercial 
sales. 


There are some grey areas as to what a commercial 
supply is. For instance— 


Mr. Blenkarn: How would you charge a tax on a Mint 
sale of coins to the Bank of Canada? We produce coppers 
dy the millions. What do you do, charge a— 
| 


Mr. Wood: Let us see. How does the representative of 


_ Mr. Blenkarn: The coinage is minted to a large extent. 
Vhile there are mint sets and that kind of thing, the 
Oinage is minted to supply the money of the country. 
tow do you charge tax on the money? 


Mr. Friedman: Yes, but the Mint says— 


[Traduction] 


M. Wood: Oui, au début, il y avait quatre provinces, et 
dans les quelques derniéres années. . . 


M. Blenkarn: Quand la Colombie-Britannique a-t-elle 
donné son accord? 


M. Wood: A-t-elle été la derniére province a le faire? 
Est-ce que quelqu’un s’en souvient? 


M. Blenkarn: La Colombie Britannique et le Manitoba 
viennent tout juste de donner leur accord. 


M. Friedman: Oui, parce que auparavant, c’était toutes 
les provinces. . . 


M. Blenkarn: Toutes les provinces a l’ouest des Grands 
lacs qui refusaient. 


M. Friedman: Oui, c’était facile a retenir. 
M. Blenkarn: C’est juste. 


M. Wood: Hier soir, nous avons parlé de ce qui 
inciterait les provinces et les sociétés d’Etat a collaborer. 
Nous avons dit qu’elles transigeraient beaucoup, et 
certaines plus que d’autres, avec les utilisateurs 
commerciaux, qui voudront obtenir un crédit et qui ne 
voudront pas que la taxe soit incluse. Si les provinces 
étaient exonérées ou hors du systéme, l’utilisateur 
commercial ne pourrait pas obtenir de déduction, ce qui 
créerait, par conséquent, un certain mouvement 
d’entrainement qui ne pourrait étre éliminé que si elles 
participaient. 


Il y a en outre un certain nombre de sociétés d’Etat 
dont les ventes 4 l’exportation sont considérables. Elles 
ont elles aussi tout intérét a participer, puisque c’est le 
seul moyen dont elles disposent pour récupérer toutes les 
taxes qu’elles ont payées sur leurs intrants. 


Qu’est-ce qu’une vente commerciale? On n’en 
énumére pas tellement dans le Livre blanc. Quand la 
Monnaie royale vend des piéces, ou lorsque la Société 
canadienne des postes offre des services, on pourrait dire 
que ce sont-la des ventes commerciales. Ce pourrait étre 
aussi le cas des ventes d’électricité et des ventes d’alcool. 


Le service a caractére commercial est encore mal 
défini. Il y a encore certaines zones grises. Par exemple. . . 


M. Blenkarn: Comment taxeriez-vous la vente de piéces 
de monnaie de la part de la Monnaie royale a la Banque 
du Canada? Nous produisons des milliers de piéces de Ic. 
Que faites-vous dans un tel cas? Vous imposez la taxe. . . 


M. Wood: Voyons. Comment le représentant de la. . . 


M. Blenkarn: On frappe énormément de piéces de 
monnaie. Bien que l’on vende des jeux de piéces, la 
monnaie est frappée pour le pays. Comment prélevez-vous 
de la taxe sur l’argent? 


M. Friedman: Oui, mais 4 la Monnaie royale, on dit 
quer. 


135.234 


[Text] 
¢ 2130 


Mr. Blenkarn: If you do, why do you not charge tax on 
the sale by British American Bank Note Inc.? 


Mr. Friedman: I would suggest that the example of 
mint sales is the difference between how much the 
quarter, nickel, or fifty cents... The difference between 
$1.91 and what you actually sell the mint set for may be 
the value added. You can either get only coins, $1, 50¢, 
25¢, 10¢, S¢, and 1¢ and pay $1.91 or they will sell it to 
you in a set for $20. The difference would be taxed. 


Mr. Blenkarn: Is it the same on stamps? Since the 
government collects 100 cents on the dollar when it sells a 
stamp to you, why would you want to confuse the issue by 
adding a tax on stamps? 


The Vice-Chairman: It guarantees $2 worth of service, 
which you may or may not get. 


Mr. Blenkarn: You do not get any service. 


Mr. Wood: On the Post Office side there is a large 
interaction with the business sector. 


Mr. Blenkarn: The real guts of it is that the only thing 
you might want to start a tax on would be electricity. It is 
a Crown corporation and electricity is totally owned by 
the government in the first place. The entire receipt is the 
government’s receipt. How do you put a tax on something 
if government is the recipient of the entire cookie? 


Mr. Friedman: The tax is not on the government, the 
tax is on the ultimate consumer of the electricity. 


Mr. Blenkarn: No, the tax is on the government. 
Mr. Friedman: No, it is not. 


Mr. Blenkarn: Yes, it is, because the government can 
raise the price to the point where it cannot sell the hydro 
any longer. There is nothing to stop the government from 
raising the price of electricity because of a monopoly on 
electricity supply. You either buy the electricity at the 
government’s price or you call the price partly tax and 
partly price if it makes you feel better, but there is an 
optimizing of price. It is particularly so in liquor sales. 


Mr. Weyman: The tax is on the consumer. 


Mr. Friedman: If you raise the price of electricity to 
the manufacturer or the wholesaler without allowing him 
a credit, you are back into cascading and charging a tax 
on tax. 


Mr. Blenkarn: Why would you not just allow him to 
deduct it? You can do it if you are going to have tax on it 
and separate the price between tax and price, but that is 
not what you are talking about. If you do the subtraction 
method, you just let them subtract the total purchase. It is 
the total purchase. 
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M. Blenkarn: Et si c’est le cas, pourquoi ne pas aussi 
en prélever sur les ventes de la British American Bank 
Note Inc.? 


M. Friedman: Je dirais que l’exemple des ventes de 
monnaie est la différence entre le prix des piéces de 25c., 
de Sc. ou de 50c. . . La différence entre 1,91$ et le prix du 
jeu de piéces de monnaie peut étre considérée comme 
une valeur ajoutée. On peut obtenir des piéces de 15, 
50c., 25c., 10c., 5c. et 1c. pour 1,91$ ou on peut acheter le 
jeu complet de la Monnaie royale pour 20$. La difference 
serait alors taxée. 


M. Blenkarn: Est-ce le méme principe pour les 
timbres? Compte tenu que le gouvernement pergoit 100c. 
par dollar sur la vente des timbres, pourquoi compliquer 
les choses en imposant une taxe sur les timbres? 


Le vice-président: Il donne pour 2$ de service, que l’on 
peut obtenir ou non. 


M. Blenkarn: Non, il n’y a aucun service relié a cela. 


M. Wood: La Société canadienne des postes fait 
beaucoup affaire avec le secteur commercial. 


M. Blenkarn: En fin de compte, la seule chose que l’on 
pourrait vouloir taxer, ce serait l’électricité. Il faut tout 
d’abord dire que l’électricité est un secteur qui appartient 
complétement au gouvernement et qu’il est administré 
par une société d’Etat. Tous les revenus vont au 
gouvernement. Comment le gouvernement pourrait-il 
imposer une taxe sur quelque chose dont il est le seul 
bénéficiaire? 


M. Friedman: Ce n’est pas le gouvernement qui paie la 
taxe sur l’électricité, mais le consommateur. 


M. Blenkarn: Non, c’est le gouvernement. 
M. Friedman: Non, pas du tout. 


M. Blenkarn: Oui, puisque le gouvernement peut 
augmenter le prix de l’électricité au point de ne plus 
pouvoir en vendre. Rien ne peut empécher le 
gouvernement d’augmenter le prix de l’électricité, car il 
en a le monopole. On doit acheter son électricité au prix 
du gouvernement. On peut bien dire, si l’on veut, que le 
prix de l’électriciteé comprend une partie de taxe et une 
partie qui représente les cots de production, mais on va 
chercher le meilleur prix possible. Et cvest 
particuliérement vrai dans le cas des ventes d’alcool. 


M. Weyman: La taxe est payée par le consommateur. 


M. Friedman: En augmentant le prix que doit payer le 
grossiste pour son électricité, sans lui accorder de crédits, 
on lui impose de la taxe sur de la taxe. 


M. Blenkarn: Pourquoi ne pas tout simplement lui 
permettre de la déduire? C’est possible si on entend taxer 
Vélectricité et faire la distinction entre la taxe et le prix 
réel, mais ce n’est pas ce que vous dites. En utilisant la 
formule de soustraction, on lui permet de déduire |’achat 
total. C’est bien l’achat total dont il s’agit. 


26-1-1988 Finances et affaires économiques 13535 


[Texte] 


Mr. Friedman: The hydro is not taxing itself; it is 
getting the money from the consumer. 


Mr. Wood: As you pointed out, there are obviously 
going to be a number of grey areas in applying this 
commercial tax. A couple of other examples we thought 
of are some of the user fees the governments might charge 
such as landing fees at an airport. It is the kind of thing 
envisaged by a commercial supply. Statistics Canada sells 
various publications. Is that in competition with the 
private sector, and should there be a tax on those sales? 


In many briefs I am sure you will hear about the self- 
supply bias. To the extent that you have non-profit or 
Crown corporations, governments and municipalities out 
of the system and they are exempt, there is a bias towards 
doing it yourself instead of going— 


Mr. Blenkarn: How do you solve that problem? 


Mr. Wood: No one has found a neat solution. The 
Suggestion in the paper is that we should look at the more 
significant ones and deal with those. 


They have dealt with certain areas for federal sales tax, 
printing for one’s own use, for example. The government 
is subject to tax on its own printing because it competes 
with the commercial sector. You can have it printed 
inside or have it done in the commercial sector. 


wipAle}s) 


Mr. Blenkarn: Do you find municipalities paying 
federal sales tax to the government for the printing they 
do on their inside printing plant? 


Mr. Wood: That is what they do in fact. They have 
some taxable printing, and they sit there and they have to 
go through a foreman. 


Mr. Blenkarn: Which municipality does this? 


Mr. Friedman: The ones visited by Revenue Canada 
auditors. 


Mr. Blenkarn: I have never heard of a municipality 
being visited by a federal tax auditor yet. 


Mr. Wood: I have had a few that are. 


Mr. Blenkarn: Where does printing stop and the xerox 
nachine begin? 
Mr. Wood: There is a rule. 
Mr. Friedman: There is a rule for all of that. 


| Mr. Wood: It is 20 copies; beyond 20 copies. . . 


[Traduction] 

M. Friedman: Les compagnies d’électricité ne 
s’imposent pas de taxe Aa elles-mémes, mais au 
consommateur. 


M. Wood: Comme vous le faisiez remarquer, il va sans 
doute y avoir un certain nombre de zones grises dans 
l’application de cette taxe commerciale. II y a aussi un ou 
deux autres exemples auxquels nous avons songé, entre 
autres, les frais d’utilisation que les gouvernements 
pourraient imposer, comme les frais d’atterrissage 4 un 
aéroport. C’ést le genre de chose qui pourrait étre 
considérée comme un revenu commercial. Statistique 
Canada vend diverses publications. Statistique Canada fait- 
il concurrence au secteur privé, et ces ventes devraient- 
elles €tre taxées? 


Je suis persuadé que vous entendrez beaucoup parler 
de favoritisme dans le cadre de vos travaux. Dans la 
mesure ou il y a des organismes 4 but non lucratif ou des 
sociétés d’Etat, des gouvernements et des municipalités 
qui sont a l’extérieur du systéme et qui sont exonérés, on 
est tenté d’adopter cette solution. . . 


M. Blenkarn: Comment régler ce probléme? 


M. Wood: Personne n’a encore trouvé de solution 
vraiment satisfaisante. Dans le Livre blanc, on dit qu’il 
faudrait examiner les meilleures possibilités et régler ces 
questions. 


On a réglé certains aspects 4 l’égard de la taxe de vente 
fédérale, au sujet de l’impression a ses propres fins, par 
exemple. Le gouvernement doit payer de la taxe sur les 
documents qu’il imprime parce qu’il entre’ en 
concurrence avec le secteur commercial. Il peut les 
imprimer au moyen de ses propres services ou avoir 
recours au secteur commercial. 


M. Blenkarn: Y a-t-il des municipalités qui paient de la 
taxe de vente fédérale au gouvernement sur les documents 
qu’elles impriment au moyen de leur propre équipement? 


M. Wood: Oui, c’est ce qu’elles font a I’heure actuelle. 
Elles ont certaines activités d’impression qui sont taxables, 
et tout doit passer par un contremaitre. 


M. Blenkarn: Quelle municipalité fait cela? 


M. Friedman: Celles qui 
vérificateurs de Revenu Canada. 


regoivent la visite de 


M. Blenkarn: Je n’ai jamais entendu dire qu’une 
municipalité ait regu la visite d’un vérificateur. 


M. Wood: J’en connais quelques-unes auxquelles c’est 
arrive. 
M. Blenkarn: Ou se situe la limite entre ce qui est 


considéré comme de l’impression et ce qui est considéré 
comme de la photocopie? 


M. Wood: II y a une régle 4 cet égard. 
M. Friedman: Oui, il y a une régle. 


M. Wood: Qui impose une limite de 20 copies; au-dela 
de 20 copies. . . 
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Mr. Blenkarn: You know as well as I do that you guys 
run an accounting office and you have xerox machines. 
You have a printing plant there. You print tax forms and 
books and everything else. Do you mean to tell me that 
you remit federal sales tax on all this printing you do in- 
house? 


Mr. Friedman: We are a small manufacturer under the 
Excise Tax Act. 


Mr. Wood: There is a special rule for lawyers and 
accountants. 


Mr. Friedman: And blacksmiths as well. 
Mr. Wood: Yes, and opticians and. . . 


The Vice-Chairman: I think we are grasping some 
truth here. 


Mr. Blenkarn: The fact of the matter is, it is not 
practicable, is it? 


Mr. Friedman: You will get Revenue Canada auditors 
who will look through your xerox sheets to say that you 
took 800 copies of some form and therefore that is 
considered manufacturing. It does happen. Clients shake 
their heads and ask if they cannot find something better to 
do. They write them the cheque on the spot. 


Mr. Blenkarn: When did Peat, Marwick last pay tax? 


Mr. Friedman: On what, on our supplies of. . .? 
Mr. Blenkarn: No, on your printing operation. 
Mr. Weyman: They are exempt. 


Mr. Friedman: Professionals generally are exempt 
under a small manufacturer rule under the Excise Tax 
Act. 


Mr. Wood: They pay tax on the imports right now, on 
the paper, the ink and so on. The one that we have 
certainly seen a bit of in the papers is the road-building 
example. Some of them fairly obviously are computer 
services. Instead of the government going out and buying 
computer services and being charged tax on it— 


Mr. Blenkarn: Peter, on the road-building, if you allow 
a municipality to own the bulldozers and use their own 
people to build the road, you are going to wind up giving 
the municipal government a great edge over a private 
contractor who does this. 


The Vice-Chairman: You are going to introduce 
inefficiency too. 


Mr. Blenkarn: Now what do you do? It would seem to 
me you either exempt private contractors or contractors— 


Mr. Wood: Or the other way. 


Mr. Blenkarn: I mean you have exempted 
municipalities in a sense, because what you are saying is, 
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M. Blenkarn: Vous savez aussi bien que moi qu’une 
firme comptable comme la _ votre posséde des 
photocopieuses. Vous avez un service d’imprimerie. Vous 
reproduisez des formules d’impot, des guides et bien 
d’autres documents. Voulez-vous me faire croire que vous 
payez de la taxe de vente fédérale sur tous les documents 
que vous reproduisez? 


M. Friedman: Nous sommes considérés comme un 
petit fabricant en vertu de la Loi sur la taxe d’accise. 


M. Wood: Il y a une régle spéciale qui s’applique aux 
avocats et aux comptables. 


M. Friedman: Et aux forgerons aussi. 
M. Wood: Oui, et aux opticiens et. . . 


Le vice-président: Ah! Je pense que le chat sort un peu 
du sac. 


M. Blenkarn: En réalité, ce n’est pas applicable, n’est- 
ce pas? 


M. Friedman: II y a des vérificateurs de Revenu Canada 
qui examinent les rapports de photocopies qui ont été 
faites et qui disent que les 800 copies qui ont été faites de 
telle ou telle formule sont considérées comme de la 
fabrication. Cela arrive parfois. Les clients trouvent cela 
plutét bizarre et leur demandent si c’est tout ce qu’ils ont 
4 faire. Ils leur font alors un chéque sans poser d’autre 
question. 


M. Blenkarn: Quand Peat Marwick a-t-elle payé de la 
taxe la derniére fois? 


M. Friedman: Sur quoi? Nos fournitures?. . . 
M. Blenkarn: Non, sur vos activités de reproduction. 
M. Weyman: Elles sont exonérées. 


M. Friedman: De maniére générale, les professionnels 
sont exonérés en vertu d’une régle s’appliquant aux petits 
fabricants qui découle de la Loi sur la taxe d’accise. 


M. Wood: A l’heure actuelle, ils paient de la taxe sur 
les importations, le papier, l’encre, et le reste. Mais que 
dire du code dont on a beaucoup parlé dans les journaux 
derniérement? Celui de la construction des routes. Il est 
assez évident que certains de ces services sont en réalité 
des services informatiques. Le gouvernement, plutot que 
d’acheter des services informatiques et de devoir payer de 
la taxe sur ces services. . . 


M. Blenkarn: Peter, dans le cas de la construction des 
routes, si l’on permettait 4 une municipalité d’utiliser ses 
propres bulldozers et ses employés pour construire la 
route, cela lui donnerait un trés grand avantage sur 
entrepreneur privé. 


Le vice-président: Et cela entrainerait aussi un certain 
degré d’inefficacité. 


M. Blenkarn: Que faire, alors? 
entrepreneurs du secteur privé Ou... 


Exonérer les: 


M. Wood: Ou le contraire. 


M. Blenkarn: On se trouve 4 avoir exonéré les. 
municipalités, dans un certain sens, puisque vous dites 
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the municipality must presumably pay the sales tax on the 
aggregates, and on the asphalt, and so on. 


Mr. Wood: They could go through a formula too and 
add it up. 


Mr. Blenkarn: How are you ever going to do that? I 
was dealing with ‘the City of Mississauga the other day on 
this very thing. I had a session with them, and I said we 
either have to exempt road-builders or we have to have 
some sort of a formula whereby you pay tax on your own 
work. 


It seems to me though that if the Minister has already 
said that the municipality will be in no worse position— 


Mr. Friedman: On things it does right now. 
Mr. Blenkarn: Right. 


Mr. Friedman: If they decide to buy out every road- 
builder in Ontario. . . 


Mr. Blenkarn: They build some roads you see now 
with their own equipment anyway. They happen to have a 
grader, and they happen to have this road gang that goes 
around and occasionally patches the odd pothole itself. 
Then they also tender out pothole patching. Right now it 
does not matter, because they have to pay tax on their 
asphalt if they buy asphalt and put it in themselves, or 
when they have a contractor do it he has to pay the tax on 
it, and he presumably charges them a fee. 


Now if you wind up putting a tax though on road- 
builders, or make road-builders a taxable entity then you 
have given a huge bias. . . 


Mr. Wood: But it is possible to develop a self-supply 
rule. I mean, there are a number of self-suppy rules. 


Mr. Blenkarn: Yes, but how do you do it with 
municipalities when you have already said that municipal 
governments will be treated no differently than they 
presently are? 


Mr. Wood: No, no. They are not going to be treated 
any differently; their total costs will not go up. 


Mr. Blenkarn: Their tax position will not change. 
Mr. Wood: No, that is not— 
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Mr. Friedman: They will not have a greater tax burden 
under the national sales tax than they would under the 
existing — 


Mr. Blenkarn: Precisely. Right now they have no 
burden in their own self-supply. 


Mr. Wood: But you go through that formula and— 


The Vice-Chairman: Well, then they have that edge 
ver the small contractor. 


Mr. Wood: No, it is an overall burden that is implied. 


[Traduction] 


que la municipalité doit probablement payer la taxe de 
vente sur les aggrégats, l’asphalte et tout ce qu’elle achéte. 


M. Wood: Elle pourrait aussi utiliser une formule et 
ajouter la taxe. 


M. Blenkarn: Mais comment est-ce possible? J’en 
parlais justement, l’autre jour, avec des représentants de 
Mississauga. Je leur ai dit qu’il faudrait exonérer les 
constructeurs de routes ou établir une formule 
quelconque selon laquelle ils paieraient de la taxe sur 
leurs propres travaux. 


Il me semble toutefois que, si le Ministre a déja dit que 
la situation de la municipalité ne changerait pas. . . 


M. Friedman: Par rapport a ses activités actuelles. 
M. Blenkarn: C’est juste. 


M. Friedman: Si les municipalités décidaient d’acheter 
tous les constructeurs de routes en Ontario. .. 


M. Blenkarn: De toutes facgons, elles construisent déja 
des routes a l’aide de leurs propres équipements 4 l’heure 
actuelle. Elles ont leurs décapeuses et des €quipes qui vont 
réparer les rues de temps 4 autre. Elles donnent aussi des 
contrats a cet effet. Mais cela n’a pas d’importance, 
puisqu’elles doivent payer de la taxe sur l’asphalte qu’elles 
achétent ou lorsqu’elles ont recours aux services d’un 
entrepreneur. 


Si l’on impose une taxe sur les services de construction 
de routes, ce sera en quelque sorte du favoritisme. . , 


M. Wood: Mais on pourrait établir une régle d’auto- 
approvisionnement. II y en a déja un grand nombre. 


M. Blenkarn: Oui, mais comment appliquer cela aux 
municipalités, puisqu’on a déja dit que le traitement des 
gouvernements municipaux ne sera pas différent de ce 
qu'il est a l’heure actuelle? 


M. Wood: Non, non. Leur traitement ne sera pas 
différent; leurs frais n’augmenteront pas. 


M. Blenkarn: Leur situation fiscale ne changera pas. 
M. Wood: Non, ce n’est pas. . . 


M. Friedman: Sous le régime de la taxe de vente 
nationale, leur fardeau fiscal ne sera pas plus important 
qu’a V’heure actuelle. . . 


M. Blenkarn: Précisément. A l’heure actuelle, le 
fardeau fiscal des municipalités est nul sur leur auto- 
apprivisionnement. 


M. Wood: Mais cette formule signifie que. . . 


Le vice-président: Qu’elles ont cet avantage sur le petit 
entrepreneur. 


M. Wood: Non, il s’agit davantage d’un fardeau sur 
l’ensemble. 
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Mr. Blenkarn: You see, my municipality does not 
collect its own garbage. It is the only one in all the 
municipalities around that does not. It hires Laidlaw to do 
it. They sit back and say well, if you are going to put a 
sales tax on garbage collection, or an MSST, then I guess 
we have to go buy our own garbage trucks and hire our 
own people. Well, that is inefficient. 


The Vice-Chairman: It is a 10% saving. 


Mr. Blenkarn: So why would you not just exempt 
garbage collection companies when they are dealing with 
municipalities? 


Mr. Friedman: Because you are inserting more little 
rules. 


Mr. Blenkarn: Well, you are inserting a hell of a little 
rule when you make the municipality pay tax or you 
exempt the municipality and therefore create a bias in the 
system. What are you talking about, inserting more rules? 
You really are inserting a rule when you say you are 
going to have to calculate the imputed costs, such as 
imputed rent, on your garbage collection. 


Mr. Friedman: We have not touched an even thornier 
issue. The Ontario government spent $500 million on 
road building last year. There is a suggestion that if they 
pull that within the Department of Highways, at a 10% 
rate they will save $50 million a year, and they will put a 
lot of private contractors out of business. 


Mr. Blenkarn: They sure will. They will put them all 
out of business. 


Mr. Friedman: There is a concern over that. 
The Vice-Chairman: Yes. 


Mr. Friedman: I am not sure if Ontario builds its own 
roads right now, but your argument still applies. 


Mr. Blenkarn: The fact is that this kind of a problem is 
there. And is not the only way around it to exempt those 
contractors who supply that kind of service to 
municipalities, provinces, or governments generally? 


Mr. Wood: What if you just gave a refund to the 
municipality of the tax the person is charged and then not 
make it exempt? If you exempt it, to the extent that road- 
building equipment is used on something else you have 
an apportionment problem for the— 


The Vice-Chairman: A commercial shopping centre— 


Mr. Blenkarn: And you rebate it to the municipality 
that taxed the thing. 


Mr. Hoffman: Right. 


Mr. Friedman: But there is a concern. There is even a 
toss-up between going to a temporary help service to get 
temporary help or hiring people off the street. If you go 


[Translation] 

M. Blenkarn: La municipalité ot j’habite ne fait pas 
elle-méme le ramassage des ordures. C’est la seule a ne 
pas le faire dans ma région. Elle a confié la tache a la 
société Laidlaw. Si nous imposons une taxe de vente sur le 
ramassage des ordures, ou une taxe multi-stades, elle a 
Vintention d’acheter ses propres camions et d’engager des 
gens pour faire elle-méme le ramassage des ordures. Ce 
n’est pas efficace. 


Le vice-président: Cela représente une économie de 10 
p. 100. 


M. Blenkarn: A ce moment-la, pourquoi ne pas tout 
simplement exonérer les sociétés qui font le ramassage des 
ordures quand elles font affaire avec des municipalités? 


M. Friedman: Parce que cela signifie qu’il faut encore 
ajouter d’autres petites régles. 


M. Blenkarn: Mais c’est aussi le cas si l’on fait payer de 
la taxe a la municipalité ou si on l’exonére, puisque l’on 
introduit ainsi un élément de favoritisme dans le systeme. 
Que voulez-vous dire par «introduire encore de petites 
régles»? N’est-ce pas ce que vous faites quand vous dites 
que vous allez devoir calculer les couts qui ont été 
imputés au ramassage des ordures, comme la location, par 
exemple. 


M. Friedman: Nous n’avons pas rencontré de questions 
plus épineuses que celle-la. L’année_ derniére, le 
gouvernement de l’Ontario a consacré 500 millions de 
dollars A la construction routiére. S’il rapatriait tout cela 
au sein de son ministére de la Voirie, on estime qu’a un 
taux de 10 p. 100, il économiserait 50 millions de dollars 
par année, et ce faisant, il obligerait de nombreux 
entrepreneurs du secteur privé a fermer leurs portes. 


M. Blenkarn: Oui, sans doute. Il va tous les obliger a 
fermer leurs portes. 


M. Friedman: C’est plutdt inquiétant. 
Le vice-président: Oui. 


M. Friedman: Je ne sais pas si le gouvernement 
ontarien construit lui-méme ses routes a l’heure actuelle, 
mais quoi qu’il en soit, votre argument tient toujours. 


M. Blenkarn: Le probléme est bel et bien 1a. La seule 
facon de le régler serait-elle d’exonérer les entrepreneurs | 
qui offrent ce genre de service aux municipalités, aux 
provinces ou au gouvernement? 


M. Wood: Et si l’on remboursait la taxe 4 la: 
municipalité plutét que de l’exonérer? Si on Vexonérait, | 
lorsque l’équipement de construction routiére serait | 
utilisé a d’autres fins, il y aurait alors un probléme de: 
répartition pour l’oeuvre. . . | 


Le vice-président: Le centre commercial qui. . . 


M. Blenkarn: Et la municipalité obtiendrait le 
remboursement de la taxe. 


M. Hoffman: Oui. 


M. Friedman: Mais il y a encore une difficulté. Il y 4! 
une différence entre retenir des services pour obtenir une) 
. . \ 
aide temporaire et embaucher des gens sur une base. 
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to the temporary help people, they are going to be forced 
to charge you tax on whatever they charge you, whereas if 
you as a municipality or provincial government hired 
your own temporary help or your own lawyers or your 
own accountants or your own architects, you would not 
suffer that tax burden. So there is a bias towards hiring 
people— ; 


Mr. Blenkarn: Hiring your own people. 


Mr. Friedman: —rather than hiring services, because 
on people there are no taxes, on services you are taxed. 


Mr. Blenkarn: You are taxed on the labour. 


Mr. Friedman: The question is how far does the self- 
supply rule go? Where does it end? 


The Vice-Chairman: Yes. It would be a bias, Mr. 
Blenkarn, I think we would want to look at very hard. It 
is a reverse bias. 


Mr. Blenkarn: Yes, because it seems to me the more 
labour involved in the self-supply the greater the bias. 
There is very little labour involved. But of course this is 
essentially a tax on labour, is it not? 


Mr. Friedman: As you look at it right now, it is. 


Mr. Blenkarn: Sure. Well, labour is essentially the 
thing that cannot be deducted. Everything else, essentially, 
can be deducted. It is a supply. 


Mr. Friedman: In effect, carried to its extremity, if the 
municipality were to build its own trucks it would have 
even a lower tax burden. 


Mr. Blenkarn: Sure. That is exactly true. They would 
build their own trucks, start their own asphalt plant. It is 
very possible. 


The Vice-Chairman: Certainly you would want to have 
a sewer plant. 


Anyway, I think we will turn to pages 410 to 412, 
passenger transportation. It leaves you free to go into 
financial services tomorrow. 


Mr. Friedman: With passenger transportation it is 
joing to be generally a simple computation. Domestic 
Travel should be like any other good. There is a real 
‘Oncern with national sales tax. Who gets taxed if the train 
ir plane or bus goes through more than one province? It 
tops over; there are different routes; there have to be 
ome good rules to satisfy all of the provinces. 
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With regard to not-for-profit services, except where in 
?mpetiton with commercial services, a question is does a 
‘J-passenger or 60-passenger bus compete with a taxicab, 
does a bus running on an exclusive franchise compete 
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temporaire. L’agence dont on retiendra les services devra 
percevoir de la taxe, tandis que la municipalité ou le 
gouvernement provincial qui embaucherait lui-méme les 
avocats, les comptables ou les architectes dont il a besoin 
Sur une base temporaire n’aurait pas a payer de taxe. On 
aurait donc avantage 4 embaucher des GENS: Vi. 


M. Blenkarn: A embaucher les gens dont on a besoin. 


M. Friedman: ... plutot que d’acheter des services, 
puisqu’en procédant ainsi, on ne paie pas de taxe, tandis 
qu’il faut en payer sur les services. 


M. Blenkarn: On paie de la taxe sur la main-d’oeuvre. 


M. Friedman: Jusqu’ot va_ la régle de 
approvisionnement? Oi en est la limite? 


V’auto- 


Le vice-président: Oui. Ce serait un avantage, monsieur 
Blenkarn, qu’il faudrait examiner trés sérieusement, selon 
moi. C’est un avantage inversé. 


M. Blenkarn: Oui, parce qu'il me semble que plus il y 
a de main-d’oeuvre dans le contexte de 1|’auto- 
approvisionnement, plus Vavantage est grand. Il n’y a 
toutefois que trés peu de main-d’oeuvre. Mais c’est 
essentiellement une taxe sur la main-d’oeuvre, 
évidemment, n’est-ce pas? 


M. Friedman: Oui, de la fagon dont vous présentez les 
choses, vous avez raison. 


M. Blenkarn: Bien sar. La main-d’oeuvre est en réalité 
le seul élément que |’on ne peut déduire. Tout le reste 
peut l’étre, puisqu’il s’agit d’un service. 


M. Friedman: En fait, a la limite, si la municipalité 
construisait ses propres camions, son fardeau fiscal en 
serait d’autant réduit. 


M. Blenkarn: Oui, c’est tout 4 fait juste. Elle 
construirait ses propres camions, et se doterait de son 
usine de fabrication d’asphalte. C’est tout a fait possible. 


Le vice-président: Elle pourrait aussi avoir son usine de 
traitement des égoits. 


Quoi qu’il en soit, je pense que nous allons passer aux 
pages 410 a 412, ou «Transport des passagers». Nous 
pourrons aborder la question des services financiers 
demain. 


M. Friedman: Pour le transport des passagers, le 
transport sera généralement assez simple. Le transport a 
l’intérieur du pays devrait étre considéré comme tout 
autre bien. Sur le plan des transports, la taxe de vente 
nationale pose un probléme réel. Qui doit payer la taxe 
lorsque le train, l’avion ou l’autobus traversent plus d’une 
province? Il y a des escales; il y a différents itinéraires; il 
doit y avoir des régles qui satisferont toutes les provinces. 


En ce qui a trait aux services 4 but non-lucratif, sauf 
lorsqu’ils entrent en concurrence avec des _ services 
commerciaux, l’autobus de 50 ou 60 passagers fait-il 
concurrence au taxi, ou un autobus exploité en franchise 
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with a train or a bus running on some other route? It is 
unclear how you would handle this. If I read the press 
correctly, Gray Coach, which is owned by Toronto 
Transit, is considering investing in a charter airline. That 
just adds another element to the whole equation as to 
when something is taxable and when it is exempt. 


You have to look at impact on government subsidies. 
Public transit, for example, is usually subsidized. If you 
now turn around and tax some component of this, what 
you are doing is just raising the tax on public transit and 
in turn requiring something else to increase its subsidy to 
that transit as well. So you get into a circular argument. It 
is something that I am not sure the paper has looked at. 


Taxes are payable on travel to US. if serices are 
purchased in Canada. If I live in Niagara Falls, Ontario, 
and walk the half a kilometre across the bridge and buy 
my ticket through Niagara Falls or Buffalo to anywhere in 
the U.S., it appears that I will escape paying tax on any 
portion of that travel. For some reason we consider the 
U.S. part of Canada, so that if you travel anywhere within 
the North American bounds, it would be subject to that. 


There is a strange comment that the current 10% plus 
$4 air transportation tax is to be modified—not 
eliminated, modified. So we must assume it is a good 
thing and we will retain that along with the value-added 
tax on passenger transportation. There is no tax on other 
international travel. 


Page 95, item 8.3, talks about travel agents, travel 
wholesalers, and tour operators. Generally, they indicate 
that you need special rules and they give an example. 


If an individual arranged a foreign travel package 
directly, the purchase would not be subject to domestic 
tax. If the individual instead purchased the foreign 
travel package through a Canadian tour operator, the 
general sales tax rules would lead to an inappropriate 
result: the Canadian tour operator would be subject to 
tax on the full price. 


However, they would not get a credit for their 
purchases. So they suggest that travel agents, travel 
wholesalers, and tour operators, in computing sales tax 
viability, be allowed to claim a notional input tax credit 
with respect to purchases of goods and service directly 
from foreigners for customers. 


Mr. Blenkarn: Why would you not eliminate this travel 
business by making the travel industry exempt? In other 
words, anybody who buys anything in the travel industry 
pays tax on it, but they cannot pass it on. In other words, 
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exclusive fait-il concurrence 4 un train ou a un autobus 
desservant un autre itinéraire? La réponse n’est pas 
évidente. Si mon interprétation de ce que je lis dans les 
journaux est juste, Gray Coach, qui appartient a la société 
Toronto Transit, envisage d’investir dans une société de 
transport aérien nolisé. Cela ne vient qu’ajouter un autre 
élément au probléme consistant a déterminer ce qui est 
taxable et ce qui est exonéré. 


Il faut en envisager l’effet sur le plan des subventions 
gouvernementales. Les services de transport public, par 
exemple, sont habituellement subventionnés. Si l’on 
impose une taxe sur certaines de ces activités, cela signifie 
tout simplement que l’on préléve de la taxe sur les 
services de transport public, qui doivent par conséquent 
demander des subventions plus importantes. C’est un 
cercle vicieux. C’est un aspect que l’on ne semble pas 
avoir considéré. 


Les voyages en destination des Etats-Unis sont taxables 
lorsque les services sont achetés au Canada. Si je demeure 
a Niagara Falls, en Ontario, il semblerait que je n’ai qu’a 
traverser le pont et 4 acheter mon billet a Buffalo, a 
destination de n’importe quel endroit aux Etats-Unis, et 
que se faisant, j’éviterai de payer de la taxe. Pour une 
raison Ou pour une autre, on intégre les Etats-Unis au 
Canada, ce qui signifie que tout voyage en Amérique du 
Nord est taxable. 


Il y a une étrange rumeur qui veut que la taxe actuelle 
sur le transport aérien de 10 p. 100 plus 4$ soit 
modifiée—pas éliminée, mais modifiée. Nous devons donc 
supposer que c’est une bonne chose, et nous allons la 
conserver avec la taxe sur la valeur ajoutée au transport 
des passagers. Il n’y a pas de taxe sur les autres voyages a 
destination internationale. 


A la page 95, a article 8.3, il est question des agents de 
voyage, des grossistes en matiére de voyage et des 
organisateurs de visites guidées. D’une maniére générale, 
les rubriques 4 cette page indiquent la nécessité de régles 
spéciales, et l’?on donne un exemple. 


Si une personne organisait directement un forfait 
touristique 4 l’étranger, l’achat ne serait pas assujetti a 
la taxe intérieure. Si, par contre, la méme personne 
achetait un forfait touristique a Jlé€tranger par 
Vintermédiaire d’un exploitant canadien de voyages 


organisés, les régles sur la taxe générale de vente 


entraineraient un résultat inopportun: 1’exploitant 
canadien serait assujetti a la taxe sur le prix total. 


Mais elle n’obtiendrait toutefois pas de crédit de taxe 


pour cet achat. On suggére donc de permettre aux agents : 


de voyage, aux grossistes et aux organisateurs de visites 
guidées, dans le calcul de la taxe de vente, de réclamer un 
crédit de taxe nationale pour les achats directs 4 
l’extérieur du Canada de biens et de services 4 |’intention 
de leurs clients. 


M. Blenkarn: Pourquoi ne pas tout simplement 


exonérer le secteur des voyages? Autrement dit, dans cé ) 


secteur, quiconque achéte quelque chose doit payer de la 
taxe mais ne peut pas la faire passer 4 quelqu’un d’autre. 
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you break down the system. But since the system is all 
screwed up with excise taxes on fuel and airport taxes and 
all sorts of special rules and regulations and subsidies all 
over the place, why would you not just accept the 
situation? To the extent that it is implicit in goods, that is 
something that is there, and that is the way it is again. In 
an effort to become absolutely letter perfect, are you not 
creating more problems for yourself than are solvable? 


Mr. Friedman: Well, in some sense it is an intellectual 
purity exercise. 


Mr. Blenkarn: Yes. 
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Mr. Friedman: But there is a fears) suspect, that we 
have not thought of other things travel agents could get 
into, like insurance services or travellers’ cheques. Can 
you push those boundaries again? I guess that... whether 
that is a fear. You may be correct that this area is isolated 
enough that you could make it tax-free— 


Mr. Blenkarn: It has so many regulations and taxes on 
it in one form or another that you probably would not 
want to eliminate. I mean, I cannot see, for example, 
governments—certainly our government—eliminating the 
excise tax on gasoline or diesel fuel. You know, 8.1¢ a 
litre—huge amounts of money. 


On top of that, there is the sales tax at the refinery. I 
mean, with these kinds of taxes on it, you sure would not 
want to have those taxes creditable against somewhere. So 
Dbviously there is a cascade effect in the tax. So why will 
you not just exempt everybody and forget about this 
whole deal? 


Mr. Hoffman: Then you would not give the business 
iser of travel services in Canada a credit. 


Mr. Blenkarn: That is right. I mean, you use it, you use 
t. I agree with you that you wind up with a situation in 
vhich it is going to be built into export prices and all 
Orts of horrible problems. But the horrible problems are 
here anyway. 


Mr. Hoffman: As Andy says, then the person selling 
ou the airline ticket would sell you insurance for your 
‘avel. Or insurance on— 


Mr. Blenkarn: We are going to get into the question of 
‘surance sales and how you might tax those, presumably 
morrow, On a premium tax. Because that is part of the 
fancial services business. 


Would it possibly include a 


The Vice-Chairman: 
tel— 
_ Mr. Blenkarn: But that is another matter. 


The Vice-Chairman: —for seven days, and a car when 
u got there and— 


[Traduction] 

Cela reviendrait a désorganiser le systéme, mais puisqu’il 
est déja tout 2 fait incohérent, avec ses taxes d’accise sur le 
carburant et ses taxes d’aéroport, et toutes ses taxes 
spéciales, et ses réglements et ses subventions ici et 1a, 
pourquoi ne pas tout simplement accepter la réalité? 
Dans la mesure od c’est implicite dans le cas des 
marchandises, c’est comme cela que sont les choses. En 
cherchant trop la perfection, n’étes-vous pas en train de 
créer d’autres problémes insolubles? 


M. Friedman: Oui, vous avez raison. On recherche 
peut-étre trop la perfection. 


M. Blenkarn: Oui. 


M. Friedman: On peut se demander si on a envisagé 
toutes les autres choses que peuvent toucher les agents de 
voyage, par exemple l’assurance et les chéques de voyage. 
Peut-on aller encore plus loin? On peut légitimement se 
poser la question. Comme vous le dites, ce secteur est 
suffisamment isolé pour étre détaxé. _ . 


M. Blenkarn: II] fait objet d’un grand nombre de 
réglements et de taxes sous une forme ou une autre; on ne 
serait probablement pas préts a y renoncer. Par exemple, 
je ne vois pas comment les gouvernements, en tout cas, 
notre gouvernement, pourraient en venir A éliminer la 
taxe d’accise sur l’essence ou le carburant diesel. Comme 
vous le savez, 8.1c. le litre représente au bout du compte 
une somme d’argent considérable. 


En outre, il y a la taxe de vente a la raffinerie. Dans ce 
contexte, on ne veut sans doute pas voir ces taxes faire 
l’objet d’un crédit d’impét quelque part. Il y a un effet de 
cascade avec ces taxes. Dans ce Cas, pourquoi ne pas 
exonérer tout le monde et  laisser tomber des 
complications? . 


M. Hoffman: A ce moment-la, les voyages d’affaires au 
Canada ne feraient pas l’objet d’un crédit. 


M. Blenkarn: En effet. L’>homme d’affaires utiliserait le 
service et tant pis. Je suis d’accord avec vous sur le fait 
qu'il y a un probléme horrible avec les prix a 
l’exportation et un certain nombre d’autres choses. 
Cependant, il y a déja un probléme horrible. 


M. Hoffman: Comme Andy le disait, la personne qui 
vous vendrait un billet d’avion vous vendrait également 
de l’assurance pour le voyage. Ou encore de 
l’assurance. . . 


M. Blenkarn: Nous prévoyons aborder demain la 
question de l’assurance et de la taxe sur les primes. C’est 
un secteur qui entre dans celui des services financiers. 


Le vice-président: L’hétel pourrait-il étre inclus. . . 


M. Blenkarn: C’est un autre sujet. 


Le vice-président: ... pour une période de sept jours, 
par exemple, de méme qu’une automobile une fois a 
destination. . . 
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Mr. Blenkarn: Yes, but he is selling you the car in 
some other municipality somewhere, or making a 
reservation. 


Mr. Friedman: Well, you know we are talking about 
international travel. In domestic travel you have no 
concern. 


Mr. Blenkarn: Well in domestic— 
Mr. Friedman: Then you have two— 


Mr. Blenkarn: In domestic travel you have all sorts of 
domestic taxes already in place. If you want to try to make 
those creditable, then you have all sorts of problems. So 
why would you not just leave the damned thing as an 
exempt business and let persons who supply the travel eat 
the tax... and they do not charge a value-added. 


Mr. Friedman: We _ are the 


commission by the travel agent. 


talking only about 
Mr. Blenkarn: Yes, or the profit by the truck lines. 


Mr. Friedman: But then let us back up— 


Mr. Blenkarn: Or the municipal bus service... you 
pay $1 to get on the streetcar. What are you going to do— 
add another 10¢ to the tax and— 


Mr. Friedman: Be careful here. If I could get a credit 
by buying tickets, say, directly from an airline, or go 
through a travel agent and not get a credit— 


Mr. Blenkarn: But suppose you do not get any credit at 
all? 


Mr. Friedman: No. No, because— 


Mr. Blenkarn: Supposing we build the system in such a 
fashion that we collect the tax and it is not creditable 
anywhere. 


Mr. Friedman: No, but we are now to the point where 
we are looking at the whole airline ticket and not just a 
commission. We started out talking about whether or not 
that commission or that brokerage or the arranging of the 
tours. .. that component should attract a tax. Now we are 
expanding to say that none of the transportation— 


Mr. Blenkarn: Why do we not just make airlines 
exempt? Everything they buy they pay tax on, and they 
cannot pass it on. 


The Vice-Chairman: How could you pick out a 
single— 
Mr. Friedman: Well, why you would not do that— 


Mr. Blenkarn: The transportation industry, in other 
words— 


Mr. Friedman: Well, why you are doing that, is that 
you get back to cascading. To the extent that I am 4 
business person, or I am a large corporation and I— 
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M. Blenkarn: Oui, mais l’automobile serait fournie, la 
réservation serait faite dans une autre municipalité, 
quelque part ailleurs. 


M. Friedman: Nous parlons bien ici des voyages 
internationaux, non pas des voyages au pays. 


M. Blenkarn: Pour ce qui est des voyages au pays. . . 
M. Friedman: A ce moment-la, il y a deux. . . 


M. Blenkarn: En ce qui concerne les voyages au pays, 
il y a toute sorte de taxes qui s’y appliquent déja. Si vous 
voulez qu’elles donnent lieu a un crédit, vous risquez 
d’avoir des problémes. Pourquoi ne pas laisser tomber 
toute l’affaire, la considérer comme exonérée de taxe et 
laisser les fournisseurs de services de voyage absorber la 
taxe... Etant entendu évidemment qu’ils ne doivent pas 
la reporter. 


M. Friedman: II s’agit ici seulement de la Commission 
des agents de voyage. 


M. Blenkarn: Oui, ou des bénéfices des sociétés de 
camionnage. 


M. Friedman: Revenons. . . 


M. Blenkarn: Ou des services municipaux de transport 
en commun... Le prix du passage est de 1$. Faudrait-il 
ajouter 10c... 


M. Friedman: II faut faire attention ici. Si j’obtiens un 
crédit lorsque j’achéte des billets directement auprés 
d’une société aérienne et que je n’en obtiens pas lorsque 
je passe par un agent de voyage. . . 


M. Blenkarn: Et que se passe-t-il s’il n’y a aucun crédit 
dans un cas ou dans |’autre? 


M. Friedman: Non, parce que. . . 


M. Blenkarn: Supposons que nous percevions la taxe 
tout simplement et que nous n’accordions aucun crédit en 
retour. 


M. Friedman: Nous en sommes venus 4 parler du prix 
total du billet d’avion et non plus seulement de la 
commission. Nous avions amorcé la discussion en nous 
demandant si la commission, le service de courtiers ou le 
service d’agence... cette composante seulement devait , 
faire l’objet de la taxe. Maintenant nous parlons du 
transport de fagon générale. . . } 


M. Blenkarn: Pourquoi ne pas exonérer tout 
simplement les sociétés aériennes? Elles paieraient la taxe | 
sur tout ce qu’elles achétent et elles ne pourraient pas la) 
reporter. : 


Le vice-président: Comment pourriez-vous prendre un 
seul secteur. . . | 


M. Friedman: Eh bien, la raison pour laquelle. . . 


M. Blenkarn: L’industrie des transports, en d’autres” 
termes. . . | 


M. Friedman: La raison tient a l’effet de cascade dont il 
a été question plus tét. En tant qu’homme d’affaires, en 
tant que grande société. . . 
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Mr. Blenkarn: Oh, I appreciate that, Andy. I appreciate 
you get the cascading, very much, but the fact is that to 
recapture the tax and try to segregate it out is probably 
more cumbersome than it is worth. | mean, are you not 
better off to have some cascading and not worry about it? 


Mr. Wood: What about their export sales? 
Mr. Blenkarn: That is right— 


Mr. Wood: Yes, I am also greatly concerned about 
those. How do they compete internationally with an 
airline that just comes in here and does not have to— 


Mr. 
exempt. 


Blenkarn: Well, that is why you make them 


Mr. Wood: But if they are in the system, then all of the 
inputs for that international travel would be free of tax— 
the aircraft and everything else. 


° 2155 
The Vice-Chairman: Tax-free. 


Mr. Wood: They can compete on the international 
level, under your proposal, to make them tax-exempt, but 
the taxes get locked in, and it would be more difficult for 
them to compete with the others. 


Mr. Blenkarn: I know. Say Canadian Airlines is buying 
or leasing some 767s. They take posession of these aircraft. 
I do not think aircraft have any federal sales tax on them 
right now. But the reason of course is the bloody airplane 
is flying to Florida tomorrow, and Lima, Peru, the next 
day, and it happens to be doing a Toronto-Ottawa trip the 
same day. What do you do with a situation like that? You 
have to leave the aircraft tax-exempt. So why are we 
arguing about taxes? 


Mr. Friedman: No, no. 
Mr. Wood: Not tax-exempt; you mean tax-free. 


Mr. Friedman: With a tax-free vehicle or the taxable 
ehicle, if you tax airplane transportation, you 
utomatically get a credit for any tax on the lease 
‘ayments of those 767s. I think the whole idea of the 
hortcut may be unnecessarily complex. You may just say, 
"€ are going to lose some taxes. But to the extent a tour 
perator or a travel wholesaler arranges an international 
pur, there is no tax on it. That exercise would become tax- 
ee. 


| Mr. 
‘hicle? 


Mr. Friedman: No, tax-free. 
Mr. Wood: No. Only the export on the domestic side. 


Wood: Then you still have proration of that 


The Vice-Chairman: Do pages 4-11 and 4-12 have a 
laring on this, or are we going to try and cover it— 


M. Blenkarn: Je comprends, Andy. Je sais qu’il y a cet 
effet de cascade, mais d’essayer d’isoler la taxe pourrait se 
révéler trop compliqué. N’est-il pas préférable de laisser 
tomber l’affaire quitte a ce qu’il y ait un certain effet de 
cascade? 


M. Wood: Qu’en est-il des exportations? 
M. Blenkarn: C’est juste. . . 


M. Wood: C’est une question qui m’inquiéte beaucoup. 
Comment les sociétés aériennes peuvent-elles étre 
concurrentielles sur le plan international alors que les 
autres n’ont pas. . . 


M. Blenkarn: 
exonérées, 


Voila pourquoi elles devraient étre 


M. Wood: Elles feraient quand méme partie du méme 
systeme; les intrants des autres sociétés seraient détaxés, les 
appareils et tout le reste. 


Le vice-président: Tous ces intrants sont détaxés. 


M. Wood: Ce que vous Proposez, détaxer ces sociétés, 
peut sembler leur permettre d’étre concurrentielles sur le 
plan international, mais il y a des taxes qui sont cachées, 
et il se peut qu’elles aient la vie dure. 


M. Blenkarn: Je sais. Supposons que les Lignes 
aériennes canadiennes achétent ou louent des 767. Elles 
prennent possession de ces appareils. Je ne pense pas que 
les appareils soient la cible de taxes de vente fédérales 
actuellement. Il se trouve que ces appareils peuvent 
effectuer un voyage en Floride demain, puis se rendre a 
Lima, au Pérou, pour finalement aboutir sur l’itinéraire 
Toronto-Ottawa. la situation risque d’étre difficile. C’est la 
raison pour laquelle il faut que ces appareils soient 
exonérés. Ne sommes-nous pas tous d’accord 1a-dessus? 


M. Friedman: Non, non. 


M. Wood: Ils ne sont pas exonérés de la taxe; ils sont 
détaxés. 


M. Friedman: Si des appareils ou des véhicules sont 
détaxés, et qu’une taxe est imposée 4 un moment donné, il 
y a un Crédit automatique; il y a un crédit pour la taxe sur 
les paiements de location des 767. La notion du raccourci 
pourrait bien étre inutilement compliquée. Vous pouvez 
craindre de perdre des taxes. Cependant, il n’y aurait pas 
de taxe pour les voyagistes ou les courtiers d’agences 
générales de tourisme qui organiseraient des voyages 
internationaux. Ces services seraient détaxés. 


M. Wood: II y aurait un prorata? 


M. Friedman: Non, le tout serait détaxé. 


M. Wood: Non, seulement ce qui toucherait les voyages 
internationaux. 


Le vice-président: Les pages 4-11 et 4-12 ont-elles 
quelque chose 4 y voir ou devons-nous essayer de faire 
rentrer Cette question. . . 
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[Text] [Translation] 

Mr. Friedman: No. That is freight, and it is probably M. Friedman: Non. Dans ce cas, il s’agit du transport 
something you want to spend a few minutes on. Freight is des marchandises. La question mérite une certaine 
a concern for most corporations. attention. C’est une préoccupation pour la plupart des 

sociétés. 

Mr. Blenkarn: Yes. I suggest we adjourn, Mr. M. Blenkarn: En effet. Je propose que nous levions la 
Chairman. séance. 

The Vice-Chairman: I think this is in order. I thank Le vice-président: Je pense que c’est indiqué. Je 
everybody for their patience. The meeting is adjourned. remercie tous les participants de leur patience. La séance 

est levée. 
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MINUTES OF PROCEEDINGS 
WEDNESDAY, JANUARY 27, 1988 
(206) 
[Text] 
The Standing Committee on Finance and Economic 


Affairs met at 4:34 o’clock p.m. this day, in Room 253-D, 
Centre Block, the Chairman, Don Blenkarn, presiding. 


Members the Committee present: Don 
Michael Cassidy, Mary Collins, Murray 
Norman Warner. 


Blenkarn, 
Dorin and 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. David Weyman, 
CA., Peat Marwick: Andy J. Friedman, C.A., Peat 
Marwick; Lorey A. Hoffman, Ph.D., Peat Marwick, 
Consultants. 


In accordance with its mandate under Standing Order 
96(2), the Committee resumed consideration of the White 
Paper and other related documents on Tax Reform—Stage 
II (Sales Tax) tabled in the House of Commons on 
Thursday, June 18, 1987. (See Minutes of Proceedings and 
Evidence, Monday, January 25, 1988, Issue No. 1 Je) 


The Research Staff made a presentation and answered 
questions. 


At 5:48 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE MERCREDI 27 JANVIER 1988 
(206) 


[Traduction| 


Le Comité permanent des finances et des affaires 
économiques se réunit, aujourd’hui a 16 h 34, dans la 
piéce 253-D de I’Edifice du centre, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Murray Dorin et Norman Warner. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. David 
Weyman, c.a., Peat Marwick: Andy J. Friedman, c.a. Peat 
Marwick, Lorey A. Hoffman, ph.d., Peat Marwick, 
conseillers. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité examine de nouveau le 
Livre blanc de la Défense et autres documents connexes 
ayant trait a la réforme fiscale—Deuxiéme €tape (Taxe de 
vente), documents déposés sur le bureau de la Chambre 
des communes le jeudi 18 juin 1987 (voir Procés-verbaux 
et témoignages du lundi 25 Janvier 1988, fascicule n° 


Le personnel de recherche donne un exposé et répond 
aux questions. 


A 17 h 48, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus| 
[Texte] 

Wednesday, January 27, 1988 


* 1630 


The Chairman: I call the meeting to order. Pursuant to 
Standing Order 96.(2), we are resuming consideration of 
the White Paper and other related documents on Tax 
Reform—Stage II (Sales Tax). 


We have Andy J. Friedman, Lorey Hoffman and Peter 
H. Wood. You will excuse my delay in getting here, but I 
thought my vice-chairman would be. . . I was out making 
a speech on multi-stage sales taxes to the restaurant and 
food people. We are imparting all the wisdom that you 
have given us so far and we are telling them how 
wonderful it was. 


° 1635 


Mr. David Weyman (Consultant to the Committee): In 
fact, you are still on this. 


Some hon. members: Oh, oh. 


The Chairman: I said we could only put it together if 
we had the total co-operation of the New Democratic 
Party, of the Liberal Party— 


Mr. Cassidy: I see. 
The Chairman: —and a unanimous taxing system. 


Mr. Andy Friedman (Consultant to the Committee): 
You did not discuss when the pizza was going in the oven. 


The Chairman: As a matter of fact, I even produced the 
pizza that came. 


Mr. Friedman: The most important thing, did you tell 
them the difference between exempt and tax-free? 


Mr. Cassidy: That is bad enough. I am delighted to hear 
this indication of your preparedness to co-operate with us 
after the next election. 


The Chairman: I do not know why we should wait for 
that. I would have thought, in the interests of good 
government, what you would have done, if being insisted, 
is proceed immediately with this new sales tax form. We 
would get it into legislation in accordance with our 
report, and then when you take over, Michael, as the new 
Minister of Finance, you will not have to go through all 
this hassle. 


Mr. Cassidy: That is tempting. 
Some hon. members: Oh, oh! 


The Chairman: You will have the money. You will 
have all the revenue there. You will be in great shape. 
You never want to take over a problem. That is why we 


Finance and Economic Affairs 
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TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction] 

Le mercredi 27 janvier 1988 


Le président: La séance est ouverte. En vertu de 
article 96.(2) du Réglement, nous poursuivons notre 
examen du Livre blanc et autres documents connexes sur 
la réforme fiscale—deuxiéme étape (taxe de vente). 


Nos témoins cet aprés-midi sont Andy J. Friedman, 
Lorey Hoffman et Peter H. Wood. Vous excuserez mon 
retard, mais je croyais que mon vice-président serait ici. . . 
Jai da aller prononcer un discours sur la taxe de vente 
multi-stades devant un groupe du_ secteur de la 
restauration et de l’alimentation. Nous partageons toutes 
les connaissances que vous nous avez enseignées jusqu’a 
maintenant et nous faisons la louange de la nouvelle taxe. 


M. David Weyman (consultant auprés du Comité): En 
fait, nous en sommes toujours 1a. 


Des voix: Ah, ah. 


Le président: Je leur ai dit que nous réussirons 4 
peaufiner le nouveau régime si nous pouvons compter sur 
la totale coopération du Parti néo-démocrate, du Parti 
libéral. .. 


M. Cassidy: Je vois. 
Le président: . . . et sur l’unanimité des contribuables. 


M. Andy Friedman (consultant aupres du Comite): 
Vous ne leur avez pas expliqué le paradoxe du four et de 
la pizza. 


Le président: Bien au contraire, je leur ai méme servi 
la pizza. 


M. Friedman: Leur avez-vous expliqué |’essentiel, 
c’est-a-dire la différence entre exonération et détaxation? 


M. Cassidy: C’est déja bien assez compliqué. Je suis ravi 
d’apprendre que vous étes disposés a coopérer avec nous 
aprés la prochaine élection. 


Le président: Je ne vois pas pourquoi nous devrions 
attendre d’avoir franchi cette étape. J’aurais cru que, 
partisans du bon gouvernement, vous auriez insisté pour 
que nous instaurions sans plus tarder cette nouvelle taxe. 
de vente. Nous Jaurions prévue dans la _ loi, 
conformément 4 notre rapport, et cela vous aurait évité, 
Michael, quand vous deviendrez le nouveau ministre des) 
Finances, tout ce chichi. | 

f 

M. Cassidy: Que c’est tentant. 

Des voix: Ah, ah! | 


Le président: Vous aurez déja les recettes dans les 
caisses de l’Etat et vous aurez les coudées franches. II est 
toujours préférable de ne pas hériter d’un probleme. 
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[Texte] 


were so successful. The Liberals left us in such marvellous 
condition. 


Were we at page 4-13? 


Mr. Friedman: No, we ended off near the bottom of 
page 4-10, bui in the interest of keeping integrity of a 
subject, we thought it was important that we spend an 
hour and a half on financial services and institutions. So 
we could start at page 4-15 and then finish off 
transportation tomorrow morning. 


The Chairman: That is Canadian proposal taxing value 
added. 


Mr. Friedman: Lorey is going to do most of the talking 
this afternoon. He has the expertise in the area, and if we 
have any time at the end, then we can proceed with 
transportation. 


Mr. Lorey Hoffman (Consultant to the Committee): 
Good afternoon, Mr. Chairman, members of the 
committee. I wonder if we might now turn to the tax 
treatment of financial services under the government's 
proposal on page 4-13. The sales tax treatment of financial 
services, as we shall see, is particularly vexatious. At the 
outset, I would like to say that, as Andy Friedman pointed 
out on Monday night for our earlier presentations, we 
would be very happy if we could come away from these 
meetings with a fuller understanding of the distinction 
between exemption and zero rating. 


For the purposes of this session, I think the critical 
thing to come away with is that however much this tax for 
financial services looks like an income tax, or looks like a 
tax on interest or dividends, it most certainly is not. 


The fact that it employs interest and dividends and 
other financial concepts in its construction is only for the 
purposes of establishing what the value for tax of financial 
services is. 


Generally speaking, most countries do not tax financial 
Services explicitly. This is not a complete truism. For 
instance, a number of countries do levy value-added taxes 
in name, at least, on insurance services. 


The Chairman: Yes, but we have provinces that charge 
a premium tax right now, which in effect is a sales tax on 
premiums. 


* 1640 


Mr. Hoffman: It is a sales tax on premiums, but as I 
Shall try to demonstrate to the committee, it is not a tax 
on value added— 


The Chairman: I appreciate that, but when you start 
comparing the other proposals, you find they are not 
really value added but specific taxes on dollar value of 
premium or dollar value of insured amount, bearing no 
‘elationship to anything else. 


Mr. Hoffman: I will try to convince the committee. 
Austria, for example, levies a VAT on_ insurance 
‘wemiums, as does Zimbabwe, but they are VATs and, as 


[Traduction] 


Voila pourquoi nous nous en sommes si bien tirés. Les 
libéraux nous ont laissé les choses en si bon état. 


En étions-nous a la page 4-13? 


M. Friedman: Non, nous nous sommes arrétés au bas 
de la page 4-10, mais pour des raisons de cohérence, nous 
estimons qu’il serait important de consacrer toute Vheure 
et demie a l’examen du secteur financier. Nous pourrions 
donc reprendre 4 la page 4-15, puis terminer demain 
notre examen du secteur des transports. 


Le président: Nous allons donc discuter de la 
Proposition canadienne de taxation de la valeur ajoutée. 


M. Friedman: Cet aprés-midi, ce sera Lorey qui 
dirigera la séance d’information, puisque c’est lui l’expert 
en la matiére, et s’il nous reste du temps, nous 
terminerons |’examen du secteur des transports. 


M. Lorey Hoffman (consultant auprés du Comité): Bon 
aprés-midi, monsieur le président, membres du Comité. 
Passons, si vous le voulez bien, a la proposition du 
gouvernement de taxation des services financiers, soit a la 
page 4-13. Comme vous le constaterez, c’est la une 
question particuliérement épineuse. Je vous rappelle dés 
le départ ce que Andy Friedman vous a signalé a la 
premiére séance de lundi soir, a savoir que l’objectif de 
ces réunions, c’est d’en arriver 4 mieux comprendre la 
distinction entre l’exonération et la détaxation. 


Le but premier de cette séance est de démontrer que si 
cette taxe sur les services financiers ressemble a un impot 
sur le revenu ou a une taxe sur les intéréts et les 
dividendes, elle n’en est pas du tout une. 


Si elle fait intervenir les intéréts et les dividendes et 
d’autres notions financiéres, c’est uniquement dans le but 
de déterminer la valeur des services financiers aux fins de 
la taxe. 


En régle générale, la plupart des pays semblent ne pas 
taxer les services financiers. Or, certains d’entre eux font 
des prélévements, notamment sur les services d’assurance, 
qui n’ont d’une taxe sur la valeur ajoutée que le nom. 


Le président: Oui, mais certaines provinces 
canadiennes prélévent déja une taxe sur les primes qui est 
en fait une taxe de vente sur les primes. 


M. Hoffman: S’il s’agit effectivement d’une taxe de 
vente sur les primes, je vais néanmoins essayer de 
démontrer au Comité que ce n’est pas une taxe sur la 
valeur ajoutée. . . 


Le président: Je le sais trés bien, mais quand nous 
comparons les autres propositions, nous constatons trés 
rapidement qu’il ne s’agit pas de taxes sur la valeur 
ajoutée, mais bien de taxes sur la valeur vénale des primes 
ou de la somme assurée. 


M. Hoffman: Je vais essayer de convaincre le Comité. 
Par exemple, |’Autriche, comme le Zimbabwe, prélévent 
une TVA sur les primes d’assurance, mais ce sont, comme 
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[Text] 

you say, are taxes on gross premiums. As I shall try to 
demonstrate, taxes On gross premiums or gross margins 
charge for financial services. They are not in and of 
themselves value-added taxes. 


We might turn to 4-13. What do we mean by the 
consumption of a financial service? What exactly does a 
financial intermediary, the classic case being a bank or a 
trust company, provide to lenders and borrowers? 


Essentially the bank or trust company, in the 
traditional sense, is economizing on the costs of bringing 
borrowers and lenders together. For example, I will be 
shopping around for a house mortgage in Toronto in the 
next few months. If I were to search for loanable funds 
from members of the committee or other people present 
in this room, I might find it a rather expensive process to 
convince them to give me a mortgage. 


The bank or trust company essentially reduces the cost 
to me and to parties on the other side of the transaction, 
mainly savers. It reduces their costs in finding each other. 
For this the intermediary charges the two parties an 
explicit fee or a fee earned in the form of a spread on a 
transaction. 


The Chairman: Therein is the problem. It is in the 
form of a spread and the question boils down to: what is 
the spread? The trouble is that you are pooling money 
and you get some money at a very small rate of interest 
and some at a very high rate of interest. Since interest 
rates vary by the minute, what in hell is the spread? 


Mr. Hoffman: That hits the nail on the head. As I shall 
demonstrate, herein lies the reason why countries with 
VATs of the credit invoice type have not levied value- 
added taxes on spreads. As the chairman pointed out, it is 
impossible to determine the value added on any particular 
transaction, but the government has circumvented this 
problem by going directly and only to a calculation based 
on the GST. It is a calculation of the subtraction method 
and financial institutions will not be required to measure 
the value added inherent in every single transaction. 


As we will see in a few minutes, this leads to other 
problems. It may alleviate the problems of calculating the 
tax base for the financial institution itself, but it creates 
difficulties in providing a credit to the customer on the 
other side. 


Let me move on. What does an insurer do when he 
creates value added? 


Mr. Friedman: Before you move on, it is important to 
realize that the tax, as we have been talking about for the 
last two days, is a tax on the consumer. It is not a tax on 
the bank; it is a tax on the— 
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vous le dites, des taxes sur le montant brut des primes. Je 
vais essayer de vous démontrer que ce sont des taxes sur le 
montant brut des primes ou sur les marges bénéficiaires 
brutes payées par les institutions financiéres. Ce ne sont 
pas des taxes sur la valeur ajoutée comme telles. 


Passons a la page 4-13. Qu’entend-on par la 
consommation d’un service financier? Que fournit 
Vintermédiaire financier, généralement une banque ou 
une compagnie de fiducie, aux préteurs et aux 
emprunteurs? 


La banque ou la compagnie de fiducie €conomise, dans 
le sens classique, sur le cout des services d’intermédiation 
entre emprunteur et préteur. Par exemple, j’essaierai, 
dans les mois a venir, de trouver une hypothéque 
résidentielle 4 Toronto. Si je devais essayer d’obtenir un 
prét des membres du Comité, ou de quelqu’un qui se 
trouve dans cette salle, ce serait peut-étre onéreux pour 
moi de les convaincre de m’accorder une hypotheque. 


La banque ou la compagnie de fiducie réduit 
essentiellement les cots que je devrai payer et ceux des 
autres parties a la transaction, surtout les épargnants. Elle 
réduit les coats de mise en présence des uns et des autres. 
L’intermédiaire fait payer ce service aux deux parties en 
imposant des frais explicites ou en se prenant une marge 
bénéficiaire sur la transaction. 


Le président: Voila ou réside le probléme. La 
rémunération de ce service prend la forme d’une marge 
bénéficiaire, et il s’agit alors de déterminer a quoi 
correspond cette marge. Le probléme tient au fait que 
vous mettez en commun des fonds sur lesquels vous payez 
un trés faible taux d’intérét et d’autres fonds sur lesquels 
vous payez un trés fort taux d’intérét. Puisque les taux 
d’intérét varient d’une minute a l’autre, comment diable 
calculez-vous la marge bénéficiaire? 


M. Hoffman: Vous touchez la au noeud du probleme. 
C’est ce qui explique, comme je vais le démontrer, 
pourquoi les pays qui prélévent des TVA selon la méthode 
des crédits et des factures n’ont pas prélevé de taxes sur la 
valeur ajoutée sur les marges. Comme l’a signalé le 
président, il est impossible de déterminer la valeur ajoutée 
d’une transaction donnée, mais le gouvernement a tourné 
ce probléme en prélevant directement une taxe sur les 
biens et services. Le calcul est fait selon la méthode de la 
soustraction, et les institutions financiéres ne seront pas 
tenues de mesurer la valeur ajoutée de chacune des 
transactions. 


Comme nous le verrons dans quelques minutes, cela 
crée d’autres problémes. Si cette solution €évite aux 
institutions financiéres d’avoir a calculer l’assiette de la 
taxe, il est par contre plus difficile d’accorder un crédit au 
client. 


Poursuivons. Que fait un assureur quand il crée une 
valeur ajoutée? 


M. Friedman: Je vous interromps pour rappeler ce sur 
quoi nous insistons depuis deux jours, a savoir que la taxe 
est une taxe sur la consommation. Ce n’est pas la banque 
qui doit acquitter la taxe, mais bien... 
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The Chairman: Yes it is. It is a tax on the bank. 


Mr. Friedman: No. 


The Chairman: If you follow Lorey’s explanation, you 
take the total spread over the whole year. You received 
$10 in interest; you paid for the borrowed $9; you made a 
dollar spread. We are charging you 10¢ on the dollar 
spread and you pay 10¢ tax. How do you pass it on? You 
cannot pass it on, because there is no way you can 
determine which of the borrowers, which of the lenders, 
or in which portion lenders or borrowers got hosed or 
should pay the tax. All you have is a gross spread, over 
the year or the period of time. 
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Mr. Friedman: But is that any different from taking a 
widget, costing you 90¢, and selling it for $12 You have a 
10¢ difference, which you are taxing. 


The Chairman: If that is the case, it is fine. Then you 
can take all the inputs, subtract it from the tax, and do it 
that way. It is a subtraction method of taxation. 


Mr. Friedman: Which is exactly what this is, but if you 
go back to page 1-1, the multi-stage sales tax is a tax on 
final domestic consumption of goods and services. I am 
not trying to confuse you. 


The Chairman: I know, but there is no way you can 
pass this tax on. You have to treat the bank as a final 
consumer, because there is no way the borrowers from a 
bank, or the lenders to a bank, can in any way attribute 
the tax to the interest they pay or the interest they receive. 


In other words, it is a gross spread tax, and it is a good 
Sales-type tax. There is nothing wrong with that. But it 
cannot be passed on. A commercial lender or borrower 
from the bank can never determine what tax was charged 
on the interest he got. 


Mr. Friedman: Are are suggesting he must do it in 
some random fashion? 


The Chairman: It is one of those taxes that borrowers, 
lenders, or depositors pay, and it is collected by 
governments, and governments give banks an allowance, 
Presumably for their inputs. They may or they may not. It 
does not matter, because it does not really matter whether 
they give them a credit or not. 


It is a form of taxing banks or institutions, but to do 
shat does not accomplish the pass-through of the tax to 
she ultimate person who bears it. The consequence is that 
‘My tax implicit in a borrowing is cascaded, or not 
‘ecoverable anywhere by anybody. 


[Traduction] 


Le président: Au contraire. C’est une taxe sur la 
banque. 


M. Friedman: Non. 


Le président: Si l’on se fie a explication donnée par 
Lorey, il faut rendre la marge globale sur l’ensemble de 
l’année. La banque touche 10$ d’intéréts; elle paie 9$ sur 
les fonds qu’elle emprunte; elle réalise une marge d’un 
dollar. Le gouvernement préléve dix cents de taxe sur ce 
dollar. Comment la banque peut-elle transmettre cette 
taxe? La taxe ne peut étre répercutée sur qui que ce soit 
parce qu’il est impossible de déterminer quels 
emprunteurs ou quels préteurs, pris individuellement ou 
€n groupes, ont obtenu le service et devraient payer la 
taxe. Tout ce qu’a la banque, c’est la marge brute pour 
l’année ou I|’exercice. 


M. Friedman: Quelle différence y a-t-il avec un machin 
qui vous coite 90c. et que vous revendez 1$? La 
différence de 10c. est taxée. 


Le président: Si c’est le cas, c’est parfait. Le coat de 
tous les intrants peut alors étre soustrait de la taxe. La taxe 
est calculée selon la méthode de la soustraction. 


M. Friedman: C’est exactement ce qui se produit avec 
cette taxe, mais si vous vous reportez a la page 1-1, vous 
constaterez que la taxe de vente multi-stades est une taxe 
sur la consommation finale intérieure de biens et de 
services. Je n’essaie pas de semer la confusion. 


Le président: Je sais, mais il est impossible de 
répercuter cette taxe sur qui que ce soit. Il faut que la 
banque soit réputée étre le consommateur final, parce que 
les emprunteurs de la banque ou ses préteurs ne peuvent 
absolument pas attribuer la taxe aux intéréts qu’ils paient 
ou aux intéréts qu’ils regoivent respectivement. 


Autrement dit, c’est une taxe sur la marge brute, et 
c’est une bonne taxe de vente en son genre. Je n’ai rien a 
redire la-dessus. Mais cette taxe ne peut pas étre 
répercutée sur le prochain maillon de la chaine. 
L’entreprise qui préte 4 la banque ou qui emprunte de la 
banque n’est absolument pas en mesure de calculer la taxe 
correspondant au montant d’intéréts touché ou versé. 


M. Friedman: Nous dites-vous qu’ils doivent faire un 
calcul approximatif? 


Le président: C’est une de ces taxes que doivent payer 
aux gouvernements les emprunteurs, les préteurs ou les 
déposants, en échange de quoi les gouvernements peuvent 
leur accorder un crédit au titre de leurs intrants. Ils ne le 
font pas nécessairement. De toute facon, il importe peu 
qu’ils leur accordent un crédit. 


C’est une taxe que les banques et autres institutions 
financiéres doivent payer, mais qu’il leur est impossible 
de répercuter sur le consommateur final. Par conséquent, 
toute taxe ajoutée au coat d’un emprunt a un effet de 
cascade, et personne ne peut en  obtenir le 
remboursement. 
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Mr. Hoffman: I think the chairman’s remarks are in 
the right direction. In my view, they are somewhat strong. 
I would modify them, not that it is impossible to pass the 
tax on. For instance, most economists and I believe the 
corporate tax is passed on as a form of a sales tax. 
Ultimately, consumers bear taxes. 


The Chairman: All taxes are passed on, but you cannot 
allocate to whom the tax was passed on. You can say that 
lenders to banks, depositors or borrowers pay the tax, 
because obviously banks will increase their margins to 
cover the tax. They have to make a profit, so they are 
going to increase their markets to cover the tax, and so 
governments will collect a tax. How the hell you can 
allocate that tax to anybody is hard to say. 


You cannot even be sure that it is passed on. In other 
words, it may be passed on to the shareholders of the 
bank. 


Mr. Hoffman: It might be. 


The Chairman: It could be eaten by the shareholders of 
the bank. 


Mr. Hoffman: I think that is most unlikely, if you 
think of Canada as being a price-take on the world capital 
market. Most people would think the tax is passed on to 
the consumers. 


Mr. Dorin: You are correct, but those are in macro- 
economic terms, and even depending on the financial 
situation of the day, I think you would have to agree that 
ultimately the tax is going to be paid by some 
combination of the shareholders, the depositors, and the 
borrowers. But there is no other way to put it down on 
the face of the invoice. 


Let us assume, for a moment, it is 100% paid by the 
borrowers. There is no way to put it down on the face of 
the invoice or their loan document: that says your interest 
bill for 1988 is $100,000 plus 5% tax, so it is $105,000, 
thank you very much. Therefore the business that has 
viewed interest as an input could then deduct the tax. I 
think that is what the chairman is getting at. Sure, 
somebody pays it ultimately, but there is no way to trace 
it through, and ultimately that 5% or 8% tax goes into the 
cost of production of the manufacturing company that 
uses it as cost of capital. 


° 1650 


Mr. Hoffman: I do not disagree with that. 


The Chairman: We came to the same type of suggestion 
when we produced an alternate minimum margin tax, 
when we did our first-stage report. Essentially, that was a 
tax based on 15 points on the domestic spread, as far as 
banks and trust companies were concerned. Essentially, 
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M. Hoffman: L’interprétation du président n’est pas 
tout a fait fausse, mais, 4 mon avis, elle va un peu trop 
loin. Pour ma part, je ne dirais pas qu’il est impossible de 
répercuter la taxe sur le prochain maillon de la chaine. 
Par exemple, je crois, comme la plupart des €conomistes, 
que V’impét des sociétés est répercuté sous forme de taxe 
de vente. En derniére analyse, ce sont les consommateurs 
qui paient les taxes. 


Le président: Toutes les taxes sont transmises le long de 
la chaine, mais il est impossible de faire la répartition 
proportionnelle de cette taxe. Vous pouvez dire que les 
préteurs, les déposants ou les emprunteurs des banques 
paient la taxe parce que les banques vont manifestement 
augmenter leur marge bénéficiaire pour couvrir la taxe. 
Comme elles doivent réaliser des profits, elles vont 
augmenter d’autant leur marge, et les gouvernements 
toucheront la taxe. Mais je vois mal comment vous 
pouvez faire la répartition proportionnelle de cette taxe. 


Vous ne pouvez méme pas étre certain qu’elle a 
effectivement été transmise. Autrement dit, elle peut trés 
bien étre transmise aux actionnaires de la banque. 


M. Hoffman: C’est possible. 


Le président: Les actionnaires de la banque pourraient 
étre obligés de l’acquitter. 


M. Hoffman: A mon avis, c’est peu probable, puisque 
le Canada doit accepter le prix qui s’établit sur le marché 
mondial des capitaux. La plupart des gens croient que la 
taxe est répercutée sur les consommateurs. 


M. Dorin: Vous avez raison, mais vous parlez en 
termes macro-économiques, et vous devez admettre que, 
selon la conjoncture financiére, les actionnaires, les 
déposants et les emprunteurs se partageront le fardeau de 
cette taxe. Mais cette répartition proportionnelle ne peut 
étre inscrite sur la facture. 


Supposons que les emprunteurs paient la totalité de la 
taxe. Il est absolument impossible d’écrire sur leur facture 
ou sur leur contrat d’emprunt que la facture des intéréts 
pour 1988 s’éléve 4 105,000$, soit 100,000$ plus 5 p. 100, | 
et merci. L’entreprise qui aurait considéré les intéréts 
comme un cout d’intrant pourrait alors déduire la taxe. 
Voila, je crois, ce que cherche 4 faire valoir le président. | 
Il est clair que quelqu’un doit payer la taxe au bout du 
compte, mais il est absolument impossible de la 
transmettre d’un maillon a l’autre de la chaine, de sorte. 
que la taxe de 5 ou de 8 p. 100 est ajoutée au cout de 
production du fabricant, qui la considére comme un cout | 
en capital. | 


: 
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M. Hoffman: Je ne conteste pas cela. 


Le président: Nous avons fait le méme raisonnement | 
quand nous avons proposé, dans notre rapport sur la 
premiére étape de la réforme, l’instauration d’un impot 
minimum de remplacement sur les marges beneficial 
Nous avons proposé, essentiellement, un impot de 15, 
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then, it was the same type of tax you are talking about. It 
is a margin tax. In other words, you take the gross amount 
of domestic interest received against interest paid on 
domestic deposits, substract one from the other, and there 
you have your spread. Since we were dealing with income 
tax, we said that this was the alternate tax against paying 
corporate tax of 28%, based on your financial statement 
income. You could have it without its being an alternate 
tax. You just have it as an extra tax. There is no problem 
with that one. 


Mr. Hoffman: The 15% figure is ad hoc. You do this in 
the substractive method, and you cannot identify the 
value added on any particular transaction. Nor can you 
identify who is consuming the service in whole, the 
depositor or the borrower. This necessitates some level of 
ad hockery. You are quite right: these taxes are related. 
This one is somewhat more sophisticated, recognizing 
there is an attempt here to integrate this tax in the whole 
of the value-added tax scheme. 


Mr. Friedman: That is what I was saying. It is the same 
kind of a tax. You have said that you cannot use the credit- 
invoice method, but what you are using is the GST 
method. 


The Chairman: But you cannot pass the tax on to the 
next level of consumption. 


Mr. Friedman: Not specifically. 


Mr. Hoffman: You will pass the tax on, but you never 
know what the exact tax content is. Ultimately, it may 
prove to be somewhat difficult for financial institutions to 
correct their pricing so as to accurately recover the tax 
owing. I will not dispute that, and in submissions I think 
some people will bring this to your attention. © 


Let me just turn to insurance services for a moment, 
because they are somewhat different. An insurer provides 
value-added by economizing on the costs of pooling risks, 
at least in a very simple term-insurance product. I want to 
‘Insure my home. Given the law of large numbers, I need 
to put a large number of people together into a pool to 
pay in premiums. Claims will be paid out. It is expensive 
for me to find people willing to jump into this financial 
pool with me. What the insurer does is stand as an 
intermediary willing to negotiate with people willing to 
pay premiums and pay out the claims. Hence, he earns a 
margin for provision of that service. 


Mr. Warner: It is the margin you are going to be taxing 
in that case. 


Mr. Hoffman: Right, and not the whole of the 
‘Premium. When I pay a premium to an insurance 
‘company, that company will then turn around and pay 
Out claims to other people in the insurance pool. 


. 
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points de base sur la marge bénéficiaire réalisée par les 
banques et les compagnies de fiducie sur leurs opérations 
canadiennes. C’était donc le méme genre de taxe sur les 
marges bénéficiaires. Autrement dit, la marge correspond 
a la différence entre le montant brut des intéréts payés par 
les emprunteurs canadiens et les intéréts versés sur les 
dépots canadiens. Comme nous parlions alors d’impét sur 
le revenu, nous avons dit que les sociétés devaient payer 
soit cet impét de remplacement, soit Vimpot des sociétés 
au taux de 28 p. 100, sur les revenus déclarés dans les états 
financiers. De la méme facon, au lieu de prélever une 
taxe de remplacement, on pourrait prélever une taxe 
additionnelle. Cela ne poserait aucun probleme. 


M. Hoffman: Le chiffre de 15 p. 100 est utilisé 4 titre 
d’exemple. La méthode de la soustraction ne permet pas 
de déterminer la valeur ajoutée sur une transaction 
donnée. Elle ne permet pas non plus de déterminer si 
cest le déposant ou 1l’emprunteur qui consomme le 
service tout entier. Il faut donc recourir 4 1’A peu prés. 
Vous avez tout 4 fait raison: ces taxes sont apparentées. 
Celle-ci est légérement plus raffinée, puisque l’on a 
cherché a intégrer cette taxe a la structure globale de la 
taxe sur la valeur ajoutée. 


M. Friedman: C’est bien ce que je disais. C’est le méme 
genre de taxe. Vous avez dit qu’il est impossible d’utiliser 
la méthode des crédits et des factures, mais vous utilisez 
en fait une taxe sur les biens et services. 


Le président: Mais cette taxe ne peut pas étre 
répercutée sur le prochain maillon de la chaine de 
consommation. 


M. Friedman: Pas directement. 


M. Hoffman: Cette taxe sera transmise, mais il est 
impossible de savoir quelle fraction du prix correspond a 
la taxe. Les institutions financiéres auront sans doute du 
mal 4 ajuster leurs prix pour recouvrer le plein montant 
de la taxe. Je ne conteste pas cela, et je suis certain que les 
témoins que vous entendrez vous le signaleront. 


J’aimerais parler briévement des services d’assurance, 
ou l’analyse est légérement différente. Un assureur ajoute 
de la valeur en €conomisant sur le cotit de la mise en 
commun des risques, du moins pour ce qui est du produit 
le plus simple, l’assurance temporaire. Par exemple, je 
veux faire assurer ma maison. Etant donné la loi des 
grands nombres, je dois mettre en commun les primes 
payées par un grand nombre de personnes. Il y aura 
décaissement pour les sinistres. Ce serait trop onéreux 
pour moi de réunir des personnes prétes 4 partager avec 
moi ce fardeau financier. L’assureur, lui, assume le réle 
d’intermédiaire prét 4 négocier avec ceux qui acceptent de 
verser des primes et de régler les sinistres. Il réalise donc 
une marge bénéficiaire sur la prestation de ce service. 


M. Warner: Et c’est cette marge bénéficiaire que vous 
allez taxer dans ce cas-la. 


M. Hoffman: Oui, et non pas la totalité de la prime. 
Quand je verse une prime 4 une compagnie d’assurance, 
elle régle les sinistres des autres réclamants. 
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Mr. Warner: So what are you going to tax? Are you 
going to tax premiums, less claims, less expenses of doing 
business? 


Mr. Hoffman: Yes, exactly. 
Mr. Warner: Not expenses. 
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Mr. Hoffman: Premiums less claims, minus expenses, 
as with any other business, and as we shall see, you will 
also have to include an investment margin. 


Mr. Warner: So it ends up. . . is it mainly a profit-type 
thing? 


Mr. Dorin: Profit plus wages. 


Mr. Hoffman: Economic profits plus wages. That is 
correct. Just as it is for everybody else. 


We might turn to the next page now, tax treatment in 
other countries. As I said at the outset, financial services 
are generally exempt in other countries, and as the 
preceding discussion has indicated, the crucial reason for 
this circumstance is that it is impossible to tax value 
added on any specific transaction. 


_ That notwithstanding, it is interesting to note that the 
United Kingdom does tax brokerage fees, in contradiction 
of the sixth directive of the EEC. Specifically, they tax 
brokerage fees for domestic consumption, so fees charged 
on sales of securities to non-residents are zero rated. 


Israel has experimented with something called the 
addition method. Perhaps you have encountered value- 
added tax theory, a concept that says the subtraction 
method is also equivalent to a tax on wages and salaries 
and economic profits. What Israel has done is to try to 
levy a tax on banks by levying the tax on wages and 
salaries and, I think, the net book income of the financial 
institution. 


Mr. Dorin: I would like to go back to the bank for a 
minute, because what happens in the situation of, let us 
say, the Bank of Japan—I do not know if there is such a 
thing—that does business in Canada and lends only. They 
have no depositors. What is their margin? 


Mr. Hoffman: They are not taxable. Do you mean if 
they are operating from Japan or operating in Canada? 


Mr. Dorin: Operating in Canada. 


Mr. Hoffman: A Japanese subsidiary of the Japanese 
bank? 


The Chairman: It has a depositor; it has its head office. 


Mr. Dorin: Well, I guess what I am saying is that if you 
look at the Royal Bank of Canada and exclude external 
operations, you can look at the difference. I mean, 
somewhere in their bookkeeping you have the cost of 
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M. Warner: Qu’allez-vous taxer alors? Allez-vous taxer 
les primes, déduction faite des sinistres et des frais 
d’entreprise? 


M. Hoffman: Oui, exactement. 
M. Warner: Moins les frais. 


M. Hoffman: Les primes, moins les sinistres, moins les 
dépenses, comme dans n’importe quelle entreprise et, 
comme nous le verrons, il faut aussi inclure une marge 
sur les placements. 


M. Warner: En fin de compte, est-ce surtout un profit? 


M. Dorin: Les profits, plus la remunération. 


M. Hoffman: Les profits économiques, plus la 
rémunération. C’est exact. C’est la méme régle pour tous. 


Nous pouvons maintenant passer a la page suivante, 
c’est-a-dire le traitement fiscal dans les autres pays. 
Comme je l’ai dit au début, les services financiers sont 
généralement exonérés dans les autres pays et, comme 
cela a été établi au cours du débat précédent, la raison 
essentielle de ce fait, c’est qu’il est impossible d’imposer la 
valeur ajoutée 4 n’importe quelle transaction particuliére. 


Il est intéressant de noter, pourtant, que le Royaume- 
Uni impose effectivement les droits de courtage, 4 
Vencontre de la sixiéme directive de la CEE. L’imposition 
porte expressément sur les droits de courtage pour 
consommation intérieure, de sorte que les droits appliqués 
a la vente de valeurs 4 des non-résidents sont considérés 
comme nuls. 


Israél a fait l’expérience de ce qu’on appelle la 
méthode de l’addition. Vous étes peut-étre au courant de 
la théorie de la taxation sur la valeur ajoutée, notion selon 
laquelle la méthode de la soustraction équivaut 4 un 
impOot sur la remunération et sur les profits économiques. 
Israél a entrepris de percevoir un impot sur les banques 
en appliquant cet impdt a la remunération et, me semble-t- 
il, aux revenus comptables nets de |’institution financiére. 


M. Dorin: J’aimerais revenir 4 la banque un instant, et 
plus précisément 4 la situation, par exemple, de la Banque 


du Japon—je ne sais pas s’il existe une telle institution— — 


x 


faisant affaire au Canada 4 titre de préteur seulement. 
Cette banque n’a pas de déposants. Quelle est sa marge? 


M. Hoffman: Elle n’est pas imposable. Mais est-elle 
administrée au Japon ou au Canada? 


M. Dorin: Au Canada. 


M. Hoffman: C’est une filiale japonaise de la banque 
japonaise? 


Le président: Elle posséde un déposant; il y a bien son 
siége social. 


M. Dorin: La ot je veux en venir, c’est que, si nous 
examinons la Banque royale du Canada et que nous | 
excluons ses opérations externes, nous pouvons voir 
quelle est la différence. En somme, dans sa comptabilité, 
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funds and you have the revenue, what they got for those 
funds, the difference between the interest paid and the 
interest earned. That is determinable. 


However, what about for the lender, for the financial 
institution? It is easier to explain in terms of banks, but it 
would apply equally to anybody else, including insurance 
companies and others who operate in this country—those 
who might do business on one side only, I guess is the 
way I am putting it. 


Mr. Hoffman: Yes. The rules are designed to cover 
those situations. What you have just described is a classic 
Schedule B bank, or financing companies that might have 
equity capital, no deposits, and yet lend money. How do 
you form a margin if you do not have depositors, if you 
do not have interest expense? There are rules designed 
here that will impute or create an amount to measure the 
Opportunity cost of the capital funds on the other side of 
the balance sheet. This is a pretty sophisticated... you 
have gone right to the most difficult part of the piece 
here, so maybe I can hold off for a while. 


Mr. Friedman: That is the top building block, so to 
speak. 


Mr. Dorin: I will wait. 


Mr. Hoffman: Just before I leave the addition method, 
a number of people have asked me before: Would not the 
addition method be simpler? You simply add up the value 
of, say, salaries and net book income. 


However, there are some problems there. First of all, 
the addition method is inherently origin based, and since 
Canada is trying to adopt a destination-based tax... Take 
the situation of a Canadian chartered bank that, say, 
exports 50% of its financial services. Presumably that 
means 50% of its salaries are paid to people engaged in 
the export of services. If you levy a tax on the gross 
amount of wages and salaries, you have taxed far too 
much. So that would necessitate complex rules for 
apportioning financial institutions’ international and 
domestic business, and then using those to reduce the tax 
base. As you will see, you are going to end up with the 
same complications that this method poses. 
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_ There are two other problems with the addition 
nethod. It is not purely a taxon consumption. If you levy 
he tax on, say, the value of wages and salaries paid by a 
yank to its employees, that does not proxy the value of 
onsumption of those bank employees; after all, if I am a 
‘ank employee, for every dollar I make as a salary, I save 
vart of that dollar. Some of those wages constitute savings 
‘nd not just consumption. 


[Traduction] 


il y a le cout des fonds et les recettes, ce qui a été obtenu a 
partir de ces fonds, la différence entre l’intérét payé et 
lintérét gagné. Cela peut se déterminer. 


Mais qu’en est-il du préteur, de l’institution financiére? 
C’est plus facile 4 expliquer dans le cas des banques, mais 
cela s’appliquerait également a n’importe qui d’autre, y 
compris les compagnies d’assurances et d’autres 
€établissements qui exercent leur activité au Canada. Il 
s’agit, pourrait-on dire, de ceux qui exercent leur activité 
d’une maniére unilatérale. 


M. Hoffman: Oui. Les régles visent a s’appliquer a ces 
situations. Ce que vous venez de décrire, c’est le cas 
classique d’une banque relevant de 1l’Annexe B, 
c’est-a-dire les établissements financiers qui peuvent 
posséder un avoir propre, qui ne regoivent pas de dépéts 
et qui, pourtant, prétent de l’argent. Comment peut-on 
réaliser une marge si l’on n’a pas de déposants, si l’on n’a 
pas de dépenses en intéréts? Nous avons ici des régles qui 
attribuent ou créent un montant pour mesurer le manque 
a gagner des fonds d’immobilisations dans Vautre partie 
du bilan. C’est plutét complexe. Vous étes tombé sur la 
partie la plus difficile du document. Peut-étre pourrions- 
nous remettre cette question a plus tard? 


M. Friedman: C’est le sommet de Védifice, en somme. 


M. Dorin: J’attendrai. 


M. Hoffman: Avant d’en finir avec la méthode de 
addition, j’aimerais dire que des gens m/’ont déja 
demandé si la méthode de l’addition ne serait pas plus 
simple. Il suffirait alors d’ajouter, par exemple, la 
rémunération et le revenu comptable net. 


Mais cette solution présente des problémes. Tout 
d’abord, la méthode de l’addition est fondée 
essentiellement sur l’origine. Or, le Canada s’efforce 
d’adopter un impét fondé sur la destination. Prenons le 
cas d’une banque 4a charte canadienne qui, mettons, 
exporte 50 p. 100 de ses services financiers. On peut 
supposer, par conséquent, qu’elle verse 50 p. 100 de sa 
rémunération 4 des personnes qui _travaillent 4 
exportation des services. Si l’on percoit un impot sur la 
valeur brute de la rémunération, limposition est 
excessive. Il faudrait donc des régles complexes pour 
répartir l’activité internationale et l’activité nationale des 
institutions financiéres, puis utiliser ces régles pour 
réduire l’assiette fiscale. Comme vous le verrez, ce serait 
aboutir aux mémes complications que l’autre méthode. 


La méthode de l’addition crée deux autres problémes. 
Ce n’est pas uniquement un impét sur la consommation. 
Si Von pergoit l’impét, par exemple, sur la valeur de la 
rémunération versée par une banque 4 ses employés, cela 
n’équivaut pas a la valeur de la consommation de ces 
employés; aprés tout, si je suis un employé d’une banque, 
j’€pargne une partie de chaque dollar que je gagne. Une 
partie de cette rémunération constitue de l’épargne, et 
non pas uniquement de la consommation. 
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[Text] 


A third problem is more a political one, I think. You 
are more qualified than I am to talk about it, but you 
might think about this. There might be a peception that 
you have levied the tax on bank employees and not on 
consumers of banking services. I will leave that one with 
you. 


Property and casualty insurance is taxable in New 
Zealand. You can investigate this more closely, I am sure, 
in the next weeks. In New Zealand a credit is given for 
the tax paid on a premium for property and casualty 
insurance, but the claim received by a claimant is 
included as a taxable sale. This is almost the same 
treatment we are going to get to for Canada, but it is my 
belief that there is a fundamental flaw in the New Zealand 
treatment. If it were adopted in Canada, as I will try to 
demonstrate, you will be perpetually writing cheques to 
insurance companies. I honestly do not have an 
explanation for why New Zealand has gone this way. 


The Chairman: It is a nice, quiet, little island, is it not? 


Mr. Hoffman: They may have a bankrupt island if 
insurance companies operate there as they do in Canada. 
This means that you are only taxed from the underwriting 
account and not from the investment account of a 
property and casualty insurer; typically, underwriting 
accounts run at a loss. 


Mr. Warner: If a person has, say, a loss with an 
appraised value of $200, the insurance company issues a 
cheque for $200, less the tax, and remits the tax. Is the 
insured penalized because of this tax? 


Mr. Hoffman: The insurance company calculates his 
tax as essentially premiums, minus claims, minus other 
inputs. 


Mr. Dorin: What about the insurance consumer? 


Mr. Hoffman: The insurance consumer would take a 
credit for tax paid on the premium. 


Mr. Dorin: As a business expense? 
Mr. Hoffman: Right, as a business expense. 


Mr. Dorin: But not a residential consumer. 


Mr. Hoffman: No. 


Mr. Friedman: It gets a little bit more complicated, 
because a residential consumer, in order to replace a $100 
damage claim, which might cost $110 with the tax, will 
get $10 more to pay for the claim. 


Mr. Warner: The claim will be $110, but does this 
trigger a tax? There is no tax. 
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[Translation] 

Il y a un troisiéme probléme, qui est plutdt politique, a 
mon sens. Vous étes mieux qualifiés que moi pour en 
parler, mais vous voudrez sans doute y réfléchir. On 
pourra croire que vous avez pergu un impot sur les 
employés des banques, et non sur les consommateurs des 
services bancaires. Je soumets cette question a votre 
réflexion. 


L’assurance sur les biens et risques divers est imposable 
en Nouvelle-Zélande. Vous pourrez examiner cette 
situation plus a fond, j’en suis str, au cours des 
prochaines semaines. En Nouvelle-Zélande, on applique 
un crédit 4 ’impét payé sur une prime d’assurance des 
biens et risques divers, mais l’indemnité reque par un 
réclamant est considérée comme une vente taxable. C’est 
assez semblable 4 ce que nous aurons au Canada, mais, a 
mon sens, il existe une faiblesse fondamentale dans le 
systéme néo-zélandais. Si celui-ci était adopté au Canada, 
comme j’avais essayé de le montrer, nous serions 
constamment en train de faire des chéques au nom des 
compagnies d’assurances. Je ne comprends vraiment pas 
pourquoi la Nouvelle-Zélande a décidé de procéder de 
cette maniere. 


Le président: C’est une belle petite ile tranquille, n’est- 
ce pas? 


M. Hoffman: Ce sera peut-étre une ile en faillite si les 
compagnies d’assurances fonctionnent la-bas comme elles 
le font au Canada. En somme, Jl imposition porte 
uniquement sur le compte de l’assurance, et non sur le 
compte des placements d’un assureur de biens et risques 
divers; habituellement, les comptes d’assurances sont 
négatifs. 


M. Warner: Si quelqu’un subit une perte évaluée a 
200$, par exemple, la compagnie d’assurances produit un 
chéque de 200$, moins l’impét, et remet l’impdt. L’assuré 
est-il pénalisé 4 cause de cet impdt? 


M. Hoffman: La compagnie d’assurances considére que 
Vimpét de l’assuré est constitué essentiellement par les 
primes, moins les indemnités, moins les autres intrants. 


M. Dorin: 
V’assurance? 


Qu’en est-il du consommateur de 


M. Hoffman: Il recevrait un crédit sur l’impdt appliqué 
a la prime. 


M. Dorin: Au titre des frais d’exploitation? 
'M. Hoffman: Oui, au titre des frais d’exploitation. 


M. Dorin: Mais 
consommateur privé. 


M. Hoffman: Non. 


M. Friedman: Cela se complique un peu, car un 
consommateur privé, pour remplacer une indemnité de’ 
100$, qui pourrait cotter 110$, impdt compris, obtient’ 
10$ de plus pour le paiement de la créance. 


ce ne serait pas le cas d’un. 


M. Warner: La créance est de 110$, mais cela crée-t-il 
un impot? Il n’y a pas d’impot. 
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Mr. Friedman: No, because he would then take the 
$110 and would purchase goods for $110 and the 
government would get $10 back on the goods. 


Mr. Hoffman: So it is a wash. 


Mr. Friedman: It is a wash. It would not be a wash if, 
very simply, an insurance company with premiums of 
$200 a year and claims of $220 a year ends up getting 
money back from the government, notwithstanding they 
may have investment income on the side. 


Mr. Dorin: For the insurance company, it would not 
matter to them whether it was a consumer, 1.€., a 
residential auto or a house, or a business. However, there 
has to be a loss somewhere because if you look in the 
aggregate, the investment account makes money and the 
premium account or whatever you call it loses. The 
underwriting account is in a loss position, but in the 
aggregate that is not totally true because the credit being 
given is only being given to business inputs to the 
insurance buyers who are using insurance as an input cost 
in their business. There was a net difference there that is 
going to wash out some place for that element of the 
insurance that is bought in the consumer market. 


The Chairman: Some insurance is bought by ultimate 
consumers. He is saying that when it is bought by 
ultimate consumers, then there is. . . 
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Mr. Hoffman: He pays taxes. 


The Chairman: Well, why would you not just have the 
tax on the premium? Why would you have anything to do 
with the— 


Mr. Dorin: Have you been getting letters lately, sir? 


Mr. Friedman: By the way, Quebec has a provincial 
sales tax on premium, but it is just right off the top. 


The Chairman: That is right, and if you make that tax 
credible, then those who are in business who buy 
insurance deduct the tax they paid on their insurance 
policy. 

Mr. Friedman: What do you do with pay-outs? Let us 
Say as an example I pay a $1,000 premium. There is a 9% 
sales tax in Quebec of $90, and I take a credit for $90, and 
the insurance company breaks even on me and gives me 


back my $1,000—the company is ahead by $90. 


The Chairman: No, they are not. The company charged 


7ou $90 tax. They had to remit that tax to the 
jovernment, less their taxable inputs. What is the 
lifference? 


; 


Mr. Friedman: What if they break even or gain on it? 


_ The Chairman: What does that have to do with it? 


[Traduction] 


M. Friedman: Non, car _ il prendrait les 110$ et 
achéterait pour 110$ de marchandises, et le gouvernement 
récupérerait 10$ sur les marchandises. 


M. Hoffman: L’un neutralise l’autre? 


M. Friedman: Oui, mais ce serait différent Si, 
prendre un exemple trés simple, une compagnie 
d’assurances recevant 200$ de primes et versant 220$ 
d’indemnités par année recoit a la fin de l’argent du 
gouvernement, bien qu’elle puisse, par ailleurs, obtenir 
un revenu de ses placements. 


pour 


M. Dorin: Pour la compagnie d’assurances, peu 
importe que l’assurance s’applique a une voiture de 
plaisance, 4 une maison ou a une entreprise. Il faut 
pourtant une perte quelque part, car, si l’on examine les 
comptes globalement, le compte des investissements fait 
des gains et le compte des indemnités subit des pertes. Le 
compte de l’assurance subit une perte, mais, globalement, 
ce n’est pas tout a fait exact, puisque le crédit n’est 
accordé qu’aux intrants d’affaires dans le cas des acheteurs 
d’assurances pour qui l’assurance compte parmi les frais 
d’exploitation. Il existe ici une différence nette qui va 
s’établir quelque part dans le cas de cet élément de 
assurance qui est achetée sur le marché de la 
consommation. 


Le président: Il y a de |l’assurance qui est achetée par 
les derniers consommateurs. Dans ce cas. . . 


M. Hoffman: Ceux-ci paient la taxe. 


Le président: Dans ce cas, pourquoi ne pas tout 
simplement appliquer la taxe a la prime? 


M. Dorin: Avez-vous regu des lettres ces derniers 
temps, monsieur? 


M. Friedman: Justement, le Québec impose une taxe 
de vente provinciale sur les primes, mais c’est seulement 
au sommet de 1’échelle. 


Le président: C’est exact. Les gens d’affaires qui 
achétent de l’assurance peuvent déduire la taxe qu’ils ont 
payée sur leur police d’assurance. 


M. Friedman: Qu’en est-il des remises? Supposons que 
je paie une prime de 1,000$. Au Québec, il y a une taxe 
de vente de 90$; je prends un crédit de 90$, mais la 
compagnie d’assurance ne subit pas de perte dans mon cas 
et me remet mes 1,000$. Dans ce cas, la compagnie a 
gagné 90$. 

Le président: Pas du tout. La compagnie vous a imposé 
une taxe de 90$. Il lui a fallu remettre cette taxe au 
gouvernement, moins ses intrants taxables. Ou est la 
différence? 


M. Friedman: Qu/arrive-t-il si elle ne subit pas de 
perte, ou méme réalise un gain 1a-dessus? 


Le président: Cela ne change rien 4 |’affaire. 
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Mr. Weyman: I think what you are suggesting is, let me 
put it this way, that life insurance companies should not 
be part of a multi-stage sales tax system. They should be 
taken right out of it, as it were exempt, in the language we 
have been talking in over the past two days. They pay tax 
on their inputs, and the federal government should 
instead impose a premium tax outside of the multi-stage 
sales tax. I think that is what the chairman is suggesting. 


Mr. Hoffman: The logic driving that is what I am 
missing. 
Mr. Weyman: It is simplicity, I think. 


The Chairman: The other thing is this: is it a business 
input or not? 


Mr. Hoffman: Are we now talking about property and 
casualty insurance? 


The Chairman: Property and casualty insurance, or life 
insurance for that matter. You might have life insurance 
as a requirement to satisfy your bank, which is a lender to 
you, that if the key man died there would be some money 
to pay off. That would be normally a business expense, 
which you could write off in the business. 


Mr. Hoffman: Generally speaking, life insurance is not 
a business income. 


The Chairman: That is right, although it can be, but 
why worry about it? In the effort to be book-perfect, do 
we not create all sorts of difficult problems? When you 
get into a question of insurance, if you are going to tax, 
why do you not just tax the premiums? 


Mr. Hoffman: As we will try to show, in many areas 
this proposal works very well. Property and casualty 
insurance happens to be one of them. There are 
problems. I would like to get to those, but the solution 
you are proposing right off the bat, namely exemption, is 
not problem-free. 


If you look at what has happened in Europe, the first 
thing that happens is part of the base goes, which in 
Canada is not an unsubstantial amount of the value-added 
base. There are a very great many employees in the 
financial service sector in this country. The tax base you 
would be taking out of there would necessitate not an 
insubstantial increase in rate. 


Secondly, you are going to have some financial 
companies providing financial and non-financial services. 
You are going to have to send Revenue Canada people 
into each and every caisse populaire in northern Quebec, 
or co-op in western Canada, with auditors asking people 
to apportion their inputs. 


All you have done is shift the problems of 
measurement from the sales side to the input side. To say 
that it is simpler and the compliance costs go away is 
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M. Weyman: Ce que vous voulez dire, je pense, c’est 
que les compagnies d’assurance-vie ne devraient pas 
relever d’un systéme de taxe de vente multi-stades. Elles 
devraient en étre retirées, en étre exonérées, selon 
expression que nous utilisons depuis deux jours. Elles 
paient une taxe sur leurs intrants, et le gouvernement 
fédéral devrait 4 la place imposer une taxe sur les primes, 
en dehors du régime de la taxe de vente multi-stades. 
C’est, je pense, ce que suggeére le président. 


M. Hoffman: Cela ne me semble pas logique. 


M. Weyman: C’est une question de simplicité, me 
semble-t-il. 


Le président: Il y a aussi la question suivante: s’agit-il 
ou non de frais d’exploitation? 


M. Hoffman: Parlons-nous ici de l’assurance sur les 
biens et risques divers? 


Le président: Oui, et aussi, d’ailleurs, de l’assurance- 
vie. Votre banque, a titre de préteur, pourrait exiger que 
vous preniez une assurance-vie, pour que, si la personne 
clé venait 4 mourir, il y ait de l’argent 4 rembourser. Ce 
serait normalement des frais d’exploitation que 1l’on 
pourrait déduire. 


M. Hoffman: En général, l’assurance-vie n’est pas un 
revenu d'affaires. 


Le président: C’est exact. Elle peut Jl’étre, mais 
pourquoi nous soucier de cela? En visant la perfection 
comptable, ne créons-nous pas toutes sortes de problemes 
difficiles? En ce qui concerne la taxation de l’assurance, 
pourquoi ne pas imposer tout simplement une taxe sur les 
primes? 


M. Hoffman: Comme nous allons essayer de le 
montrer, dans bien des cas, cette proposition fonctionne 
trés bien. C’est le cas, notamment, de l’assurance sur les 
biens et risques divers. Mais il y a des problémes. 
J’aimerais y revenir, mais la solution que vous proposez 
pour l’instant, c’est-a-dire l’exonération, n’est pas non 
plus sans créer des problémes. 


Si l’on examine ce qui s’est passé en Europe, la 
premiére chose 4 survenir, c’est la disparition d’une partie 
de l’assiette. Au Canada, ce serait une part non 
négligeable de l’assiette de la valeur ajoutée. II existe de 


tres nombreux employés dans le secteur des services 


financiers de notre pays. L’assiette fiscale qui serait ainsi 


retirée entrainerait une augmentation assez importante — 


des taux. 


Deuxiémement, il y a des entreprises financiéres qui | 


fournissent a la fois des services financiers et des services 
non financiers. Il va falloir envoyer des enquéteurs de 
Revenu Canada dans chaque caisse populaire du nord du 
Québec ou dans chaque coopérative de 1’Ouest canadien, 
et les vérificateurs vont demander aux gens de répartif 
leurs dépenses. 


Tout ce qu’on fait, c’est alors de faire passer les 
problémes de mesure de la vente aux dépenses. On ne 
peut absolument pas prétendre que ce soit plus simple et 


t 
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simply not true. Experience in Europe demonstrates that 
the compliance costs have not gone away by exemption. 


The Chairman: Well, Lorey, all you are really pointing 
out to us is that Simpson-Sears sells insurance. We 
obviously have the same employees selling insurance who 
sell boots and shoes. I mean, obviously you might have to 
tax some products a little differently from the standard 
way of taxing. 
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Mr. Weyman: I do not think he is talking about the 
agency aspect, but the actual insurance itself, the 


underwriting aspect of insurance in the insurance 
company. 


Mr. Hoffman: That is what we are talking about. 


If I might turn to page 4-15, as I have pointed out, the 
government’s proposal is only to tax financial services 
with the GST or subtraction method. As we have said, we 
simply cannot do it with a traditional VAT. 


If you will permit me to seem a trifle highbrow for a 
moment, I want to turn in a loose way to the underlying 
theory of the tax once again. As many people have said, 
this tax is equivalent to a tax on wages and economic 
profits. When they talk about value-added tax, economists 
have a convenient fiction that firms earn some normal 
rate of return and that the savers and investors earn this 
normal rate of return. 


It is important to understand that the intention is not 
to levy this tax on what is called the normal rate of return 
to savers. It is only the intention to levy the tax on wages 
and economic profits, profits over and above the normal 
rate of return. To levy the tax on a normal rate of return 
to saving is to influence investment behaviour. The rules 
are designed to take the normal rate of return to savings 
Out of the tax base and hence the tax is neutral in terms of 
investment. 


The Chairman: I do not understand what you are 
talking about. What is a normal rate of return? Do you 
mean that if I make a super rate of return, the tax does 
not influence— 


Mr. Dorin: He does not want to influence the financial 
Markets between varying instruments such as debt or 
>quity. 

Mr. Hoffman: Yes, precisely. Let me illustrate this with 
| simple example. I am a householder and a borrower 
‘omes to me and says he would like to use my funds to 
nsume. How much am I going to charge him for 
Oregoing consumption myself? I have to demand 10% a 
‘ear to forego consuming. That is my rate of return to 
avings. 


[Traduction] 


que les couts d’application disparaissent. L’expérience de 
"Europe montre que les coits d’application ne sont pas 
disparus du fait de l’exonération. 


Le président: Eh bien, Lorey, tout ce que vous nous 
signalez, c’est tout simplement que Simpson-Sears vend de 
l’assurance. Evidemment, ce sont les mémes employés qui 
vendent de l’assurance et qui vendent des chaussures. En 
somme, il est bien évident qu’il va falloir taxer certains 
produits un peu différemment de la maniére la plus 
courante. 


M. Weyman: A mon sens, il ne veut pas parler de 
Vagence, mais de l’assurance elle-méme, du travail de 
l’assurance proprement dite a la compagnie d’assurance. 


M. Hoffman: C’est de cela que nous parlons. 


Si nous passons 4a la page 4-15, comme je V’ai signalé, le 
gouvernement propose seulement de taxer les services 
financiers par la méthode de la soustraction. Nous Vavons 
déja dit: il est tout simplement impossible d’appliquer la 
taxation classique sur la valeur ajoutée. 


Si vous me permettez d’avoir un instant l’air quelque 
peu académique, j’aimerais revenir d’une maniére 
générale a la théorie sous-jacente de la taxation. Comme 
l’ont dit beaucoup de gens, cette taxe €quivaut a une taxe 
sur la rémunération et sur les profits économiques. 
Lorsqu’ils parlent de la taxation sur la valeur ajoutée, les 
économistes entretiennent la fiction commode selon 
laquelle les entreprises obtiennent un rendement normal, 
tout comme les épargnants et les investisseurs. 


Il importe de comprendre qu’on ne veut pas percevoir 
cette taxe sur.ce qu’on appelle le rendement normal de 
Vépargne. On veut seulement recevoir Vimpot sur la 
rémunération et sur les profits économiques, c’est-d-dire 
les profits qui dépassent le rendement normal. Percevoir 
la taxe sur le rendement normal de Vépargne, c’est 
influencer le comportement en matiére d’investissement. 
Les régles visent a retirer de l’assiette fiscale le rendement 
normal de l’épargne; la taxe est donc neutre au point de 
vue de l’investissement. 


Le président: Je ne sais pas de quoi vous parlez. Quel 
est le rendement normal? Voulez-vous dire que si 
jobtiens un rendement extraordinaire, la taxe n’influence 
pas... 


M. Dorin: On ne veut pas influencer les marchés 
financiers entre les divers instruments, entre la dette ou 
l’avoir propre, par exemple. 


M. Hoffman: Oui, précisément. J’aimerais illustrer cela 
par un exemple bien simple. Je suis un particulier, et un 
emprunteur vient me dire qu’il aimerait utiliser mes 
fonds a des fins de consommation. Combien vais-je lui 
demander en retour pour renoncer moi-méme 4 cette 
consommation? Il me faut demander 10 p. 100 par année 
pour renoncer a la consommation. C’est le rendement de 
mes épargnes. 
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The bank steps between the borrower and lender and 
says it can get you those funds, but will have to charge 
you a little spread. It can get them for 10% and will 
charge you an extra percent, in total 11%. The bank earns 
its percent spread. The ultimate lender, the household, 
has earned its 10% and I am paying 11%. It is 10% to the 
ultimate lender, the household, and 1% to the bank. 


The normal return to savings is the 10% because it is 
simply a transfer of funds between the borrower and 
lender and not value added per se. The only value added 
in the example is the one percent earned by the bank, 
which it pays to its employees. The 10% should not enter 
the margin calculation and it does not because we say you 
take 11% minus 10% to get a tax base of 1%. 


Mr. Cassidy: I am beginning to get the message, which 
is that we should go back to the manufacturers sales tax. 


Mr. Friedman: You mean the manufacturers sales tax 
applied at the wholesale level. 


Mr. Cassidy: It is a bit like medieval theology. Is there a 
just rate of return? The normal rate of return may vary by 
region, type of institution, the length of the transaction, 
the type of borrower or the type of lender. I am sure there 
are Other factors as well. 


Mr. Hoffman: Yes, absolutely. Since these rules to 
determine the tax base use the actual float of funds, the 
interest between borrowers and lenders going through 
each and every financial institution, you circumvent the 
problem because you are using the actual measurement 
for the tax base of funds as they flow through the 
intermediary. 


elt Lo 


As you say, the market forces change daily and yearly 
amongst sectors and between different kinds of classes of 
borrowers and lenders. This is quite right, but the 
numbers we use to do the tax calculation employ exactly 
those market-determined prices. 


Mr. Cassidy: This means that if you take a financial 
institution, which, for example, has reserves of 10% of its 
loans, then you impute a rate of return to the equity that 
is equivalent to what it is paying for the money it 
borrowed to lend back out. Is this right? 


Mr. Hoffman: You are getting a little ahead of me here. 
If it were simply true that this bank in our example only 
took deposits, then you simply use the deposit rates, since 
all the interest paid over the course of the year would 
reflect the varying deposit rates, and you would get the 
right answer. 
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[Translation] 

La banque intervient entre l’emprunteur et le préteur, 
elle peut vous obtenir ces fonds, mais elle devra exiger de 
vous un intérét un peu plus élevé. Elle peut les obtenir a 
10 p. 100 et vous demander un point de pourcentage 
additionnel, soit au total 11 p. 100. La banque gagne son 
point de pourcentage. Le dernier préteur, le particulier, a 
gagné ses 10 p. 100, et je paie 11 p. 100. C’est 10 p. 100 
pour le dernier préteur, le particulier, et 1 p. 100 pour la 
banque. 


Le rendement normal de l’épargne est constitué par les 
10 p. 100, car c’est tout simplement un transfert de fonds 
entre l’'emprunteur et le préteur, et non pas une valeur 
ajoutée en soi. La seule valeur ajoutée de l’exemple est 
constituée par le point de pourcentage gagné par la 
banque, et cette partie est versée en salaires aux employés 
de la banque. Les 10 p. 100 ne doivent pas intervenir dans 
le calcul de la marge: c’est qu’on prend 11 p. 100, moins 
10 p. 100, pour obtenir une assiette fiscale de 1 p. 100. 


M. Cassidy: Je commence 4 comprendre ce qu’on 
semble nous dire, c’est-A-dire que nous devrions retourner 
a la taxe de vente a la fabrication. 


M. Friedman: Vous voulez dire la taxe de vente a la 
fabrication appliquée au niveau de la vente en gros. 


M. Cassidy: C’est un peu comme la_ théologie 
médiévale. Existe-t-il un rendement équitable? Le 
rendement normal peut varier selon les régions, selon les 
établissements, selon la durée de la transaction, selon le 
type d’emprunteur ou le type de préteur. Et je suis str 
qu’il y a aussi d’autres facteurs. 


M. Hoffman: Oui, absolument. Puisque ces régles 


servant a déterminer l’assiette fiscale utilisent la 
circulation effective des fonds, Jlintérét entre les 
emprunteurs et les préteurs au sein de chaque 


établissement financier, on évite le probleme, puisqu’on 
utilise pour l’assiette fiscale la mesure effective des fonds 
qui passent par l’intermédiaire. 


Vous avez raison: les forces du marché évoluent tous 
les jours et tous les ans entre les secteurs et entre 
différents types ou différentes catégories d’emprunteurs et 
de préteurs. C’est tout a fait vrai, mais les chiffres que 
nous utilisons pour faire le calcul de la taxe emploient 
exactement ces prix déterminés par le marché. 


M. Cassidy: Cela veut dire que si vous prenez une 
institution financiére qui, par exemple, posséde des 
réserves pour 10 p. 100 de ses préts, vous attribuez alors 
un rendement de l’avoir propre qui équivaut a ce que) 
l’établissement paie pour emprunter l’argent qu’il préte a) 
son tour. Est-ce exact? | 


M. Hoffman: Vous me devancez quelque peu ici. S’il! 
était vrai dans notre exemple que la banque prend tout) 
simplement les dépdts, alors on utiliserait tout 
simplement les tarifs des dépdts, puisque tout Vintéret | 
payé au cours de l’année traduirait la diversité des taux 
appliqués aux dépdts, et on obtiendrait alors la bonne 
réponse. 
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[Texte] 


The story gets a little complicated once you introduce 
your example where you have equity funds. 


Mr. Cassidy: Is this not what we are talking about? If 
you have to calculate a normal rate of return— 


Mr. Hoffman: You have to do an imputation. That may 
lead to problems. 


Mr. Cassidy: In order not to just simply apply a rate 
willy-nilly, you have to impute on the basis of what the 
institution is paying in the market. 


Mr. Hoffman: Absolutely. We will turn to that shortly, 
but you are quite right. 


You might turn to page 4-16. What do we really mean 
by financial services? For the example in our discussion, 
it means borrowing and lending money, deposit taking, 
issuing, purchasing and transferring financial instruments, 
underwriting services, and insurance. 


The white paper has outlined specifically upon whom 
these rules would be fixed, and the list includes Schedule 
A and B banks, trust companies, credit unions and caisse- 
populaires, investment dealers, life insurance companies, 
property and casualty companies. 


The Chairman: Strangely not finance companies. 


Mr. Hoffman: No. Financial and acceptance companies 
are included in there. 


The Chairman: Where? 


Mr. Hoffman: In the white paper. The white paper 
indicates that acceptance companies will be. 


The Chairman: They will be in here too? 


Mr. Hoffman: Yes. For example, GMAC Acceptance is 
providing loans to people who purchased General Motors 
cars in the same fashion that a bank is providing a loan to 
a householder. 


The white paper indicates that in order to be treated as 
a financial institution, your principal business must be 
financial services. If generally 50% or more of my 
dusiness is of financial services as defined, I will be caught 
ander these additional rules. 


The white paper has also indicated that certain people 
vill not be caught, namely holding companies, venture 
‘apitalists, and deferred income plans, such as RPPs and 
XRSPs. You might ask yourself whether in certain 
‘ircumstances some of the latter will be engaged in 
‘Toviding financial services in the same fashion as 
‘verybody else, and the answer is yes. The white paper is 
lent on why they are exempt from the rules. I would 
4aggest to you that it may have something to do with 
eral factors. First of all, you probably will not get a lot 


| 
| 


[Traduction] 


Les choses se compliquent un peu si, dans votre 
exemple, vous ajoutez l’avoir propre. 


M. Cassidy: N’est-ce pas de cela que nous parlons? S’il 
vous faut calculer le rendement normal. . . 


M. Hoffman: Il faut faire une attribution. Cela pourrait 
créer des problémes. 


M. Cassidy: Si l’on ne veut pas imposer un taux 
arbitraire, il faut faire l’attribution en se fondant sur ce 
que l’établissement paie sur le marché. 


M. Hoffman: Absolument. Nous y reviendrons, mais 
vous avez tout a fait raison. 


Nous pouvons peut-étre passer a la page 4-16. 
Qu’entendons-nous au juste par les services financiers? 
Pour l’exemple qui nous a servi dans notre discussion, 
cela veut dire les emprunts et les préts d’argent, la 
réception de dépéts d’argent, l’émission, l’achat ou la 
cession de valeurs, la prise ferme de valeurs et les services 
d’assurance. 


On décrit expressément dans le Livre blanc ceux a qui 
ces régles s’appliqueraient, et la liste comprend les 
banques des annexes A et B, les sociétés de fiducie, les 
caisses de crédit et les caisses populaires, les négociants et 
courtiers en valeurs mobiliéres, les assureurs-vie, les 
assureurs généraux (biens et risques divers). 


Le président: Mais non les sociétés de prét. C’est 
étrange. 


M. Hoffman: Pardon, on y trouve les sociétés de prét et 
de financement. 


Le président: A quel endroit? 


M. Hoffman: Dans le Livre blanc. Il est dit dans le 
Livre blanc que les sociétés de financement seront 
comprises la-dedans. 


Le président: Elles s’y trouveront aussi? 


M. Hoffman: Oui. Par exemple, GMAC Acceptance 
fournit des préts aux gens qui ont acheté des voitures 
General Motors de la méme maniére qu’une banque 
fournit un prét a un particulier. 


On peut lire dans le Livre blanc que, pour étre traitée 
comme un établissement financier, une entreprise doit 
avoir comme activité principale les services financiers. Si, 
en général, 50 p. 100 ou plus de I’activité d’une entreprise 
représente des services financiers selon la définition qui 
est donnée de cette expression, ces régles additionnelles s’y 
appliquent. 


On peut aussi lire dans le Livre blanc que certains 
établissements échappent a ces régles, en particulier les 
sociétés de portefeuille, les entreprises de capital de risque 
et les régimes de revenu différé, tels que les régimes de 
pension de retraite et les régimes enregistrés d’épargne- 
retraite. On peut se demander si, dans certains cas, 
certains de ces derniers fournissent des services financiers 
de la méme maniére que tous les autres, et la réponse est 
affirmative. Il n’est pas dit, dans le Livre blanc, pourquoi 
ces régimes ne relévent pas des régles en question. A mon 


136: 18 


[Text] 
of value-added tax from them anyway, because holding 
companies basically do not pay a lot of wages and salaries. 


The Chairman: How about pension plans? 


Mr. Hoffman: Pension plans, yes, you could. The white 
paper is silent on that. In theory they should be. The 
consequence of exemption is that if you are a pension 
plan and you pay somebody a brokerage fee when you go 
out to buy the securities you hold as part of your plan, 
you will not be able to get a tax credit for taxes paid on 
brokerage fees. 


Essentially, you are treating them as the end of the 
line. It may be that there are certain compliance costs 
involved here too. Do you really want to go out and apply 
all of these complex rules to every deferred income plan 
in the country? As it stands now, this is pretty narrow. 


Mr. Cassidy: It does not sound on the face of it as 
though the deferred income plan will account for a great 
deal of loss of tax base. 


Mr. Hoffman: No. No. 


Mr. Cassidy: Essentially, it is a fairly pure kind of 
thing. The money is there, it has to be put somewhere, 
and it is likely going to be put into a financial institution. 
They will be looking around for the best yields, and so on. 
But as for the financial institutions, you will then pick it 
up on their spreads. 
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Mr. Hoffman: Right. You should keep in mind that by 
narrowing the number and types of institutions here, you 
are also narrowing the amount of compliance problems 
for the smaller institutions that might be engaged in quasi- 
financial services. 


I would estimate that only five to six thousand 
taxpayers would be subject to these rules, as opposed to 
1.5 to 2 million for the general rules. So if you are only 
looking at five to six thousand taxpayers, it is a different 
order of magnitude than including every holding 
company and deferred income plan in the country. There 
are a lot of holding companies in Canada, but it is not 
clear that they have produced very much in the way of 
valued added. Anyway, think about that. 


Mr. Cassidy: In effect, this has something to do with 
any institution that is taking deposits, gathering 
investment funds, and then re-lending them, and 
performing, therefore, a function of intermediation. It is 
going to get caught. 

Mr. Hoffman: Yes. 

Mr. Cassidy: The holding companies would be seen 
more as being either passive or active, but active as the 


instrument of a Conrad Black, or of a Paul Desmarais, or 
someone like that and in a different category. 
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sens, cela peut s’expliquer par divers facteurs. Tout 
d’abord, on n’en retirerait probablement pas beaucoup de 
taxe sur la valeur ajoutée, de toute fagon, puisque les 
sociétés de portefeuille, en définitive, ne dépensent pas 
beaucoup en rémunération. 


Le président: Qu’en est-il des régimes de pension? 


M. Hoffman: Dans le cas des régimes de pension, oui, 
cela pourrait arriver. Il n’en est pas question dans le Livre 
blanc. Théoriquement, les régimes devraient étre soumis 
aux régles. L’exonération a pour conséquence qu’un 
régime de pension versant des frais de courtage pour 
V’achat de valeurs détenues dans le cadre du régime ne 
pourra pas obtenir de crédit fiscal a l’égard des taxes 
payées sur les frais de courtage. 


Au fond, on traite ces entités comme les derniers 
utilisateurs. Peut-étre aussi y az-t-il ici des coitts 
d’application. Veut-on vraiment appliquer toutes ces 


régles complexes a tous les régimes de revenu du pays? 
Selon la situation actuelle, la définition est plutét étroite. 


M. Cassidy: A premiére vue, il ne semble pas que le 
régime de revenu différé rétrécira beaucoup [l’assiette 
fiscale. 


M. Hoffman: Non. 


M. Cassidy: Au fond, c’est plutét simple. L’argent est 
la, il faut le placer quelque part, et il est probable que ce 
sera dans un établissement financier. On recherchera le 
meilleur rendement possible. Mais pour ce qui est des 
établissements financiers, la taxe s’appliquera a leurs 
écarts. 


M. Hoffman: Vous avez raison. Il ne faut pas oublier 
qu’en diminuant le nombre et les types d’établissements, 
on diminue aussi le nombre des problémes d’application 
dans le cas des petites institutions qui peuvent fournir des 
services quasi financiers. 


A mon sens, cing a six mille contribuables seulement 
seraient soumis 4 ces régles, comparativement 4 1,5 a 2 
millions dans le cas des régles générales. De cinq 4 six 
mille contribuables, c’est un ordre de grandeur bien 
différent de la totalité des sociétés de portefeuille et des 
régimes de revenu différé du pays. Il existe beaucoup de 
sociétés de portefeuille au Canada, mais il est difficile de 
savoir si elles ont produit beaucoup de valeur ajoutée. Je 
laisse cela 4 votre réflexion. 


M. Cassidy: En réalité, cela intéresse tous les 
établissements qui regoivent des dépdéts, qui recueillent 
des fonds de placement et qui prétent a leur tour ces 
ressources, en jouant ainsi un réle d’intermédiaire. C’est — 
la que la taxe s’appliquera. 


M. Hoffman: Oui. 


M. Cassidy: Les sociétés de portefeuille seraient — 
considérées davantage comme ou bien passives, ou bien 
actives, mais actives entre les mains d’un Conrad Black ou © 
d’un Paul Desmarais, et d’une catégorie différente. 
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[Texte] 


Mr. Hoffman: Yes. The white paper again is silent. I 
am just casting some ideas as to why this treatment might 
be as it is. 


Return now to the specifics of the margin calculation, 
pages 4-18 to 4-19. This margin calculation would be 
applied to everybody who would be considered a financial 
institution—that is to say, it is common to insurers, banks, 
trust companies and so on. To give you an idea of some of 
the inclusions and deductions in this margin, you see all 
interest income measured on an accrual basis—dividend 
income, gains from securities when they are realized, 
discounts, premiums, gains realized in debt redemption, 
and foreign exchange gains. You would also presumably 
want to include imputations made on certain low-interest 
or low-dividend paying investments. 


For example, in the Income Tax Act we have a rule in 
section 80.4 that an imputation is created where a 
financial institution offers a loan to one of its employees 
at an artificially low interest rate. If you think about that 
for a second, if a bank offered an employee a loan at 0%, 
he would end up getting a negative margin if he did not 
include the imputed amount in its taxable sales because it 
presumably has a cost of funds, so the tax base would be 
zero minus, say, 10%, or -10%. 


Unless you included the true value of the loan as a 
taxable sale, you would never. get a margin. So these 
amounts, these imputations in the last line that we 
perform for income tax purposes, and that every financial 
institution has a handle on, would be included as a 
taxable sale. 


Once again I should return to this point that it is not 
interest, dividend and gains per se that are taxed. They are 
axed, and then relief is provided on page 4-19 for interest 
-xpense, premiums, discounts, losses and so on. So they 
ire only used for purposes of constructing the tax 
Margins. 


Mr. Cassidy: I can see that if a financial institution is 
making an economic loss, but suppose in the end all its 
‘xpenses are a loss and it winds up lending out money at 
xactly the same rate it is taking it in. Then under those 
ircumstances, it would be entitled to a refund, although 
he refund would only be to the extent of the credits that 
7Ould not be related. 


_ Mr. Hoffman: That is correct. 
| . . 
_ Mr. Cassidy: A few years ago the credit unions got 


uck with costly money and they could not rent the 
loney out at that rate. Suppose they are paying 12% on 
leir money, and lending it out at 10%. 


' Mr. Hoffman: Some of that effect is smoothed because 
‘is tax calculation, for compliance reasons, is only done 
imually if you are a financial institution. 


[Traduction] 


M. Hoffman: Oui. La encore, il n’en est pas question 
dans le Livre blanc. Je ne fais qu’exprimer des hypothéses 
sur les raisons d’une telle situation. 


Revenons aux particularités du calcul de la marge, 
pages 4-18 et 4-19. Ce calcul de la marge s’appliquerait a 
quiconque est considéré comme une institution 
financiére—c’est-a-dire aux assureurs, aux banques, aux 
sociétés de fiducie, et le reste. Pour avoir une idée de 
certains des éléments inclus et des déductions qui 
s’appliquent 4 cette marge, on retrouve tous les intéréts 
créditeurs, calculés en comptabilité d’exercice, les revenus 
de dividendes, les gains en capital lorsqu’ils sont réalisés, 
les escomptes, les primes, les gains réalisés sur le 
remboursement de créances et les gains de change. Sans 
doute voudrait-on aussi inclure les gains théoriques 
découlant de certains placements A intéréts réduits ou a 
dividendes réduits. 


Par exemple, on trouve dans la Loi de Vimp6ot sur le 
revenu, a l’article 80.4, qu’un gain théorique est créé 
lorsqu’un établissement financier offre un prét a un de ses 
employés a un taux d’intérét réduit artificiellement. En y 
réfléchissant, on constate que si une banque offrait 4 un 
employé un prét a 0 p. 100, l’employé obtiendrait a la fin 
une marge négative s’il n’incluait pas le gain théorique 
dans ses ventes taxables, car on peut supposer que les 
fonds en question comportent un cout, de sorte que 
l’assiette fiscale serait de zéro moins 10 p. 100, par 
exemple, soit de -10 p. 100. 


Si l’on n’inclut pas la valeur véritable du prét comme 
vente taxable, on n’obtient pas de marge. Par conséquent, 
ces montants, ces valeurs théoriques qu’on trouve 4a la 
derniére ligne du calcul de l’impét sur le revenu, et que 
controle chaque établissement financier, seraient inclus au 
titre d’une vente taxable. 


Je le répéte: ce n’est ni l’intérét, ni le dividende, ni les 
gains en soi qui sont taxés. La taxe est appliquée, puis il y 
a les déductions indiquées 4 la page 4-19, c’est-a-dire les 
intéréts débiteurs, les primes, les escomptes, les pertes, et 
le reste. Ils servent donc uniquement aux fins d’établir les 
marges fiscales. 


M. Cassidy: Je comprends cela dans le cas ot un 
établissement financier subit une perte économique, mais 
supposons que, en fin de compte, toutes ses dépenses sont 
une perte et qu’il finit par préter de l’argent exactement 
au taux auquel il l’a emprunté. II aurait alors droit 4 un 
remboursement, quoique le remboursement ne pourrait 
pas dépasser la valeur des crédits non connexes. 


M. Hoffman: C’est exact. 


M. Cassidy: Il y a quelques années, les caisses de crédit 
ont du payer leur argent cher et n’ont pas pu le préter a 
ce taux. Supposons qu’elles paient leur argent 12 p. 100 et 
qu’elles le prétent a 10 p. 100. 


M. Hoffman: Une partie de cette situation est corrigée, 
puisque ce calcul de la taxe, pour des _ raisons 
d’application, ne se fait qu’une fois par année dans le cas 
des établissements financiers. 
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[| Text] 

Another example like yours is investment dealers. 
Frequently the margin on a week-to-week or a monthly 
basis is negative, but over the course of the year, if it does 
not stay positive, the investment dealer or the credit 
union is not going to be in business for very long. 
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Mr. Cassidy: Does the taxpayer, the treasury, have to 
pay back, if over the course of a year a company has been 
borrowing at 12% and lending at 10%? 


Mr. Hoffman: Yes. 


Mr. Friedman: That is really not different from the 
case of a wholesaler selling to a retailer for $12. The 
government gets its 96¢ VAT. If the company then resells 
the goods for $5 instead of $12 because it has lost some 
value, the government, which at one point had 96¢, now 
only has 40¢ tax. 


Mr. Cassidy: But no tax is payable on the interest 
earned. Let us say that I was the little old widow lady who 
would put in $100,000 at 12%. There is no additional tax 
added to that, because the tax only applies to the spread. 


Mr. Hoffman: Right. 


Mr. Cassidy: But if it is a negative spread, this means 
that you are generating a credit for the financial 
institution, when no tax had previously been paid. 


Mr. Hoffman: That is right. That is a perverse result. It 
is not likely that this perverse result will go on forever. 
Since it is an annual calculation, presumably that effect is 
smoothed some. 


The Chairman: What do you mean when you say it 
allows for an equity fund? 


Mr. Hoffman: That is one of the most complicated 
things in the proposal, which I have cautiously left to the 
end of the presentation. Maybe, with the chairman’s 
permission, we could return to that. 


The Chairman: All right. 


Mr. Hoffman: Let us turn again to insurance, briefly. 
Insurers provide risk-pooling services. Earlier we said that 
for a term insurance product, that is to say, an insurance 
product without a savings element, you would simply 
measure that by the difference between premiums and 
claims. The net result would be what actuaries call a 
loading factor; that is, an amount representing funds to 
cover expenses and wages and profits. 


The Chairman: For term insurance, it is measured 
between premiums and claims. What about your 
investment income? It does not matter what kind of 
insurance company you are. A term insurance company 
has an investment income because of that premium. 
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Il y a un exemple qui ressemble au votre; c’est celui 
des courtiers en valeurs. Il arrive souvent que, d’une 
semaine 4 l’autre, ou d’un mois a l’autre, la marge soit 
négative, mais pour toute l’année, si elle ne demeure pas 
positive, le courtier en valeurs ou la caisse de crédit ne 
pourra pas maintenir son activité bien longtemps. 


M. Cassidy: Le contribuable, le Trésor, doit-il 
rembourser si, au cours d’une année, une société a 
emprunté 4 12 p. 100 et prété a 10 p. 100? 


M. Hoffman: Oui. 


M. Friedman: En réalité, c’est la méme situation que 
celle d’un grossiste qui vend une marchandise 12$ a un 
détaillant. Le gouvernement pergoit sa TVA de 96c. Si la 
société revend ensuite la marchandise 5$ au lieu de 12$ 
parce que la marchandise en question a perdu de sa 
valeur, le gouvernement, qui avait déja pergu une taxe de 
96c., ne recgoit plus maintenant que 40c. 


M. Cassidy: Mais il n’y a pas de taxe a payer sur 
V’intérét gagné. Prenons le cas d’une veuve agée qui place 
100,000$ a 12 p. 100. Il n’y a pas alors de taxe sur la 
valeur ajoutée, car la taxe s’applique uniquement a |’écart. 


M. Hoffman: C’est exact. 


M. Cassidy: Mais s’il s’agit d’un écart négatif, vous 
créez un crédit pour l’établissement financier lorsqu’il 
n’avait pas été payé de taxe antérieurement. 


M. Hoffman: C’est exact. C’est 14 un résultat paradoxal. 
Il est peu probable que ce résultat paradoxal se 
maintiendra en permanence. Puisqu’il s’agit d’un calcul 
annuel, on peut supposer que cet effet sera quelque peu 
neutralisé. 


Le président: Que voulez-vous dire lorsque vous parlez 
d’autoriser un fonds en avoir propre? 


M. Hoffman: C’est 14 un des éléments les plus 
complexes de la proposition. J’ai prudemment gardé cela 
pour la fin de l’exposé. Avec la permission du président, 
nous pourrions y revenir. 


Le président: D’accord. 


M. Hoffman: Revenons quelque peu sur la question de 
assurance. Les assureurs fournissent des services de mise 
en commun des risques. Nous avons dit plus tét que dans — 
le cas d’une assurance a terme, c’est-a-dire une assurance - 
sans élément d’épargne, on mesurerait tout simplement la 
différence entre les primes et les créances sur police. Le 
résultat net serait ce que les actuaires appellent un facteur 
de charge, c’est-a-dire un montant représentant les fonds 
nécessaires au paiement des dépenses, de la rémunération © 
et des profits. | 


Le président: Dans le cas de l’assurance a terme, la 
mesure porte sur la différence entre les primes et les | 
créances sur police. Qu’en est-il du revenu des_ 
investissements? Peu importe de quel genre de compagnie 
d’assurance il s’agit. Une compagnie d’assurance 4 terme | 
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Mr. Hoffman: If the chairman would turn to the 
second and third bullets on that page, I make exactly the 
point that he has just raised. Claims are not paid 
immediately after ‘premiums are received. For example, 
auto insurance premiums paid today may not be paid out 
as claims until one day or a year later, on average. For 
liability insurance, premiums received today may not be 
paid on a claim for 15 or 20 years. This gives rise to a 
delay between the receipt and the payment of claims. 


What does an insurer do with the premiums in the 
intervening period? The insurer buys financial assets, and 
earns investment income that is used to meet its 
obligations for paying claims in the future. Hence, it is 
crucial that both the underwriting and the investment 
account of an insurer are included in an insurer’s tax 
base. 


So at the bottom, for both P and C and life insurance 
companies, the investment margin on the previous two 
pages is included in the calculation, as is the underwriting 
account. 


Additional deductions are permitted for the costs of 
funds, the cost of equity, and for the growth in reserves. 
The growth in insurance reserves has a offsetting effect for 
ithe inclusion of investment income. There is no exact 
Parallel between an insurance company and a bank. 
Insurance companies do not take deposits, so the cost of 
funds is not represented by interest paid to depositers. It 
can be shown that the cost of funds is represented by the 
change in the size of an insurer’s reserves. 


1730 


_ Turn to page 4-21. What I have outlined here is this 
inderwriting account calculation. This underwriting 
iccount calculation, like the investment account, parallels 
Imost exactly the calculations these companies are 
equired to make for income tax purposes. 


In fact, what you see at the top, inclusions in terms of 
ihe fee income, premiums, claim recoveries, Commissions, 
Mnuity considerations, and then the appropriate 
‘eductions in the form of claims, annuity claims paid out, 
Xperience rating refunds, commissions paid to agents and 
je like... This underwriting calculation, at least the 
jieasurement of the elements of the underwriting 
ilculation, are exactly the same as they are for income 

X purposes. 


Similarly, for banks the measurements of inclusions 
id deductions in the intermediation margin calculation 
1€ exactly the same as they are for income tax purposes, 
ymce reducing the compliance cost to financial 
| Stitutions. 


[Traduction] 


réalise un revenu sur les investissements a cause de cette 
prime. 


M. Hoffman: Si le président veut bien examiner les 
deuxiéme et troisiéme alinéas de cette page, on y traite 
exactement du point qu’il vient de soulever. Les 
indemnités ne sont pas versées immédiatement aprés la 
réception des primes. Par exemple, les primes de 
V’assurance automobile payées aujourd’hui seront payées 
en indemnités seulement le lendemain ou un an plus 
tard, en moyenne. Dans le cas de 1’assurance- 
responsabilité, les primes regues aujourd’hui pourront 
étre versées en indemnités dans 15 ou 20 ans seulement, 
sans doute. Cela crée un décalage entre la réception des 
primes et le versement des indemnités. 


Dans l’intervalle, qu’est-ce que l’assureur fait des 
primes? Il achéte des éléments d’actif financier et il 
obtient des revenus de placement qui lui permettront de 
S’acquitter du paiement des indemnités dans l’avenir. II 
est donc essentiel que le compte de l’assurance et le 
compte des investissements de l’assureur soient tous les 
deux inclus dans I’assiette fiscale de l’assureur. 


C’est pourquoi, a la fin, tant pour les assureurs 
généraux (biens et risques divers) que pour les 
compagnies d’assurance-vie, la marge d’investissement des 
deux pages précédentes est incluse dans ie calcul, tout 
comme le compte d’assurance. 


Des déductions additionnelles sont autorisées pour le 
cout des fonds, le «coat des fonds propres», et la hausse 
des réserves sur polices. Cette hausse neutralise quelque 
peu l’inclusion du revenu des investissements. II n’existe 
pas de correspondance exacte entre une compagnie 
d’assurance et une banque. Les compagnies d’assurance 
n’acceptent pas de dépéts, de sorte que le coat des fonds 
n’est pas représenté par l’intérét versé aux déposants. On 
peut montrer que le cout des fonds est représenté par le 
changement de la taille des réserves de l’assureur. 


Passons a la page 4-21. Ce que j’ai présenté ici, c’est le 
calcul des contrats d’assurance. Comme pour les 
placements, il ressemble comme deux gouttes d’eau aux 
calculs que les entreprises doivent faire aux fins de 
V’impot sur le revenu. 


En effet, ce que vous voyez en haut, ce sont les 
éléments inclus (droits recus, primes, recouvrement 
d’indemnités, commissions, capital constitutif de rente) et 
ensuite les déductions appropriées (indemnités, rentes 
payées, ristournes sur résultats techniques, commissions 
versées aux agents, etc.). Ce calcul, ou du moins la mesure 
des éléments du calcul des contrats d’assurance, est 
exactement le méme qu’aux fins de l’impét sur le revenu. 


De méme, pour les banques, les éléments inclus et les 
déductions dans le calcul de la marge d’intermédiation 
sont exactement les mémes qu’aux fins de l’impét sur le 
revenu, ce qui diminue les couts d’observation pour les 
institutions financiéres. 
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[Text] 

So the upshot of the calculation made on page 4-21 is 
only what the actuaries refer to as a net loading inherent 
in the provision of the policy; it actually attracts tax. 


Now, if we could turn to page 4-22, the next crucial 
point to recognize is that since this is tax only in the 
consumption of services in Canada, for insurance services 
you can only apply the tax to the loading component of 
insurance policies sold on risks situated in Canada. So if 
an insurance company sells a policy on a risk in the 
United States, that would be zero rated. 


However, since we include this investment margin in 
the insurer’s tax-base calculation, and since that is done 
on a worldwide basis, we are faced with a problem of 
apportioning that investment account calculation to a 
fraction representing the margin earned on_ policies 
written on risks in Canada. This problem will be faced by 
all financial institutions. 


For banks, for example, what we have done, you will 
recall, is this worldwide calculation with investment 
inflows and outflows, and now what the white paper is 
proposing is that once you have done your aggregate 
margin calculation, you then apportion this by the ratio 
of foreign source revenue—interest, dividends and 
financial fees—by total revenue. If you look at that 
closely, what that formula says at the bottom of page 4-22, 
is: We are going to make an ad hoc calculation here and 
assume that the borrower bears the tax. 


Now, if I can return to the chairman’s comments 
earlier, the chairman was quite right. There is some ad 
hockery involved here, because think for a moment: Who 
really is consuming the service? Is it not in part both the 
depositor as well as the borrower? The answer is probably 
yes. 


What the white paper’s model does is use this 
apportionment rule as an ad hoc method of reducing the 
margin to the value of the services consumed in Canada. 
Okay? 


The Chairman: No, not okay at all. It is horrendously 
complicated— 


Mr. Hoffman: Why is it complicated? It is the sum of 
three numbers divided by the sum of three other 
numbers. 


Mr. Weyman: Those numbers, I believe, are all in fact 
obtained anyway, for income tax purposes; they are all 
part of— 


Mr. Hoffman: All of these numbers, Mr. Chairman, 
can be pulled right off a financial institution’s tax returns 
and financial statements. In fact, upon close inspection of 
the rules outlined here, this has been designed to very 
closely follow the calculation used in the corporate 
income tax. And indeed, as we used to say about the BTT, 
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[Translation] 

Le résultat du calcul présenté a la page 4-21 ne 
représente donc que ce que les actuaires appellent les frais 
financiers nets inhérents 4 la fourniture de la police 
d’assurance; c’est le montant sur lequel la taxe est en 
réalité imposée. 

Passons maintenant a la page 4-22 pour aborder un 
autre point crucial: puisqu’il s’agit d’une taxe imposée 
uniquement sur la consommation de services au Canada, 
pour les services d’assurance, on ne peut appliquer la taxe 
qu’aux frais financiers concernant les polices d’assurance 
vendues pour des risques situés au Canada. Si une 
compagnie d’assurance vend une police pour un risque 
situé aux Etats-Unis, le taux de la taxe sera de zéro. 


Toutefois, étant donné que cette marge sur les 
placements est incluse dans le calcul de l’assiette fiscale de 
l’assureur et étant donné que cela s’applique a |’échelle 
internationale, nous sommes confrontés 4 un probleme de 
répartition de ce calcul sur les placements a une fraction 
représentant la marge obtenue sur les polices souscrites 
pour des risques situés au Canada. Toutes les institutions 
financiéres seront confrontées a ce probléme. 


Pour les banques, par exemple, vous vous souviendrez 
que nous avons fait un calcul a l’échelle mondiale avec les 
entrées et sorties de placements, et le Livre blanc propose 
maintenant, une fois terminé le calcul de votre marge 
brute, de faire la répartition en suivant le ratio des 
recettes d’origine étrangére—intéréts, dividendes et frais 
financiers—le total des recettes. En examinant les choses 
de prés, on constate que la formule au bas de la page 4-22 
sous-entend que l’on va faire un calcul approximatif en 
supposant que l’emprunteur supporte la taxe. 


Pour en revenir maintenant aux observations 


antérieures du président, ce dernier avait tout a fait 


raison. Il y a 14 un calcul approximatif, car il faut se 
demander qui consomme vraiment le service. N’est-ce pas 
en partie 4 la fois le dépositaire et l’emprunteur? La 
réponse est vraisemblablement affirmative. 


Le modéle donné dans le Livre blanc utilise cette régle 
de répartition comme méthode approximative visant 4 
réduire la marge a la valeur des services consommeés au 
Canada. D’accord? 


Le président: Non, pas d’accord du tout. Tout cela est | 


affreusement compliqué. . . 


M. Hoffman: Pourquoi est-ce compliqué? C’est la 
somme de trois chiffres divisée par la somme de trois 
autres chiffres. 


M. Weyman: Si je ne m/’abuse, ces chiffres sont, de- 
toute fagon, tous calculés aux fins de l’impot sur le | 


revenu. Ils font tous partie de. . . 


M. Hoffman: Monsieur le président, on peut tirer tous 
ces chiffres directement des déclarations d’impét et des 
états financiers d’une institution financiére. En effet, Si 
Von regarde bien les régles énoncées ici, elles ont été 


concues de facon a suivre de trés prés le calcul utilisé | 


pour l’impét sur le revenu des sociétés et, comme nous le 


: 
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[Texte] 


we should be able to ideally draw all these numbers off 
the books of account. 
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The Chairman: What you have is your foreign source 
revenue over your total revenue to give you the fraction. 
You have your total financial revenue less total financial 
cost. 


Mr. Hoffman: I need those numbers to arrive at a net 
income for book purposes. Banks currently have to 
supply all these numbers to the Superintendent of 
Financial Institutions, many of them on a monthly or 
sometimes even on a weekly basis. All these figures are 
provided in the financial institutions’ tax returns. 


I believe you will find that the compliance costs are 
not there for the larger financial institutions. 
Undoubtedly, they will be— 


The Chairman: Having done this calculation on an 
annual basis, off the financial statement, to whom do you 
pass it on? You collect the tax, and then what do you do? 


__ Mr. Hoffman: This kind of calculation will behoove 
‘financial institutions to sit down and uncover methods to 
try to recover the tax. I do not think anybody disputes 
that problem. 


Mr. Friedman: The simple answer is wherever the 
|market can bear it. 


Mr. Hoffman: Many service fees are simple, such as the 
safety deposit box fee of $10, just to fix the tax. It is more 
complex on margins. We know the spreads are very 
narrow in wholesale market. The bank might earn 20 or 
30 or 40 basis points in the wholesale market, and there is 
No way on earth you are going to be able to pass this tax 
‘on in that tight wholesale spread. 


__ What they will do in fact is try to pass the tax on in the 
_arger spreads earned on consumer, household and small 


usiness loans. 


, Mrs. Collins: You indicated earlier that most countries 
‘lo not have this tax on financial services. 


_ Mr. Hoffman: Yes, because they do not have a credit 
‘nvoice method. If they do, you have a credit invoice 


nethod instead of this GST calculation. 


Mrs. Collins: But they do have a form of a tax? 


: 

Mr. Hoffman: Some countries do have taxes on 
mancial services, but they are not comprehensive. 
“obody has a comprehensive tax like Canada has 
jiggested in the white paper. 


\ Mrs. Collins: What will that do to our competitiveness? 
| 


[Traduction] 


disions pour la TTC, nous devrions idéalement pouvoir 
extraire tous ces chiffres des livres comptables. 


Le président: Vous obtenez la fraction en divisant vos 
recettes d’origine étrangére par vos recettes totales. I] ya 
le total de vos recettes financiéres, moins le total de vos 
frais financiers. 


M. Hoffman: J’ai besoin de ces chiffres pour obtenir un 
revenu net a des fins comptables. Les banques doivent 
actuellement fournir tous ces chiffres au Surintendant des 
institutions financiéres, trés souvent tous les mois, et 
parfois méme toutes les semaines. Tous ces chiffres 
figurent dans les déclarations d’impot des institutions 
financiéres. 


Vous constaterez qu’il n’y a pas de coits d’observation 
pour les grosses institutions financiéres. Il ne fait pas de 
doute que... 


Le président: Aprés avoir fait ce calcul sur une base 
annuelle en suivant les états financiers, a qui transmettez- 
vous les chiffres? Vous percevez la taxe et, ensuite, que 
faites-vous? 


M. Hoffman: Ce type de calcul exigera que les 
institutions financiéres organisent des rencontres pour 
découvrir des méthodes visant a essayer de recouvrer la 
taxe. Je pense que personne ne conteste ce probléme. 


M. Friedman: La réponse est simple: 14 ow le marché 
peut le supporter. 


M. Hoffman: II est facile d’imposer la taxe sur de 
nombreux frais de service, comme par exemple les frais 
de coffret de streté de 10$. C’est plus compliqué sur les 
marges. Nous savons que les marges sont trés étroites sur 
le marché de gros. La banque peut gagner 20 ou 30 ou 40 
points sur le marché de gros, et il n’est absolument pas 
question de répercuter cette taxe sur cette marge de gros 
serrée. 


En fait, les banques essaieront de répercuter la taxe sur 
les marges plus importantes réalisées sur les préts a la 
consommation aux ménages et aux petites entreprises. 


Mme Collins: Vous avez mentionné plus tét que la 
plupart des pays n’ont pas de taxe sur les services 
financiers. 


M. Hoffman: Oui, parce qu’ils n’ont pas de méthode 
des crédits et des factures. Dans le cas contraire, vous avez 
une méthode des crédits et des factures au lieu du calcul 
de la TBS. 


Mme Collins: Mais ils appliquent une certaine taxe? 


M. Hoffman: Certains pays ont des taxes sur les services 
financiers, mais elles ne sont pas générales. Personne n’a 
une taxe générale comme le Canada 1’a proposé dans le 
Livre blanc. 


Mme Collins: Quelle sera l’influence sur notre 


compétitivité? 
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[Text] 

Mr. Hoffman: These apportionment rules are an 
attempt to reduce this margin to only that margin 
representing the value of services supplied in Canada. If a 
Canadian financial institution exports financial services, it 
is zero rated. At least that is what the rules attempt to do. 


You will undoubtedly hear from the financial 
institutions just how wide or short of the mark these rules 
fall. I am not suggesting to the committee the rules are 
perfect, and in fact I have some disagreement with some 
of them, but this is what the white paper is attempting to 
do. 


Like all other exports, financial services will be zero 
rated. 


I will return shortly to the accompanying question: is 
this tax treatment adequate with respect to the 
importation of financial services? Will Canadian financial 
institutions be put at a disadvantage vis-a-vis— 


The Chairman: People who are overseas. 


Mr. Hoffman: Right. As I shall demonstrate, I think the 
current proposal is inadequate in meeting this. There 
may, however, be a solution. 


The Chairman: We will have a tariff. 


Mr. Hoffman: Briefly on page 4-23. Just as a bank will 
have to do this apportionment calculation—and just 
before I get to that, I said the compliance costs were 
probably low for the larger institutions, and I think that 
follows, because most of these numbers are readily 
available. 


I believe there will at first be significant compliance 
costs for smaller financial institutions, namely caisse- 
populaires, credit unions and small trust companies. For 
insurance companies, you again have to create a rule for 
apportioning the value of the margin to just that for 
services provided in Canada. If these two formulas do not 
look too completely familiar, the committee dealt with 
this only a short time ago in their discussion of changes to 
the Canadian investment fund for resident and non- 
resident insurance companies in stage 1 of tax reform. 
These rules, while not precisely the same as those 
currently used in the income tax act, parallel them in a 
large degree. 


° 1740 


The white paper does not address whether or not the 
changes that have gone through, or are about to go 
through, for insurance companies pursuant to tax reform, 
would follow upon the implementation of the sales tax. 


In the interest of time, I am not sure it is of benefit to 
look at page 4-24 on reinsurance. 


[Translation] 

M. Hoffman: Ces régles de répartition proportionnelle 
s’efforcent de réduire cette marge a la seule marge 
représentant la valeur des services fournis au Canada. Si 
une institution financiére canadienne exporte des services 
financiers, le taux de taxe est de zéro. C’est tout du moins 
ce que les régles s’efforcent de faire. 


Il va sans dire que vous entendrez parler des 
institutions financiéres, qui vous diront si ces régles sont 
loin ou prés de la vérité. Je ne veux pas dire aux membres 
du Comité que les régles sont parfaites—je suis d’ailleurs 
en désaccord avec certaines d’entre elles—mais c’est ce 
que le Livre blanc s’efforce de faire. 


Comme toutes les autres exportations, les frais 


financiers auront un taux de taxe de zéro. 


Je reviens briévement a la question connexe: ce 


traitement fiscal convient-il en ce qui concerne 
importation de services financiers? Les institutions 
financiéres | canadiennes_ seront-elles  désavantagées 
vis-a-vis. . . 


Le président: Les gens qui sont a l’étranger. 


M. Hoffman: Exact. Comme je vais vous le démontrer, 
la proposition actuelle n’est 4 mon avis pas appropriée a 
cet égard. Il pourrait cependant y avoir une solution. 


Le président: Nous aurons un tarif douanier. 


M. Hoffman: Regardons briévement la page 4-23. Tout 
comme une banque devra effectuer ce calcul de 
répartition proportionnelle—et avant d’y arriver, jai 
déclaré que les coats d’observation seraient probablement 
faibles pour les grosses institutions, et je pense que c’est le 
cas, car la plupart de ces chiffres sont déja disponibles. 


Au départ, les coats d’observation seront 4 mon avis 
importants pour les petites institutions financiéres, 
notamment les caisses populaires, les caisses de crédit et 
les petites compagnies de fiducie. En ce qui concerne les 
compagnies d’assurance, il faut encore une fois établir: 
une régle pour répartir proportionnellement la valeur de 
la marge pour les services fournis au Canada. Si ces deux) 
formules ne vous semblent pas trés familiéres, les 
membres du Comité les ont déja abordées recemment lors 
de la discussion des modifications 4 apporter au Fonds de’ 
placement canadien, au stade un de la réforme fiscale, 
pour les compagnies d’assurance canadiennes et non 
résidentes. Bien que ces régles ne soient pas exactement 
les mémes que celles qui sont utilisées dans la Loi de 
’impét sur le revenu, elles y ressemblent comme deux 
gouttes d’eau. 


q 

Le Livre blanc ne dit pas si, oui ou non, les 
changements qui sont intervenus ou qui sont sur le point 
d’intervenir pour les  compagnies  d’assurance, 
conformément 4 la réforme fiscale, suivront la mise em 
oeuvre de la taxe de vente. | 


Pour des raisons de temps, je ne pense pas qu'il soil 
utile d’examiner la page 4-24 portant sur la réassurance. 
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The Chairman: As a matter of fact, we are temporarily 


out of quorum. 
Mr. Hoffman: There are a couple of critical questions. 


The Chairman: I am wondering if we could solve a 
couple of the critical questions and come back to this 
tomorrow. I think we are— 


Mr. Hoffman: Do you wish me to turn to them? 
The Chairman: Yes. Yes. 


Mr. Hoffman: We might then deal with the last two 
pages, 4-27 and 4-28. To return to the chairman’s question 
of half an hour ago, what does one do if a financial 
institution uses equity funds in its margin in the provision 
of financial services? 


The white paper has outlined two proposals to deal 
with this phenomenon. It suggests that you could allow a 
financial institution a deduction for dividends paid out to 
shareholders as a measure of the cost of equity funds used 
in, say, the provision of its loans. Or you could make an 
imputation. The white paper suggests that you could take 
the value of the financial institution’s equity, say, for book 
purposes, multiply that by some prescribed rate, and 
allow it a deduction. 


I think the latter solution would result in significant 


| 
i re t 
mequities, because the cost of capital to— 


| The Chairman: To suggest imputing dividends as a 
Credit is crazy. You wind up with a situation where some 
financial company is trying to build up its capital. The 
Superintendent of Insurance would immediately penalize 
'the hell out them because they did not pay dividends. 

Mr. Hoffman: I could not agree with the chairman 
More. I think on the first option the committee will hear 
A significant number of proposals against this one. On a 
fonceptual basis, it simply does not measure adequately 
he opportunity cost of capital. Sometimes firms pay 
lividends, and sometimes they do not. After all, investors 
put their funds into financial institutions not only to earn 
lividends but also to earn capital gains. 


\ 
\ 
j 
{ 
| 
| 


As your chairman has outlined, Schedule B banks or 
anks in start-up positions are frequently asked by the 
‘uperintendent of Financial Institutions not to pay 
‘ividends so they can build up their capital base. Now 
‘Du are going to turn around and penalize this guy for not 
laying dividends. I think it is the wrong way to go. A 
*tter way perhaps would be to use an imputation, not 
ith a prescribed rate, but perhaps with a calculation that 
ich institution could make to determine its own cost of 
mds on its equity base. In this way, you are at least 
ving some relief to the guy who has not paid dividends. 


[Traduction] 


Le président: D’ailleurs, nous n’avons provisoirement 
plus le quorum. 


M. Hoffman: II reste quelques questions importantes. 


Le président: Je me demande si nous pourrions 
répondre a quelques-unes des questions importantes, et 
revenir a cela demain. Je pense que nous. . . 


M. Hoffman: Voulez-vous que je les aborde? 
Le président: Oui. Oui. 


M. Hoffman: Nous pourrions peut-étre alors passer aux 
deux derniéres pages, 4-27 et 4-28. Pour revenir 4 la 
question posée par le président il y a une demi-heure, que 
faire si une institution financiére utilise des fonds propres 
dans sa marge pour fournir des services financiers? 


Le Livre blanc a énoncé deux propositions pour 
aborder cette situation. II laisse entendre que l’on pourrait 
accorder a une institution financiére une déduction pour 
les dividendes versés aux actionnaires pour tenir compte 
du cout des capitaux propres utilisés, disons, pour fournir 
ses préts. Ou bien, on peut faire la répartition 
proportionnelle. Le Livre blanc propose de prendre la 
valeur des fonds propres de l’institution financiére 
figurant, disons, dans les livres comptables, de la 
multiplier par un taux donné et de lui accorder une 
déduction. 


Je pense que la deuxiéme solution entrainerait de 
graves injustices, car le coat des capitaux. . . 


Le président: Il est complétement insensé de proposer 
une répartition proportionnelle des dividendes comme 
crédit. On finirait par se retrouver dans une situation ou 
certaines sociétés financiéres essaieraient d’augmenter leur 
capital. Le Surintendant des assurances les pénaliserait 
immeédiatement trés sévérement parce qu’elles n’auraient 
pas versé de dividendes. 


M. Hoffman: Je suis entiérement d’accord avec le 
président. Je pense que les membres du Comité 
entendront a propos de la premiére option un grand 
nombre de propositions contre celle-ci. Sur le plan du 
concept, elle ne mesure tout simplement pas 
convenablement le cout d’option du capital. Certaines 
entreprises versent des dividendes et d’autres non. Aprés 
tout, les investisseurs mettent leur argent dans des 
institutions financiéres non seulement pour recevoir des 
dividendes, mais également pour réaliser des gains en 
capital. 


Comme I’a souligné votre président, le Surintendant 
des institutions financiéres demande souvent aux banques 
de l’annexe B ou aux nouvelles banques de ne pas verser 
de dividendes afin de pouvoir augmenter leur capital. 
Maintenant, on va contourner la chose et pénaliser ces 
institutions pour n’avoir pas versé de dividendes. C’est la 
mauvaise voie a suivre. Un meilleur moyen consisterait 
peut-€tre a faire une répartition proportionnelle, non pas 
avec un taux donné, mais peut-étre avec un calcul que 
pourrait faire chaque institution pour déterminer 
personnellement le coit des fonds sur ses capitaux 
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[Text] 


The Chairman: The person who is not as well fixed 
financially has a higher cost of equity, so he does not pay 
as much tax. 


Mr. Hoffman: That seems correct treatment. 


The Chairman: This is a sales tax. I do not know who 
dreamed this stuff up. 


Mr. Hoffman: It might come as some surprise to the 
chairman. 


The Chairman: It would, would it? 


Mr. Friedman: Remember, this is the only country that 
is trying this. 

Mrs. Collins: My concern is that the government is 
going to be involved in everything. 


Mr. Hoffman: It is not called the Leviathan for 
nothing. On page 4-28, as we said, the credits are obtained 
for tax paid into the P and C premiums. Life insurance 
premiums are not creditable. 


° 1745 


The Chairman: I am being left alone, Lorey. I think we 
are going to finish this. 


Mr. Hoffman: May I remind the chairman that we are 
arriving at his favourite question. The white paper says 
that tax paid on life insurance premiums is not creditable 
because life insurance is treated as a payment in lieu of 
wages. I think the crucial flaw with the proposal lies in 
the third bullet on this page, namely that since the tax is 
done with the subtraction method for financial 
institutions, no credit is passed forward to the business 
customer. 


In defence of the white paper, I have to admit that they 
recognize this is wrong, but the government has stated in 
the white paper that it has chosen to deny any form of 
credit on the grounds that the distortion is small and any 
credit is arbitrary. I think it is a crucial issue facing the 
committee in representations from industry. 


I think there is a possibility of an import bias created 
by the present treatment. Some Canadian consumers and 
some firms may go offshore unless credit is provided, 
notwithstanding some problems with providing a credit. It 
would be ad hoc and difficult to justify the amount of the 
credit. Presumably you would only give a credit for funds 
used in the course of a taxable activity. 


Would one have to trace the credit to funds used in the 
course of a taxable activity? This would pose a difficult 
problem for Revenue Canada. These problems 
nothwithstanding, I think on this issue you will have to 
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[Translation] 
propres. De cette maniére, on accorde au moins un 
allégement 4 l’institution qui n’a pas versé de dividendes. 


Le président: La personne qui n’a pas une aussi bonne 
assise financiére subit un coat plus élevé de ses capitaux 
propres et ne paye donc pas autant de taxe. 


M. Hoffman: Ce traitement semble équitable. 


Le président: C’est une taxe de vente. Je ne sais pas qui 
a été pécher cela. 


M. Hoffman: Vous 
monsieur le président. 


pourriez avoir une surprise, 


Le président: Vraiment? 


M. Friedman: N’oubliez pas que le Canada est le seul 
pays a faire cet essai. 


Mme Collins: Je m/’inquiéte de constater que le 
gouvernement va mettre son nez partout. 


M. Hoffman: Ce n’est pas pour rien qu’on l’appelle le 
Léviathan. Comme nous l’avons dit 4 la page 4-28, les 
crédits sont obtenus pour les taxes payées sur les primes 
d’assurance générale. Les primes d’assurance-vie ne 
donnent pas droit 4 un crédit. 


Le président: Lorey, je me retrouve tout seul, et je crois 
que nous allons mettre fin a la séance. 


M. Hoffman: Puis-je vous rappeler, monsieur le 
président, que nous arrivons 4 votre question préférée? Le 
Livre blanc déclare que la taxe payée sur les primes 
d’assurance-vie ne donne pas droit 4 un crédit, car 
l’assurance-vie est considérée comme un versement en 
remplacement de frais de personnel. Le principal défaut 
de la proposition réside 4 mon avis au troisiéme point de 
cette page, a savoir que, puisque la taxe est calculée pour 
les institutions financiéres selon la méthode de la 
soustraction, aucun crédit n’est répercuté sur le client. 


A la défense du Livre blanc, je dois admettre que les 
auteurs ont reconnu que la chose était erronée, mais le 
gouvernement a déclaré dans le Livre blanc qu’il avait 
choisi de refuser toute forme de crédit, soutenant que la 
distorsion est faible et que tout crédit est arbitraire. Les 
membres du Comité seront confrontés la 4 une question 
capitale lorsque viendront les représentations des 
institutions financiéres. 


Le traitement actuel pourrait 4 mon avis accorder une 
préférence aux importations. Il se pourrait que certaines 
entreprises et certains clients canadiens se tournent vers 
l’étranger si on ne fournit pas un crédit, sans parler des 
problémes rencontrés pour accorder un crédit. Le 
montant du crédit serait difficile 4 justifier, et son calcul 
serait approximatif. Je présume que l’on n’accorderait un 
crédit que pour les fonds utilisés dans le cadre d’une 
activité taxable. | 


Faudrait-il affecter le crédit aux fonds utilisés dans I 
cadre d’une activité taxable? Revenu Canada % 
retrouverait 14 devant un probléme délicat. Nonobstan’ 
tous ces problémes, je pense que vous devrez aborde!, 


q 
’ 
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[Texte] 


address this very carefully. I predict that this aspect of the 
tax on financial institutions may stand or fall on the last 
element. 


The Chairman: It would seem to me, that the tax on 
financial institutions will be left to the fourth stage, a sales 
tax. With that I suggest we adjourn. 


[Traduction] 


toute cette question trés prudemment. Je prévois que cet 
aspect de la taxe sur les institutions financiéres pourrait 
résister ou s’écrouler a cause de ce dernier élément. 


Le président: Il me semble que la taxe sur les 
institutions financiéres en restera au quatriéme stade, 


celui d’une taxe de vente. Cela dit, je propose de lever la 
séance. 
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MINUTES OF PROCEEDINGS 


THURSDAY, JANUARY 28, 1988 
(207) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 9:44 0’clock a.m. this day, in Room 112-N, 
Centre Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Michael Cassidy, Mary Collins, Murray Dorin, Robert 
Layton, George Minaker and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. David Weyman, 
C.A., Peat Marwick; Andy J. Friedman, C.A., Peat 
Marwick; Lorey A. Hoffman, Ph.D., Peat Marwick; Peter 
H. Wood, C.A., Clarkson Gordon, Consultants. 


In accordance with its mandate under Standing Order 
96(2), the Committee resumed consideration of the White 
Paper and other related documents on Tax Reform—Stage 
II (Sales Tax) tabled in the House of Commons on 
Thursday, June 18, 1987. (See Minutes of Proceedings and 
Evidence, Monday, January 25, 1988, Issue No. 1 33.) 


The Research Staff made a presentation and answered 
questions. 


At 10:55 o’clock a.m., the sitting was suspended. 
At 11:01 o’clock a.m., the sitting was resumed. 
Questionning resumed. 


At 11:59 o’clock a.m., the Committee adjourned to the 
all of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE JEUDI 28 JANVIER 1988 
(207) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui a 9 h 44, dans la piéce 
112-N de l’Edifice du centre, sous la présidence de Don 
Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Murray Dorin, Robert Layton, 
George Minaker et Norman Warner. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. David 
Weyman, c.a., Peat Marwick; Andy J. Friedman, c.a., Peat 
Marwick; Lorey A. Hoffman, ph.d., Peat Marwick; Peter 
H. Wood, c.a., Clarkson Gordon, conseillers. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité examine de nouveau le 
Livre blanc et autres documents connexes ayant trait a la 
réforme _ fiscale—deuxiéme €tape (Taxe de vente), 
documents déposés sur le bureau de la Chambre des 
communes le jeudi 18 juin 1987. (Voir Procés-verbaux et 
témoignages du lundi 25 janvier 1988, fascicule n° 133.) 


Le personnel de recherche donne un exposé et répond 
aux questions. 


A 10h 55, le Comité interrompt les travaux. 
A 11h 01, le Comité reprend les travaux. 
Le Comité poursuit son interrogatoire. 


A 1l h 59, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus] 
| Texte| 

Thursday, January 28, 1988 


- 0944 


The Chairman: Pursuant to Standing Order 96.(2), we 
are considering the white paper on tax reform, stage two. 
Our witnesses are Andy Friedman, Lorey Hoffman, and 
Peter Wood, as before, and we even have an agenda today. 
Are we still on the agenda? 


° 0945 
Mr. Andy J. Friedman (Committee Consultant): Yes. 


The Chairman: We are on the agenda. 


Mr. Friedman: Because of the shortness of the meeting 
yesterday afternoon, we are going to spend about half an 
hour talking about taxation of financial institutions. Then 
we will get back to finishing transportation, a topic we 
were half-way through the day before. We will finally end 
up with transitional issues, a topic on which the white 
paper is very silent, and continue to a quick look at 
national sales taxes again. Then we will summarize at the 
end and look at the choices. 


Lorey left off with a critical issue last night; namely, 
that here we have a tax on financial institutions with one 
missing link—namely, a credit to businesses. 


Mr. Lorey A. Hoffman (Committee Consultant): I 
would just like to look at page 4-26, and then eventually 
turn to page 4-28, a couple of elements that were left out 
in yesterday’s discussion. 


As was discussed last evening, insurance companies pay 
premium taxes to the provincial governments and in 
several instances also pay capital taxes. These premium 
and capital taxes, which would be deductible under the 
corporate income tax, would not be creditable for GST 
purposes, as, like other taxes, they form part of value 
added. 


There is a second group of financial institutions, which 
we have not talked about. I could call these flow-through 
intermediaries, and these would include things like 
segregated funds of life insurance companies, mutual 
funds, mutual fund trusts, to the extent that they pay 
wages and salaries. 


The Chairman: Private financial 


companies. 


management 


Mr. Hoffman: Yes. The treatment of these savings 
vehicles will be such that they will form an 
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TEMOIGNAGES 
[Enregistrement électronique| 
| Traduction| 

Le jeudi 28 janvier 1988 


Le président: En vertu du paragraphe 96.2) du 
Réglement, nous poursuivons nos travaux sur le Livre 
blanc sur la réforme fiscale, deuxieme étape. Nous 
accueillons nos trois mémes témoins, soit Andy Friedman, 
Lorey Hoffman et Peter Wood, et nous avons méme un 
ordre du jour. Le suivons-nous toujours? 


M. Andy J. Friedman (consultant aupres du Comité): 
Oui. 


Le président: Nous suivons l’ordre du jour. 


M. Friedman: Puisque notre réunion d’hier aprés-midi 
a été écourtée, nous allons prendre une demi-heure 
environ pour parler de la taxation des _ institutions 
financiéres. Nous terminerons ensuite l’examen entrepris 
avant-hier du secteur des transports. Enfin, nous 
aborderons la question des mesures de transition, sujet sur 
lequel le Livre blanc est a peu prés muet, et nous 
discuterons ensuite briévement de la taxe de vente 
nationale. Nous ferons ensuite une récapitulation avant 
d’évaluer les choix qui s’offrent au gouvernement. 


( 
. 4 
A la fin de la séance d’hier soir, Lorey Hoffman traitait 
d’une question d’importance critique, a savoir que nous 


percevons maintenant une taxe sur les institution: 
financiéres sans toutefois accorder de crédit auy 
entreprises. 


M. Lorey A. Hoffman (consultant auprés du Comité): 
J’aimerais aborder quelques éléments que nous n’avon: 
pas touchés au cours de la discussion d’hier et je vou: 
invite donc a vous reporter a la page 4-26, aprés quo, 
nous passerons a la page 4-28. 


Comme nous l’avons dit hier soir, les compagnie 
d’assurance versent aux gouvernements provinciaux de 
taxes sur les primes et, dans plusieurs cas, des taxes sur lk 
capital. Ces taxes, qui seraient déductibles sous le régim: 
de l’imposition des revenus des sociétés, ne donnent pa 
droit a un crédit aux fins de la TBS puisque, comme c’es) 
le cas d’autres taxes, elles font partie de la valeur ajoutée. 


Il y a un deuxiéme groupe d’institutions financiere 
dont nous n’avons pas parlé. Il s’agit des intermédiaire 
parmi lesquels il faut compter compagnies d’assurance-Vi\ 
qui ont des fonds réservés, les fonds communs d 
placements et les fonds communs de placements ¢ 
fiducie, dans la mesure ou ils paient des salaires et autre 
formes de rémunération. / 


Le président: Les sociétés de gestion financiére privées., 


M. Hoffman: Oui. Les intermédiaires qui offrent de te. 
services d’épargne pourront réaliser une fk 
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intermediation margin, but they will be allowed a 
deduction for all the payments they make to their unit 
holders. Essentially they will be treated in the same flow- 
through fashion as they are under the Income Tax Act. So 
if they pay any salaries, in effect the Only tax base that is 
left is any management fee, and they would of course be 
allowed to take credits for purchases of other goods and 
services like anything else. 


The Chairman: I happen to have a major shareholding 
in One of them, and we collect management fees, which is 
nice, and we also collect commissions and so On, but that 
is really the income of the company. Are you going to 
have an additional income tax? It is pretty hard to 
segregate. How do you treat the management fees as 
segregated from the rest of the income operation? 


Mr. Hoffman: At the end of the day, with this 
reatment, the management fee would attract tax and the 
lund would be allowed a deduction for purchases of 
yaper, tables, and chairs and the like, like anyone else. So, 
n effect, you would only get the value-added inherent in 
he management fee, just as you would tax a trust 
ompany Or someone else. 


The Chairman: So it is on your fee income, then? 


Mr. Hoffman: Yes, in essence. 
The Chairman: But not on your intermediary income? 


| 

_ Mr. Hoffman: No, because there are a lot of— 

The Chairman: These companies tend also to have 
yme capital, and they also operate and invest their own 
ugh. Often they mix their own dough up with their 
tients’ dough. 


| 
’ Mr. Hoffman: Yes. 


The Chairman: In other words, they may syndicate a 
'Tge mortgage, for example, and wind up holding a piece 
“it themselves. 


. Mr. Hoffman: Well, the treatment, as outlined in the— 


‘The Chairman: I just wonder how you handle that. 
ey are charging their clients a management fee for 
itting them in the deal. 


’Mr. Hoffman: Right. 
| - 0950 


‘The Chairman: They obviously do not charge 
(imselves a management fee for putting themselves in 
' deal. Investment income is not a matter of a sales tax. 


Mr. Hoffman: That is correct. 


'Mr. Friedman: Is there not a parallel to your investing 
“ your own as a consumer and perhaps doing consulting 


[Traduction] 


bénéficiaire sur leurs services d’intermédiation et auront 
droit de déduire tous les paiements faits 4 leurs détenteurs 
de parts. Ils auront droit au traitement réservé aux 
intermédiaires en vertu de la Loi de Vimpot sur le revenu. 
Ainsi, s’ils versent des salaires, la taxe ne pourra étre 
prélevée que sur les frais de gestion et ses intermédiaires 
pourront réclamer un crédit au titre des achats de biens et 
de services comme tous les autres contribuables. 


Le président: J’ai justement une participation 
importante dans une telle entreprise et nous percevons 
des frais de gestion, ce qui est bien beau, et des 
commissions et autres frais qui constituent le revenu de la 
société. Allez-vous prélever une taxe additionnelle sur le 
revenu? Il est assez difficile de faire la répartition 
proportionnelle. Comment allez-vous distinguer les frais 
de gestion des autres revenus d’exploitation? 


M. Hoffman: En derniére analyse, les frais de gestion 
frais assujettis a la taxe et les fonds pourraient réclamer 
une déduction au titre des achats de papier, de tables, de 
Chaises et tout le reste, comme n’importe quel autre 
contribuable. Ainsi, la taxe serait prélevée uniquement 
sur la fraction des frais de gestion qui représente une 
valeur ajoutée, comme c’est le cas des compagnies de 
fiducie et de tous les autres contribuables. 


Le président: La taxe est-elle donc prélevée sur les 
revenus provenant de frais? 


M. Hoffman: Oui, c’est essentiellement le cas. 


Le président: Mais la taxe ne serait-elle pas prélevée sur 
les revenus provenant des services d’intermédiation? 


M. Hoffman: Non, parce qu’ily a. . . 


Le président: Ces sociétés ont aussi généralement du 
Capital et elles utilisent aussi une partie de leur fonds 
propres pour lexploitation et les placements. Elles 
mettent souvent en commun leur fonds propres et les 
fonds de leurs clients. 


M. Hoffman: Oui. 


Le président: Autrement dit, elles peuvent parfois 
s’associer a un syndicat pour assurer le financement d’une 
importante hypothéque et détiendrait alors une 
participation dans le montage financier. 


M. Hoffman: Selon le traitement décrit ici. . . 


Le président: Je me demande tout simplement 
comment vous allez procéder. Ces sociétés demandent a 
leurs clients des frais de gestion au titre des services 
d’intermédiation. 


M. Hoffman: C’est exact. 


Le président: Elles ne s’imposent pas manifestement de 
frais de gestion. Il n’y a pas de taxe de vente sur les 
revenus de placements. 


M. Hoffman: C’est exact. 


M. Friedman: Mais n’y a-t-il pas la un paralléle a tirer 
avec celui qui investit a titre individuel en tant que 


ISV7EN6 


[Text] 
work for yourself? In that case, there is not imputed value 
added, is there? 


The Chairman: That is right. 


Mr. Friedman: So that escapes the taxing net. Is that a 
good analogy? 


Mr. Hoffman: Yes. 


Mr. Friedman: In effect, we are treating these 
intermediaries as an extension of a household, just as we 
do in the corporate context. 


The Chairman: There is another little problem. You 
could very well wind up—depending on the split between 
investment income and_ investment activity and 
management fees—with the government paying the tax 
back and all sorts of things. It is used in the investment 
business, but it is being charged against the management 
business. Is that not the problem with a banking situation, 
for example? 


Mr. 
problem. 


The Chairman: Yes, 
allocate that stuff. 


Friedman: You were raising an allocation 


but I do not know how you 


Mr. Friedman: Ballpark it. 


The Chairman: You can be damn sure that they are 
going to allocate everything to the management business. 


Mr. Friedman: 
problem. 


I think you are outlining another 


Mr. Hoffman: To return to the third point, the white 
paper suggests that some credit would be also given for 
bad and doubtful debts for a financial institution. Let us 
think about why that should be the case. 


When the lender charges the borrower some interest 
rate, let us say, some portion of the interest charged 
includes a risk premium, reflecting the probability and 
costs of a default on a loan. So since we charge the whole 
of interest income in the margin calculation, it is 
necessary to give a deduction for the expected value of 
future losses. People who pay into the financial 
intermediary’s interest or risk premium are in essence 
transferring part of their capital to cover the losses that 
the financial institution might incur on those who go into 
default. That portion of the margin per se does not 
constitute value added. So to tax the gross margin per se 
would be to tax too much. 


The white paper does not provide too much detail on 
how this would be accomplished, except to say that some 
relief would be provided for bad and doubtful debts 
similar to the income tax treatment. We must note that 
the treatment of bad and doubtful debts has recently 
undergone a substantial upheaval by stage one of tax 
reform. My only remark there is that some people might 
be quite concerned that this treatment should be extended 
to the sales tax treatment. I think the concern there stems 
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consommateur et qui fait des travaux de consultant pour 
son propre compte? Dans ce cas-la, il n’y a pas de valeur 
ajoutée imputée, n’est-ce-pas? 


Le président: C’est exact. 


M. Friedman: Il n’y a donc pas de taxe dans ce cas-la. 
Est-ce une bonne comparaison? 


M. Hoffman: Oui. 


M. Friedman: En fait, nous assimilons ces 
intermédiaires 4 un ménage, comme nous le faisons dans 
le cadre du régime d’imposition des sociétés. 


Le président: I] y a un autre petit pépin. Si une 
distinction est faite entre les revenus de placement et les 
frais de gestion, le gouvernement pourrait trés bien étre 
obligé de rembourser la taxe. Certains intrants pourraient 
étre utilisés dans le cadre des activités d’investissement et 
étre imputés aux activités de gestion. N’est-ce pas le 
probleme qui se pose dans le cas des banques, par 
exemple? 

M. Friedman: Vous avez soulevé le probleme de la 
répartition proportionnelle. 


Le président: Oui, mais je ne sais comment vous allez 
vous y prendre. 


M. Friedman: [1 faudra faire un calcul approximatif. 


Le président: Elles vont tout imputer aux activités de 
gestion, vous pouvez y compter. 


M. Friedman: Vous touchez la a un autre pobléme. 


M. Hoffman: Revenons au troisieéme point; le Livre 
blanc propose qu’un crédit soit accordé au titre des 
mauvaises créances et des créances douteuses d’une 
institution financiére. Essayons de voir pourquoi ce serait 
nécessaire. 


Quand le préteur fixe un taux d’intérét a l’emprunteur, 
une fraction de cet intérét est en fait une prime de risque, 


reflétant la probabilité de non-remboursement d’un prét — 


et des colts qui en résulteraient. Ainsi, puisque nous 


ajoutons la totalité des revenus d’intérét dans le calcul de- 


la marge bénéficiaire, il faut accorder une déduction en 
fonction de la valeur prévue des pertes éventuelles. Ceux 
qui versent a l’intermédiaire financier des intéréts ou une 
prime-risques, transférent en fait une partie de leur 
capital a l’institution financiere pour couvrir les pertes 
qui résulteraient du non-remboursement. Ainsi, 


cette - 


fraction de la marge bénéficiaire ne fait pas partie de la . 
valeur ajoutée. Ainsi, si nous taxions la marge bénéficiaire | 


brute, nous taxerions trop. 


Le Livre blanc est avare de détails sur la fagon d’éviter | 


ce probléme et ne prévoit que certains allégements au 
titre de mauvaises créances et de créances douteuses, 
semblables 4 ceux prévus dans la Loi de l’impéot sur le 
revenu. Il ne faut pas oublier que le traitement réserve 
aux mauvaises créances et aux créances douteuses a été 
modifié en profondeur par la premiére étape de la 
réforme fiscale. Tout ce que je peux vous dire, c’est que 
certaines personnes seront portées a réclamer que le 
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from what the government has suggested should be a 
prescribed rate applied to the inclusion of doubtful debt 
provisions in income. I do not think the government 
position on this treatment has been adequately defended. 


‘The Chairman: It is indefensible. 


Mr. Hoffman: As an independent economist, I would 
agree with the chairman’s position, and I would also 
venture a prediction that you will be hearing from the 
financial institutions on this point. So this will merit 
further attention. 


Lastly, commissions paid to agents will be creditable 
and will constitute a taxable sale for the agent. This means 
that a property and casualty insurer—unlike, say, a 
banking operation, which pays its wages and salaries to its 
employees who give the service at the counter—provides 
that value added in two ways: at company level and 
through its agent network. In essence this treatment says 
the company will get a credit for commissions paid to its 
agents and we will tax the value added provided by agents 
in the agent’s hands. 


= 0955 


Now, when you think about that, that is really 
necessary because there are thousands upon thousands of 
insurance agents in this country, all of which have 

. purchases of goods and services. Presumably they would 
like to have credits against something. So you would have 
| to include their commissions as a taxable sale in order to 
‘allow them to get a credit for their purchases of paper, 
desks, chairs, buildings, and so on. 


Mr. Friedman: The insurance companies will I assume 
ido the withholding. If you get a $1,000 commission, will 
‘they do the withholding? 


| Mr. Hoffman: No, they will not. There is no suggestion 
‘that would be the case. 


__ Mr. Layton: Does it add to the bookkeeping? 


Mr. Hoffman: It means that you could in concept tax 
‘that value added at company level, if you wanted to, but 
‘just deny him credit for commissions. I suppose, from one 
point of view, that it might have an advantage in that you 
Jo not have to bring all the agent networks into the 
icheme. However, I think that has a direct consequence in 
phat the agents would be stuck with the tax on their 
iurchases. So it seems that you have to bring in the 
‘Ommissions as a taxable sale for the agents. The other 
Onsequence is that you have just brought in several 
‘housand more taxpayers. 


The Chairman: When you were analysing insurance, 
id you think about just a straight premium tax? 


[Traduction] 


méme traitement soit accordé au titre de la taxe de vente. 
Leurs préoccupations découlent du fait que le 
gouvernement a proposé un taux prescrit d’inclusion dans 
le revenu des provisions pour créances douteuses. J’estime 
pour ma part que le gouvernement n’a pas adéquatement 
justifié sa position a cet égard. 


Le président: Elle est indéfendable. 


M. Hoffman: En tant qu’économiste indépendant, je 
suis plutét d’accord avec la position du président et j’irais 
méme jusqu’a prédire que les institutions financiéres 
voudront aborder cette question avec vous. Cet aspect de 
la question mérite donc d’étre approfondie. 


Enfin, les commissions versées aux agents donneraient 
droit a un crédit d’imp6t et constitueront une vente 
imposable pour l’agent. Cela signifie qu’une compagnie 
d’assurances générales crée une valeur ajoutée de deux 
fagons: au niveau de la société et par l’entremise de son 
réseau d’agents, contrairement aux banques par exemple 
qui versent un salaire ou autre rémunération aux 
employés qui assurent le service au guichet. Le Livre 
blanc prévoit essentiellement que la compagnie obtiendra 
un crédit pour les commissions payées a ses agents et que 
le gouvernement taxera la valeur ajoutée résultant de 
l’activité des agents. 


Vous admettrez que cela est tout a fait nécessaire parce 
qu'il existe au Canada des milliers et des milliers d’agents 
d’assurance qui achétent tous des biens et des services. Ils 
voudront présumément obtenir des crédits pour certains 
de ces achats. Ainsi, il faut que leur commission soit 
réputée avoir été réalisée sur des ventes taxables de sorte 
qu’ils puissent obtenir un crédit pour leurs achats de 
papier, de pupitres, de chaises, de locaux, etc. 


M. Friedman: J’imagine que les compagnies 
d’assurance feront la retenue de la taxe. Si un agent 
touche une commission de 1,000$, fera-t-il la retenue de 
la taxe? 


M. Hoffman: Non. Personne n’a proposé cela. 


M. Layton: Est-ce que cela compliquera la tenue des 
livres? 


M. Hoffman: Cela signifie que la taxe pourrait étre 
prélevée sur la valeur ajoutée au niveau de la compagnie 
mais que le crédit serait refusé. Pour cette raison, ce serait 
la solution la plus avantageuse puisqu’il ne serait pas 
nécessaire de compter sur la participation de tous les 
agents. Toutefois, les agents ne  pourraient, par 
conséquent, obtenir le remboursement de la taxe payée 
sur leurs achats. Il me semble donc que les commissions 
des agents doivent étre assimilées 4 une vente taxable. 
Autre conséquence de cette formule, il y aura plusieurs 
milliers de contribuables additionnels. 


Le président: Quand vous avez fait votre analyse du 
secteur de l’assurance, avez-vous envisagé la possibilité de 
prélever carrément une taxe sur les primes? 


3 & i 


[Text| 

Mr. Hoffman: There are several dire consequences with 
a premium tax, Mr. Chairman. First of all it is 
conceptually inappropriate, before we turn to other 
issues, simply because— 


The Chairman: What is conceptually inappropriate 
depends on what your concept is: whether your concept is 
to raise money or whether your concept is to be a purist. 


Mr. Hoffman: In the opening statement in the white 
paper this was a tax on consumption of services, and it 
was said to be fair and equitable. Within those confines, 
will a premium tax accomplish the government’s stated 
objectives? I think the answer is clearly no. 


The Chairman: Why? 


Mr. Hoffman: If you want to raise more money it is the 
only way to go. For example, on a typical life policy you 
might see the net margin or the net loading factor, if you 
will, somewhere between 10% and 20% of the gross 
premium. Therefore, the base might only be, after 
allowing all other deductions, 7¢ or 8¢ on a dollar instead 
of 100¢ on a dollar. 


So I would suggest to you that, if the committee comes 
out in favour of a premium tax, one will hear from the 
life and property and casualty industry very quickly. In 
those circumstances it is not consistent with the rest of the 
system. Then your objective is quite clearly one of raising 
revenue. 


I might also raise another point, which is something 
called retaliatory clauses in provincial and state legislation 
concerning premium taxes. As the chairman probably 
knows, every province in this country and every state has 
premium taxes—around 2% to 3%. Every or most pieces 
of legislation that I have looked at from the states and 
provinces contain retaliatory clauses which in essence say 
that, if another taxing jurisdiction raises its taxes on 
insurance doing business in my jurisdiction, we will 
generally double our premium taxes on insurers resident 
in that jurisdiction. 


There has been some suggestion—which [I cannot 
substantiate—that when Ontario tried to raise its 
premium taxes a number of years ago there was a 
potential threat of raising premium taxes in USS. states. I 
would suggest that this would cause great harm to the 
Canadian insurance industries which are substantial 
suppliers of insurance in the United States. I just think 
that is the wrong way to go. I will let industry speak to 
that more directly. I think you should be aware of those 
consequences. 


Mr. Friedman: | think there is an implication that only 
20% represents the load factor. What is the other 80%? 


Mr. Hoffman: The other 80% is the savings element of 
the policy. I am just pulling an example off the top of my 
head. That loading factor— 
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M. Hoffman: Monsieur le président, l’imposition d’une 
taxe sur les primes a de nombreuses conséquences 
désastreuses. D’abord, Vidée elle-méme est inacceptable 
tout simplement parce que... 


Le président: Ce qui est inacceptable au plan théorique 
dépend de votre objectif premier, a savoir de trouver de: 
recettes ou d’étre puriste. 


M. Hoffman: L’exposé de principes du Livre blanc 
parle d’une taxe sur la consommation de services qu 
devait étre juste et équitable. Etant donné ce paramétre 
est-ce qu’une taxe sur les primes permettrait d’atteindr 
V’objectif avoué du gouvernement? Non, pas du tout. 


Le président: Pourquoi pas? 


M. Hoffman: C’est la seule fagon de procéder si vou 
voulez obtenir davantage de recettes. Par exemple, li 
marge bénéficiaire nette ou le coefficient de chargemen 
net, si vous préférez, sur une police d’assurance-vii 
typique se situe entre 10 et 20 p. 100 de la prime brute 
Ainsi, l’assiette de la taxe, compte tenu de toutes les autre 
déductions, ne serait que de 7c. ou 8c. plutdt que d’u 
dollar. | 


Si le comité se prononce en faveur d’une taxe sur le 
primes, je soupgonne que les compagnies d’assurance-vi 
et d’assurances générales pousseront rapidement des haut 
cris. Cette mesure ne serait pas conforme a la logique d 
régime proposé. L’objectif serait alors manifestemer 
d’augmenter les recettes. | 


Je vous signale par ailleurs l’existence, dans les loi 
provinciales et étatiques, de clauses de représailles 
l’égard des taxes sur les primes. Comme le président | 
sait sans doute, chaque province canadienne et chaqu 
état prélévent des taxes sur les primes de 2 a 3 p. 10 
Dans la plupart ou la totalité des lois provinciales ( 
étatiques que j’ai examinées, j’ai trouvé des clauses 4 
représailles qui disent essentiellement que si une auti 
autorité fiscale augmente ses taxes sur les compagnic 
d’assurance implantées sur le territoire d’une aut 
autorité fiscale, cette derniére doublera les taxes sur I 
primes que doivent payer les assureurs faisant affaire st 
son territoire. 


J’ai entendu dire—mais je ne saurais le confirmer—qt 
quand |’Ontario a voulu augmenter sa taxe sur les prim: 
il y a quelques années, certains états américains Ol 
menacé d’en faire autant. A mon avis, cela serait tr’ 
préjudiciable aux compagnies d’assurance canadiennes q) 
réalisent une proportion appréciable de leur chiff, 
d’affaire aux Etats-Unis. A mon avis, cette option doit ét 
écartée. Je laisserai aux porte-parole de l’industrie le so. 
de présenter leurs arguments. Vous devez toutefois ét. 
conscients des conséquences. 


M. Friedman: Cela donne 4 penser que le coefficient « 
chargement n’est que de 20 p. 100. A quoi corresponde, 
les 80 p. 100 restants? 


M. Hoffman: Les 80 p. 100 restants correspondent) 
Vélément épargne de la police. C’est un exemple qué J) 
choisi a tout hasard. Le coefficient de chargement. . . 
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The Chairman: What you are Saying is that it is an 
actuarial problem in the policy. You do not mean the 
savings element, you mean pooling of the risk element. 


* 1000 
Mr. Friedman: And the capital itself. 
Mr. Layton: Yes. 
Mr. Hoffman: Technically, this is called an 


accumulating fund. Some portion of the premiums paid 
in are used to meet death claims or surrender values, and 
I just used the 20% as an example. Again, that can vary 
all over the map depending on the type of policy. But 
typically it is a small fraction of the total premium. 


Mr. Layton: I did not fully understand, if I just pursue 
it for a minute, that other jurisdictions would see the need 
for adding to their premium tax if we were to introduce a 
premium tax. I was not clear why. 


Mr. Hoffman: This is a threat. It is not clear that this 
will happen. But just to lay it out, other jurisdictions have 
clauses in the their premium tax legislations. For 
example, it is possible that somebody in New York State 
could say you have just put a federal premium tax on say 
New York Life doing business in Canada, therefore we are 
going to double our premium taxes on all Canadian 
insurers doing business in New York State and put them 
at a competitive disadvantage. 


Mr. Layton: Even though our tax might apply to all 
insurers? 


Mr. Hoffman: Correct. 


The Chairman: This is entering into a free trade 
agreement which prohibits any state doing that, though. 


Mr. Hoffman: It is not clear— 
The Chairman: Specifically prohibits— 


Mr. Hoffman: I am not a lawyer, sir, but it is not clear 
O me that states are bound to such an agreement. 


The Chairman: Yes they are. 

Mr. Hoffman: In the past, U.S. states have done exactly 
his— 

The Chairman: I know, but there was no treaty before, 
hough. 


Mr. Hoffman: —and it has been found in the courts 
tat they have not been bound by federal legislation. So I 
nly set this out as a warning that if you go down that 
ath it should be looked at very closely. 


Mr. Layton: And as you say, it will certainly come to 
ur intention from the institutions affected. 


Mr. Hoffman: It most certainly will. 


Mr. Layton: You are alerting us, okay. Thank you, Mr. 
hairman. 


[Traduction] 


Le président: Vous nous dites donc que c’est un 
probleme actuariel inhérent A la police. Vous ne voulez 
pas parler de l’€lément épargne mais plutot de la mise en 
commun des risques. 


M. Friedman: Et le capital lui-méme. 
M. Layton: Oui. 


M. Hoffman: Techniquement, c’est ce que l’on appelle 
un fonds cumulatif. Une partie des primes sert a couvrir 
les prestations de décés ou les rachats et j'ai cité le chiffre 
de 20 p. 100 uniquement 4 titre d’exemple. Encore une 
fois, le chiffre réel peut varier considérablement selon le 
type de police. Mais, généralement, c’est une petite partie 
de la prime totale. 


M. Layton: Si je puis demander une précision, je n’ai 
pas trés bien compris pourquoi les autres juridictions 
voudraient accroitre leurs taxes sur les primes si nous en 
introduisions une. Je vois mal pourquoi. 


M. Hoffman: En guise de représailles. Il n’est pas établi 
que cela arriverait. Pour vous expliquer un peu, les autres 
juridictions possédent un certain nombre de clauses dans 
leur législation établissant les taxes sur les primes. Par 
exemple, il est possible que l’état de New York décréte 
que, puisque nous venons d’imposer une taxe fédérale sur 
les polices de la New York Life souscrites au Canada, lui- 
méme va doubler les taxes sur les polices d’assurance 
canadiennes souscrites par des habitants de l’état de New 
York afin de nous rendre moins compétitifs. 


M. Layton: Méme si notre taxe s’applique a tous les 
assureurs? 


M. Hoffman: Oui. 


Le président: Mais nous concluons une entente de 
libre-€change qui interdit aux parties de faire cela. 


M. Hoffman: Ce n’est pas sir. . . 
Le président: Interdit expressément. . . 


M. Hoffman: Je ne suis pas juriste, Monsieur, mais il 
ne parait pas établi que les Etats américains seraient 
contraints par une telle entente. 


Le président: Si. 


M. Hoffman: Par le passé, Les Etats américains ont fait 
exactement cela. . . 


Le président: Je sais, mais il n’y avait pas de traité 
auparavant. 

M. Hoffman: ... et les tribunaux ont tranché qu’ils 
n’étaient pas tenus de respecter la législation fédérale. Je 


dis donc cela en guise d’avertissement, afin que l’on 
réfléchisse bien avant de s’engager dans cette voie. 


M. Layton: et comme vous le dites, les compagnies 
d’assurance intéressées ne manqueront pas de protester. 


M. Hoffman: Certainement. 


M. Layton: Mais vous voulez nous mettre en garde dés 
aujourd’hui. Je vous remercie, monsieur le président. 


PS 7EELO 
[Text] 

The Chairman: The other reason is it makes an 
insurance certificate less a competitive financial 


instrument to a bank deposit. 
Mr. Hoffman: Absolutely! 


The Chairman: So if you were going to do it on 
insurance premiums, you would have to do it on bank 
deposits as well. 


Mr. Hoffman: And then again, you would have a 
system that bears no relation to the rest of the value-added 
tax. 


The Chairman: Which gets you into a hell of a mess. 


Mr. Layton: A few taxpayers might be affected. 


Mr. Friedman: Then taking it to its extreme, since 
Toronto transit fares go up by 5% to 10% a year, you 
might tax subway tokens for people who held onto them 
because they knew they would increase in value after a 
year. 


Mr. Minaker: We would classify those as used. 


Mr. Hoffman: Mr. Chairman, there is also an issue 
concerning the national sales tax proposal with regard to 
financial institutions, and that is, if the provinces were to 
join in the system you would be required to create 
allocation rules to apportion inputs. Indeed, you would 
have to apportion, presumably, the margin, the tax base 
for the financial institution among the provinces. 


Now, we have an apportionment rule here for 
determining the “Canadian” and “international” portion 
of the margin based on interest, dividends and fees. 
Presumably you would have to have a second rule to 
apportion where the service is flowing in Canada. And I 
would suggest you might have some difficulties getting the 
provinces to agree that when that deposit is made in 
Toronto or Ottawa and the loan is made in Alberta, where 
is the service being performed and who should, 
correspondingly, receive the revenue? I think their rules 
could be worked out. We have somewhat related rules in 
the Income Tax Act. You might turn to something based 
on ratios of loans and deposits, but any rule would have 
to be somewhat ad hoc and subject to negotiation. 


If I might close, Mr. Chairman, on page 4-28 we had 
just begun to touch on what we thought was a crucial 
stumbling block in the proposal. As we had said from the 
outset, if you choose to tax financial intermediaries, you 
can only do so under the GST method, that is the 
subtraction method, because it is impossible to tax or 
measure the value-added inherent in any _ specific 
transaction. 
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In a rough way, it would appear the government’s 
proposal accomplishes this objective, albeit at the cost of 
not providing an input to businesses. After all, if you tax 
this margin inherent in the financial institutions, some 
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Le président: L’autre raison, c’est que cela rend les 
certificats d’assurance moins compétitifs par rapport aux 
dépots bancaires. 


M. Hoffman: Absolument! 


Von devait 
également 


Le président: Et si 
d’assurance, il faudrait 
bancaires. 


taxer les primes 
taxer les dépdots 


M. Hoffman: Et la encore, vous auriez un systéme 
totalement différent du reste de la taxe a la valeur ajoutée. 


Le président: Ce toutes sortes de 


complications. 


qui pose 


M. Layton: Pas mal de contribuables seraient touchés. 


M. Friedman: Et si l’on poussee les choses a la limite, 
sachant que le prix des transports en commun augmente 
de 5 4 10 p. 100 par an, on pourrait taxer les jetons de. 
métro que les gens auraient conservés, sachant que leur 
prix augmenterait au bout d’un an. 


M. Minaker: On les classerait comme biens usagers. 


M. Hoffman: Une taxe de vente nationale percue 
auprés des institutions financieres pose encore un autre 
probléme a savoir que si les provinces y participaient, il 


faudrait distinguer la provenance des recettes par 
province. Il faudrait calculer quelle proportion de 
l’assiette imposée, de la marge, provient de quelle 
province. 


Il existe déja une régle de répartition pour déterminer | 
la partie «canadienne» et la partie «internationale» de la 
marge bénéficiaire, calculée sur la base des intéréts, des 
dividendes et des honoraires. Je suppose qu’il faudrait 
alors adopter une deuxiéme régle pour déterminer dans | 
quelle province le service est rendu. Et vous auriez sans 
doute des difficultés 4 faire en sorte que les provinces 
s’entendent la-dessus. Si un dépét est effectué a Toronto 
ou Ottawa et que le prét est accordé en Alberta, dans 
quelle province le service est-il rendu et laquelle va 
percevoir la taxe correspondante? II faudrait établir des | 
régles. Il existe déja des régles similaires dans la Loi de 
Vimpot sur le revenu. I] faudrait peut-étre prendre 
comme critéres les ratio des préts et des dépéts mais il est 
certain qu’il faudra en négocier de nouvelles. 


Pour terminer, monsieur le président, a la page 4-28 
nous avons isolé ce qui nous parait un autre inconvénient | 
crucial du projet. Ainsi que nous l’avons dit dés le départ, 
si vous décidez de taxer les intermédiaires financiers, vous 
ne pouvez le faire qu’avec la méthode de la taxe sur les 
biens et services, c’est-a-dire la méthode de la soustraction 
car il est impossible de mesurer la valeur ajoutée 
inhérente a une transaction donnée. 


On pourrait donc dire a prime abord que la. 
proposition du gouvernement permet de réaliser cell 
objectif, mais cela se fait aux dépens des entreprises. En 


, 


effet, si l’on impose cette partie de la marge bénéficiaire 
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part of that is consumption; namely, that part the 
household purchases directly from the bank or insurance 
company. But that part which firms purchase when they 
purchase financial services from a bank is not 
consumption yet. It is still an input, as any Other input, in 
the production value-added chain. It becomes 
.consumption when that firm sells its products to the end 
user. 


The government, as I said last night, has admitted this 
is a flaw in the proposal, but it has chosen to deny the 
credit on the grounds that the tax distortion is small and 
any credit would be arbitrary. That might be going a bit 
too far, and as I said last night I think you will hear from 
the institutions, because this would conceivably give rise 
to an import bias. Many people will come to you saying 
you are going to drive financial institutions offshore, 
because clearly somebody else will be able to provide that 
service offshore and they do not have to pay the tax. This 
arises because businesses are not given a credit. 


Notwithstanding those remarks, giving a credit is 
problematic, because it would have to be ad hoc. You 
could say 1%, perhaps, of interest paid or something like 
that. It might be difficult to trace the credit if you said 
you would get the credit only if the funds were used in 
the course of a taxable activity, if you wanted to go that 
far. You might have a business with taxable and non- 
taxable activity, when they borrow the money and hence 
consume financial services. .. What did they use the funds 
for? Which of the two? If you have that tracing problem, 
as we might conceivably have with the income tax 
problems with interest deductibility in the near future, 
that might confound Revenue Canada’s audit function. So 
I think this merits particularly close attention. 


The other thing I did not touch on was that financial 
services consumed by households, like other services, can 
be purchased offshore, and it is very, very difficult to tax 
them. I do not think I am going to run down to New 
York State and try to get my mortgage and hence save this 
tax, especially if the net spread turns out to be something 
like 1% and at an 8% rate I am only saving eight 15 to 20 
basis points. It is unlikely anybody in New York State is 
going to give me a mortgage anyway. I might, however, 
Choose to purchase my securities through a broker in 
New York State by simply picking up the phone. 


I can see some problems evolving with household 
consumption of services from non-residents. But again, 
this is not peculiar to financial services. One can see it 
happening with computer services transmitted over 
telephones and other services. It is very difficult to see 
how you get at that. I think in many instances you can 
devise rules to prevent Canadian resident companies from 
Shifting their services offshore and avoiding the tax 
through self-supply rules. I think that is possible. But it 


[Traduction] 


des établissements financiers, cela se répercute en parti 
sur la consommation, a savoir la Partie que les ménage 
achétent directement aux banques ou aux compagnie 
d’assurances. Par contre, la partie achetée par le 
entreprises lorsqu’elles achétent des services financier 
aux banques n’est pas a assimilable a la consommation 
Cela fait encore partie des facteurs de production comm 
tous les autres facteurs qui constituent la valeur ajoutée 
On ne peut parler de consommation que lorsqu 
Ventreprise vend sa production aux usagers. 


Comme je l’ai signalé hier soir, le gouvernement, tou 
en admettant que cela constitue un défaut dans sé 
Proposition, refuse néanmoins ce crédit, soi-disant parce 
que la distorsion fiscale est peu importante tandis que tou 
crédit serait arbitraire. Mais ceci est sans doute exagéré 
comme les €tablissements financiers vous V’expliqueront 
eux-mémes, car cela risque de favoriser des importations. 
Ces mesures risquent en effet de pousser les établissements 
financiers a s’établir a l’étranger, car il est évident qu’il y 
a moyen de trouver ce méme service ailleurs ov il n’est 
pas imposé. Tout ceci parce que les entreprises n’auront 
pas ce crédit. 


Il n’empéche que l’attribution d’un crédit souléve 
également des problémes vu qu’il s’agirait d’un crédit 
ponctuel. On pourrait par exemple fixer le crédit 4 1 p. 
100 de lintérét versé. Il serait en outre difficile de 
calculer ce crédit s’il n’est accordé qu’a condition que les 
fonds soient utilisés pour une activité imposable. Ainsi 
dans une entreprise qui effectue des activités imposables et 
non imposables, il peut étre difficile de déterminer 
Vemploi exact d’emprunts, soit pour les activités 
imposables ou soit pour les activités non imposables. II 
s’avére donc difficile d’imputer Vutilisation des fonds ce 
qui risque fort bien d’arriver lorsque les intéréts 
deviendront déductibles dans un proche avenir, les 
vérificateurs de Revenu Canada risquent de ne plus s’en 
sortir. Donc cette question devrait étre examinée de trés 
pres. 


Mais je n’ai pas encore évoqué par ailleurs le probléme 
de divers services financiers que les ménages peuvent se 
procurer a l’étranger et qu’il est donc extrémement 
difficile d’imposer. Les gens ne vont sans doute pas aller a 
New York pour obtenir une hypothéque et payer ainsi 
moins d’imp6t, surtout lorsque la différence est tres petite. 
D’ailleurs je doute qu’on puisse obtenir des hypothéques a 
New York. Par contre, il est tout a fait possible d’acheter 
des obligations 4 New York simplement en s’adressant A 
un courtier new yorkais par téléphone. 


L’utilisation des services financiers par des ménages qui 
ne sont pas résidents dans le pays pourrait également 
provoquer des problémes, mais ces problémes ne 
caractériseraient pas les seuls services financiers. C’est ce 
qui arrive déja avec des services informatisés transmis au 
telephone. On _ peut appliquer des régles qui 
empécheraient des entreprises canadiennes d’obtenir des 
services financiers a l’étranger et d’éviter ainsi a avoir A 
payer Vimpét grace a des dispositions sur lauto- 


372212 


[Text] 


seems likely there will always be some small element of 
household consumption that might escape the tax. 


Mr. Layton: Could this go so far as to engage the 
telecommunications business, as with long distance 
telephone calls? It is not impossible. 


Mr. Hoffman: It is not impossible. Right now I know of 
some business users in Vancouver that route their 
telephone calls through Blaine, Washington, back to New 
York State and into Toronto. 


Mr. Friedman: But be careful, because you are falling 
into the same trap. As long a business—and this leads into 
transportation—gets full credit for all its purchases, there 
is no incentive to have the... The only incentive to go 
through Blaine rather than through Canada is that 
perhaps the satellite services are cheaper. There is more 
competition for communications in the U.S. But as long 
as the business does the purchasing, there is no incentive 
just for the tax, because you get a full credit on all your 
purchases. 
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Mr. Layton: Not for the business, but for the 


eventual— 
Mr. Friedman: For the eventual households. 


Mr. Hoffman: Direct consumption by households, 
households all receive the tax anyway; so this is clearly a 
saving for households. 


Mr. Layton: The net price differential without tax is 
going to be noticeable in the price paid. 


Mr. Hoffman: That is right. In conclusion, Mr. 
Chairman, I think this latter argument is the one on 
which much of this discussion will hinge, that many of 
the briefs from the financial institutions will focus on this 
potential import bias, and I think the government has 
probably treated this issue somewhat cavalierly. 


The Chairman: Andy mentioned the question of people 
not opting for foreign service, because they would not be 
able to write off the tax. But surely if I am buying a 
computer service from Toronto, and I have the 
opportunity to buy one from Buffalo, and the price is the 
same, except the Toronto guy has to charge 10% on his 
SERVICE...) 


Mr. Friedman: Are you a business or an individual? 


The Chairman: If I am a business, I suppose I can write 
off the tax. 


Mr. Friedman: You do not write it off, you can get the 
tax right back. 


Mr. Layton: But eventually your customer, the end 
user, will have to pay the tax. 


Mr. Weyman: If it happened you were one of these 
many now exempt businesses we suggested should be in 
the system, you might be concerned, because as an exempt 
business paying the tax on the domestic purchase, you 
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approvisionnement. C’est sans doute possible. Mais un 
certain pourcentage de la consommation des ménages 
échappera fatalement au fisc. 


M. Layton: Est-ce que cela pourrait également 
s’appliquer aux communications téléphoniques 
interurbaines? 


M. Hoffman: Ce n’est pas impossible. Je sais qu’il existe 
des entreprises 4 Vancouver qui pour leurs appels passent 
par Blaine dans 1’état de Washington et ensuite par New 
York et Toronto. 


M. Friedman: Attention car vous allez tomber dans le 
méme piége. Tant que les entreprises sont créditées pour 
tous leurs achats, le seul avantage qu’ils auraient a passer 
par Blaine plutot que par le Canada pour leurs 
communications téléphoniques serait da au fait que les 
satellites sont moins chers aux Etats-Unis ou la 
concurrence dans le domaine des télécommunications est 
beaucoup plus forte. Il n’y a aucun avantage puisque tous 
les achats d’entreprises font l’objet d’un crédit. 


M. Layton: En ce qui concerne les. . . 


M. Friedman: Les ménages. 


M. Hoffman: Les services utilisés par les ménages sont 
visés, de sorte qu’il y a une €conomie dans leur cas. 


M. Layton: La différence entre le prix avec et sans la 
taxe est appréciable. 


M. Hoffman: En effet. En conclusion, monsieur le 
président, ce dernier point est celui qui retiendra le plus 
attention; beaucoup de mémoires des établissements 
financiers feront état de cet avantage possible pour les 
importations; le gouvernement a probablement examiné 
la question de fagon superficielle. 


Le président: Andy a mentionné le fait que les gens 
pourraient ne pas choisir les services étrangers parce qu’a 
ce moment-la ils pourraient étre empéchées de déduire la 
taxe. Cependant, si j’ai besoin  d’un _ service 
d’informatique, et que j’ai le choix entre Toronto et 


Buffalo, le prix étant égal, sauf que l’achat de Toronto 


implique une taxe de 10 p. 100... 
M. Friedman: A titre d’entreprise ou de particulier? 


Le président: A titre d’entreprise, je suppose que je 
puis déduire la taxe. 


M. Friedman: Vous n’avez pas a la déduire, elle vous 
est remboursée immédiatement. 


M. Layton: Au bout du compte le client ou l’utilisateur 
paie la taxe. 


M. Weyman: Si vous étes une des nombreuses 
entreprises exonérées actuellement, nous avons dit 
souhaiter leur inclusion dans le systéme, vous avez des 
raisons de vous inquiéter; o¥ vous étes exonéré de la taxe 
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would not get the tax back. You would therefore be better 
off if you could avoid paying the tax completely by buying 
from outside the country. 


Mr. Hoffman: Mr. Chairman, if you follow the 
treatment outlined in the white paper for exempt 
financial institutions that are heavy purchasers of 


brokerage fees, for example, you would want to be very 
concerned you do not drive the brokerage industry 
offshore by creating an incentive for exempt Canadian 
financial institutions to purchase their— 


Mr. Layton: It is an in-house story. 


The Chairman: We have this Indian reservation in 
Cornwall. We are going to have to do a revenue 
investigation into that one. 


Mr. Layton: They are well represented. 


Mr. Warner: They can Supply insurance services 
offshore. 


The Chairman: They can Supply onshore and not pay 
tax on it. They are an Indian reservation. 


If you exempt a bank, for example, and the bank is in 
the business of buying computer service, buying all sorts 
of services, it is obviously likely to buy offshore rather 
than buy from a Canadian source, where they would have 
to pay tax. 


Mr. Hoffman: You need a self-supply rule. 


The Chairman: Then you have to say that any 
purchases, whether you buy them onshore or offshore, are 
taxable. Presumably services crossing the border are 
taxable. 


Mr. Friedman: But then we get back to the problem of 
when our service is imported. 


Mr. Warner: How would you enforce the situation 
where someone buys insurance from the United States? 
How are you going to tax that? How would you impose 
Our sales tax On a person buying his car insurance, or 
maybe that would be prohibited, but on life insurance, 
from New York State? 


Mr. Friedman: Could you not somehow have rules 
relating to the ability to sell insurance in Canada, unless 
you were registered, like the provinces do, for example? 


Mr. Warner: You do not buy it in Canada. You buy it 
in New York State. 


* 08S 


The Chairman: Sure, but you are insuring your life as 
| domiciled Canadian. Therefore you are personally 
€sponsible for paying the tax, just as you are when you 
Vhip across the border, buy some goodies over there that 
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actuellement pour les achats au pays de sorte que vous 
n’avez pas droit au remboursement de la taxe en vertu du 
nouveau systeme. A ce moment-la, vous faites mieux 
d’éviter complétement le paiement de la taxe en vous 
adressant a l’extérieur du pays. 


M. Hoffman: Compte-tenu du traitement prévu dans le 
Livre blanc pour les établissements financiers exoneérés 
qui achétent beaucoup de services de courtage, par 
exemple, vous devez prendre grand soin de ne pas Chasser 
a l’étranger Vindustrie du courtage en incitant les 
€établissements financiers —_ canadiens exonérés a 
s’adresser. . . 


M. Layton: C’est une affaire interne. 


Le président: Il s’agit d’une réserve indienne A 
Cornwall. Il doit y avoir une enquéte du Ministére du 
revenu. 


M. Layton: Elle est bien représentée. 


M. Warner: Elle peut fournir des services d’assurances 
a l’étranger. 


Le président: Elle peut fournir des services canadiens 
et éviter de payer la taxe. II s’agit d’une réserve indienne. 


Prenez le cas d’une banque. En tant qu’entreprise, elle 
doit acheter des services d’informatique et autres: elle 
risque de s’adresser a l’étranger plutot que d’acheter ses 
services au Canada ou elle doit acquitter la taxe. 


M. Hoffman: Il faut une régle pour les services fournis 
a Vintérieur d’une méme organisation. 


Le président: A ce moment-la, il faut que tous les 
achats, qu’ils soient effectués a ’étranger ou au Canada, 
soient visés par la taxe. II faut supposer que les services 
trans-frontaliers soient visés par la taxe. 


M. Friedman: Le probléme est de définir ce qu’est un 
service importé. 


M. Warner: Que se passe-t-il si quelqu’un achéte de 
l’assurance des Etats-Unis? Comment la taxe peut-elle étre 
imposée a ce moment-la? Comment peut-elle étre 
imposée sur une assurance-auto—¢a serait sans doute 
interdit—ou sur une assurance-vie achetée dans l’état de 
New York? 


M. Friedman: Ne pourrait-il pas y avoir des régles 
portant sur la possibilité de vendre de l’assurance au 
Canada? Ne serait-il pas possible de prévoir que les 
sociétés doivent étre enregistrées? C’est ce que font les 
provinces actuellement. 


M. Warner: Vous n’achetez pas au Canada, vous 
achetez dans l’état de New York. 


Le président: Bien sir, mais vous achetez de 
V'assurance-vie en tant que résident canadien. Par 
conséquent, c’est a vous qu’il incombe de payer la taxe, 
tout comme si vous traversiez la frontiére pour y acheter 
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are not taxed and smuggle them into this country where 
you are taxed with the sales tax. 


Mr. Warner: So 
compliance. 


you are relying on voluntary 


The Chairman: You are obviously going to have some 
leakage. On an insurance contract you might very easily 
catch it because there is a lot of money involved, 
particularly if it pays off, you just go after the estate. 


Mr. Warner: 
insurance? 


How about property and casualty 


Mr. Hoffman: You have to be registered to sell P&C 
insurance in Canada 


Mr. Warner: That is right. When you purchase it in 
New York State, it covers risk that may be international 
or it may not; it may be a risk that is only in Canada. 


Mr. Hoffman: If I am a Revenue Canada auditor doing 
the audit and if I see an insurance premium paid to a 
New York resident company, I ask whether it was written 
on a risk situated in Canada, and I have it. 


Mr. Warner: Right. Okay. 


Mr. Hoffman: There is a problem if I get a letter in the 
mail from some life insurance company in Omaha saying 
they will insure my life and asking me to send the cheque 
in the mail. This is the one that is difficult to police. 
Fortunately, most life insurance is very labour-intensive. 
You have to have a lot of salesmen to get out there to 
push the policies. The portion of the business through the 
mail is small, but the hole is there. It is difficult to police 
at the household level. 


Mr. Friedman: If we go back to where we were two 
days ago, we were just leaving page 4-10 on passenger 
transportation. There are some strange rules on tours 
arranged by travel agents and international tours. The 
white paper proposes to tax their margin, and it is very 
difficult to see how they would do it. The rules are very 
complicated, and it is just an area that probably should be 
studied a little bit more. 


We move on to freight transportation. Domestic freight 
should be no problem. It is like any other good, but there 
seems to be a falsehood creeping in. Around Canada you 
hear people saying there is an incentive for a Canadian 
shipper doing business in Canada, shipping from say 
Vancouver to Moncton, New Brunswick, to route the 
shipment through Washington and then through the 
midwest and back into Canada somewhere in Quebec, 
and you save the tax on the freight. 
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de bonnes choses qui ne sont pas taxables, pour ensuite les 
passer en contrebande au Canada, ou ces mémes produits 
sont assujettis a la taxe de vente. 


M. Warner: Donc, vous invoquez le principe de 
Vobservation volontaire. 


Le président: Evidemment, il y aura toujours des fuites. 
C’est bien facile a déceler, s’il s’agit d’un contrat 
d’assurance, vu les fortes sommes en cause; surtout le jour 
ou la compagnie d’assurance doit débourser, vous vous en 
prenez a la succession. 


M. Warner: Et les assurances concernant la propriété et 
les risques divers? 


M. Hoffman: Toute compagnie d’assurance générale 
doit étre enregistrée au Canada. 


M. Warner: C’est exact. Si vous achetez de l’assurance 
dans l’Etat de New York, vous pouvez obtenir une 
protection s’appliquant dans d’autres pays, mais vous 
courez aussi le risque que cette protection ne s’applique 
qu’au Canada. 


M. Hoffman: Si je suis vérificateur 4 Revenu Canada et 
que je vois qu’une prime d’assurance a été versée a une 
société établie A New York, je demande si cette protection 
contre risques divers s’applique au Canada, et j’ai ma 
réponse. 


M. Warner: Bon. D’accord. 


M. Hoffman: Un probléme se pose lorsqu’une société 
s’assurance-vie d’Omaha m/’offre un contrat par le 
courrier et me demande d’envoyer un cheque aussi par 
courrier. Ce genre de chose est beaucoup plus difficile a 
déceler. Heureusement, la plupart des sociétés d’assurance- 
vie comptent beaucoup sur la main-d’oeuvre. Elles 
disposent d’une armée de vendeurs pour vendre leurs 
polices. Elles obtiennent bien peu de polices par 
V’intermédiaire du courrier, mais c’est un échappatoire: 
quand méme. C’est difficile 4 déceler au niveau des foyers. | 


M. Friedman: Si nous revenons au point oW nous en 
étions il y a deux jours, nous venions de terminer la page 
4-10 au sujet du transport des passagers. II existe certaines 
régles bizarres concernant les excursions organisées par 
des agences de voyage ou des agences de tournees 
internationales. Le livre blanc propose d’imposer leur 
marge de bénéfice, mais il est bien difficile de voir 
comment cela pourrait se faire. Les régles sont fort: 
compliquées, c’est donc un domaine qu'il faudrait 
probablement approfondir davantage. ) 


Passons maintenant au transport des marchandises. Sur 
le plan interne, cela ne devrait poser aucun probléme. 
C’est comme pour tout autre produit, quoi qu’une erreur 
semble s’y étre glissée. Dans certains milieux on vous dira 
qu’il est intéressant pour un expéditeur établi au Canada, 
qui expédie de Vancouver a Moncton, au Nouveau 
Brunswick, mettons, de passer par les Etats de 
Washington et du Midwest, avant de rentrer au Canada, 
quelque part au Québec, afin d’éviter les taxes applicables: 
aux marchandises. 


Texte] 


This is not so. To the extent that the Canadian 
manufacturer, wholesaler or retailer pays the freight 
charges and then is charged the tax, they can turn around 
and get a credit for the tax. However, there is no doubt 
that if I as a consumer were shipping goods from 
Vancouver back to Moncton again, there would be 
incentive for me to save the tax on the freight charge by 
routing through the U.S. The question is whether to me, 
as a consumer, that option was available anyway. It 
appears to be a small point of leakage. If you are involved 
in domestic freight and if you are in a business, you 
should not be out of the money. 


Outbound international freight is interesting. It is 
taxable if it is billed to someone in Canada, but it is tax 
free if it is billed to a non-resident. There is no problem if 
you are a Canadian business; as I said before, you can get 
the tax credit. However, for the Ontario Ministry of 
Transportation and Communications, for example, if they 
are sending, say, subway cars out of Canada, it pays the 
Ontario government to arrange to have the freight billed, 
and to have the American party pay the freight. If you pay 
the freight, it is taxed and there is no way to get a credit. 
There appears to be an inequality, but I have not studied 
it closely enough to figure out why you could not make— 


The Chairman: Why could you not treat the taxes you 
paid on your freight as a business expense and therefore 
deductible or creditable? 
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Mr. Friedman: If you are an exempt organization 
versus tax-free, if you are a government, or a charity, or a 
non-profit organization, you cannot get that credit back. 
So why could you not treat all international freight as 
being tax-free? It gets rid of the problem, because the only 
reason it is taxable here is if it is billed to someone in 
Canada. 


It is tax-free if billed to a non-resident. What is the 
Teatment if it is billed to a U.S. branch of a Canadian 
‘ompany? The Canadian company is a resident, its U.S. 
ranch is a non-resident, but since it is the same 
‘Ompany, where does it fall? Again there is some work to 
’€ done. The easy answer appears to be, make all 
nternational freight tax-free. 


Page 4-12 looks at inbound international freight, which 
i all tax-free. The logic behind it is that tax will be 
‘Ollected indirectly at the next stage. If you pay for your 
eight, you will build the freight costs into your selling 
‘tice, which is taxed. How do you isolate such tax-free 
urchases under GST? If you use your subtractive 
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C’est faux. Dans la mesure ot un fabricant, un grossiste 
Ou un détaillant canadien verse les frais de transport 
auxquels la taxe est ajoutée, il peut demander que cette 
taxe soit remboursée. Nul doute toutefois que si c’est moi 
qui, a titre de consommateur, expédie des biens de 
Vancouver 4 Moncton, j'ai tout intérét a m’épargner la 
taxe appliquée au transport des marchandises, en faisant 
passer mon expédition par les Etats-Unis. La question 
qu'il faut se poser, c’est de savoir si jai accés a cette 
Option en tant que consommateur. Cela semble étre un 
échappatoire peu important. Si vous étes une entreprise 
qui expédie les marchandises au Canada, vous ne devriez 
pas y perdre au change. 


La question devient intéressante pour les marchandises 
destinées a d’autres pays. Si elles sont taxables, la taxe est 
facturée a quelqu’un au Canada, mais si elles ne le sont 
pas, la taxe est facturée 4 un non-résident. Cela ne pose 
aucun probléme si vous étes une entreprise canadienne; je 
Vai déja dit, vous pouvez obtenir un credit “fiscal: 
Cependant, si c’est le ministére ontarien des Transports et 
des Communications, mettons, qui expédie des rames de 
métro a l’étranger, il doit verser un certain montant a 
l'Ontario qui s’occupe de percevoir les frais de transport 
de la marchandise, a l’acheteur américain. Si l’on acquitte 


les frais de transport, il n’est pas question d’étre 
remboursé, étant donné qu’il s’agit de marchandise 
taxable. Cela semble étre injuste, mais je n’ai pas 


approfondi suffisamment la chose 


pourquoi On ne pourrait pas. . . 


afin d’expliquer 


Le président: Pourquoi les_ taxes appliquées au 
transport des marchandises ne peuvent-elles étre une 
dépense d’entreprise, et par conséquent donnant droit a 
une déduction ou 4 un crédit? 


M. Friedman: Les organisations exonérées plutot que 
non imposable, c’est-a-dire les gouvernements, les 
Organismes de bienfaisance et les Organisations sans but 
lucratif, n’ont pas droit au crédit remboursable. Pourquoi 
alors ne pas détaxer tout le fret international? Cela 
réglerait le probléme puisque le transport des 
marchandises est taxable uniquement parce qu’il est 
facturé a un client au Canada. 


Il y a détaxation si la facture est présentée a un non- 
résident. Qu’arrive-t-il si les services sont facturés a la 
succursale américaine d’une société canadienne? La 
société canadienne a le statut de résident alors que la 
succursale américaine est un non-résident mais puisqu’il 
S'agit de la méme société, a quelle catégorie appartient- 
elle? Il reste des détails a régler a cet égard. La réponse la 
plus simple semble étre de détaxer tous les services de 
transport international des marchandises. 


Nous traitons a la page 4-12 des services de transport 
international de marchandises a destination du Canada 
qui sont tous détaxés parce que la taxe sera percue 
indirectement a l’étape suivante du circuit. Le fret est 
ajouté au prix de vente sur lequel porte la taxe. Comment 
fait-on pour séparer ces achats détaxés dans le cas d’une 
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method, you may have a problem there because you may 
try to get it— 


The Chairman: You just do not let it be subtracted, 
that is all. 


Mr. Friedman: That is right, but again, you have 
another bucket to worry about. 


The Chairman: You just define that certain things are 
subtractable and others are not, that is all. 


Mr. Friedman: Combined domestic and international 
freight gets a little more complicated. You are charged 
separately for inbound. The domestic portion is taxable, 
otherwise all is tax-free. So if you have domestic and 
international freight... say you are moving goods from 
New York State to Vancouver and you say the New York 
State to Niagara Falls, Ontario, charges so much, and 
Niagara Falls to Vancouver is so much, the domestic 
portion is taxable. 


If charged separately, it does not pay to prepay freight 
because if you get the American part in our example to 
prepay freight, they will build it into their selling price 
and the Canadian company cannot get a tax credit for it. 
What this illustrates is that business is going to have to 
become a little more careful about who pays freight, how 
the bills are broken out. Again the question is why not 
make all inbound freight tax-free? All outbound is 
taxable, if billed to Canadian customers. Again, if an 
exempt organization is shipping out, it pays to bill<. 


The Chairman: Why do you not just leave all freight 
exempt or tax-free, or whatever you want, in which case it 
will not be subtractable? 


Mr. Friedman: But tax-free is exactly. . . 


The Chairman: All right, it is not subtractable, so 
whoever uses it does not get any credit for it. They are 
going to have to gross it into their price and in effect pay 
tax on it, so the user of freight pays the tax. 


Mr. David Weyman (Committee Researcher): The 
ultimate consumer. 


The Chairman: Yes, the consumer of the freight pays 
the tax on it. Since that is really what you want to do 
anyway—you want to tax the consumer—why would it 
not be easier, since it is very difficult to determine 
whether it is outbound, inbound, cross-bound, in- 
domestic or whatever. 


Mr. Friedman: Most cross-country internal freight is 
not difficult, because you just tack the tax on. Where it 
gets complicated is when it is going out or coming in, and 
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TBS? Si vous utilisez la méthode de la soustraction, vous 
aurez peut-étre un probléme parce que vous voudrez. . . 


Le président: Vous interdisez la soustraction, c’est tout. 


M. Friedman: C’est exact mais 1a encore il faut 


craindre des fuites ailleurs. 


Le président: Il vous suffit de préciser quels couts 
peuvent étre soustraits. 


M. Friedman: Les choses se compliquent s’il y a a la 
fois transport intérieur et international de marchandises. 
Dans le cas du transport a destination du Canada, les 
services de transport intérieur sont taxables et tous les 
autres sont détaxés. Ainsi, si vous assurez le transport 
intérieur et international des marchandises—mettons que 
vous transportiez des marchandises de l’état de New York 
4 Vancouver et que le fret entre l’état de New York et 
Niagara Falls en Ontario soit de tant et que, de Niagara 
Falls A Vancouver, il soit de tant, le transport intérieur est 
taxable. 


Si les services sont facturés séparément, il n’est pas 
avantageux de payer les frais de transport a l’avance parce 
que, si le fret est payé a l’avance sur le transport aux Etats- 
Unis, les expéditeurs américains l’ajouteront a son prix de 
vente et la société canadienne ne pourra pas obtenir le 
crédit au titre de la taxe. Cela démontre clairement que 
les entreprises devront faire preuve de prudence au 
moment de décider qui paie le fret et comment seront 
partagées les factures. Pourquoi alors ne pas détaxer tout 
le transport intérieur des marchandises? Tous les services 


de transport a destination de l’étranger sont taxables, Sils | 
sont facturés a un client canadien. La encore, si une — 
organisation exonérée expédie des marchandises, il est | 


avantageux pour elle... 


Le président: Pourquoi ne pas décider que tout les 


services de transport sont exonérés ou détaxés, peu - 


importe, dans quel cas la soustraction serait interdite? 


M. Friedman: Mais c’est 


exactement... 


quand on dit détaxer, 


Le président: D’accord, la soustraction n’est 
possible et ceux qui choisissent cette option n’obtiennent 
aucun crédit. Ils devront l’ajouter 4 leur prix et payer la 


taxe qui sera répercutée sur les utilisateurs des services de 


transport. 


M. David Weyman (attaché de recherche du Comité): 
Le consommateur final. 


Le président: Oui, le consommateur des services de 
transport paie la taxe. Puisque vous voulez de toute fagon | 
taxer le consommateur, ne serait-il pas plus facile de’ 
procéder de cette fagon puisqu’il est trés difficile de - 
déterminer s’il s’agit de transport intérieur, a destination’ 
du Canada ou a destination de |’étranger ou les deux a la’ 
fois? | 


M. Friedman: Dans la plupart des cas, le transport 
intérieur via un autre pays ne pose pas de difficultés parce | 
que la taxe est tout simplement ajoutée. La situation se 


pas 
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in those situations tax is not charged. So that is a simple 
solution. 


Mr. Dorin: It is not that simple for the business that 
has to determine it. I used to be in business. It was an 
airplane business, and because we were dealers we used to 
get airplane parts coming in from Wichita, Kansas, and 
lots of places in the United States and Canada. We were a 
dealer, but we would ship to customers virtually all over 
western Canada. We got bills from all kinds of companies. 
We did not keep freight bills and sort them out by which 
came in from outside the country, which came from 
Winnipeg, which went here, which went there. It would 
have been a nightmare. 


Mr. Friedman: If you look at sales tax reform or GST 
in any other country, you have to keep all bills for six 
years. I think we have been coming back to this over the 
last three days that you are going to have to keep track of 
the tax. It is not simple, I agree with you. 
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Mr. Dorin: I am not talking about keeping the bills. 
We kept the invoices around somewhere. But once we got 
the goods we were billed for, we would sort them basically 
by the freight companies, so that we paid them. And not 
distinguish, if you like, what. . . 


Mr. Friedman: Well, all you have to do in this 
Situation is, if you get taxable freight you keep track of the 
tax, which you get back right away because you are a 
business. If it is not taxed, then you do not get it back. But 
you raise the point that you still have to retrieve that 
information. 


The Chairman: Would you not be better off in the 
system just making freight not taxable? 


Mr. Friedman: No, because— 


The Chairman: Therefore not creditable, so the user of 
it would have to build the freight into his price and pay 
fax On it. 


Mr. Friedman: No. If you ever get up— 


The Chairman: No matter how it is done, then, 


domestic or... 


Mr. Friedman: But there is a problem there, because if 
you get up like I do at 4 a.m. and turn on the television 


_ and all you have is the home shopping network and you 


i 


j 


| 
I 
| 
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Order yourself a telephone answering machine and it 
comes out by CanPar or one of the parcel companies, 
how do they know you are ordering that as a business or 
as an individual? 


Mr. Dorin: They do not. 


The Chairman: They do not. But you do not pay tax if 
you order it as an individual. There is no tax on it, that is 
all. 
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complique lorsqu’il s’agit de transport a destination du 
Canada ou de l’étranger et que la taxe n’est pas percue. 
C’est donc une solution simple. 


M. Dorin: Ce nest pas si simple que cela pour 
Ventreprise qui doit décider. J’ai déja fait le commerce des 
avions et, parce que nous étions concessionnaires, nous 
recevions des piéces d’avion de Wichita, au Kansas, et de 
plusieurs autres villes des Etats-Unis et du Canada. Nous 
€étions concessionnaires mais nous  faisions Vexpédition 
d’avions a des clients dans tout l’ouest du pays. Nous 
recevions des factures de toutes sortes de sociétés. Nous ne 
faisions pas le tri de nos factures de fret selon qu’elles 
nous parvenaient de l’extérieur du pays, de Winnipeg ni 
selon leur destination. C’aurait été un cauchemar. 


M. Friedman: Si vous examinez les propositions de 
réforme de la taxe de vente ou la TBS dans n’importe 
quel autre pays, vous constaterez que toutes les factures 
doivent €tre conservées pendant six ans. Nous répétons 
depuis trois jours qu’il faudra inscrire religieusement la 
taxe. Ce n’est pas simple, j’en conviens. 


M. Dorin: Je ne conteste pas la nécessité de conserver 
les factures. Nous les gardions. Mais quand nous recevions 
les marchandises pour lesquelles nous étions facturés, 
nous les séparions par compagnies de transport avant de 
les acquitter. Mais nous ne faisions pas la ventilation. . . 


M. Friedman: Enfin, si vous recevez du fret taxable, 
vous devez calculer la taxe qui vous est remboursée 
aussitOt puisque vous étes une entreprise. S’il n’est pas 
tax€, vous n’obtenez pas de remboursement. Mais, comme 
vous le dites, vous devez néanmoins récupérer ces 
renseignements. 


Le président: Ne serait-il pas préférable de dire que le 
fret n’est pas taxable? 


M. Friedman: Non, parce que. . . 


Le président: A ce moment-la, il n’y aurait pas de 
crédit et l'utilisateur du service serait obligé d’ajouter le 
fret a son prix et d’acquitter la taxe. 


M. Friedman: Non. Si jamais. . . 


Le président: Peu importe la formule retenue, le 
transport intérieur ou... 


M. Friedman: Mais cela pose un probléme parce que 
Si, Comme moi, vous vous levez a quatre heures et ne 
captez a la télévision que le réseau des achats a domicile et 
que vous vous commandez un répondeur téléphonique 
qui vous sera expédié par CanPar ou par une entreprise 
de livraison de colis, comment celui qui prendra votre 
commande saura-t-il si vous le commandez pour votre 
entreprise Ou pour votre usage personnel? 


M. Dorin: II ne le sait pas. 


Le président: I] ne le sait pas. Mais vous n’avez pas a 
payer la taxe si vous le commandez pour votre usage 
personnel. Il n’y a pas de taxe, un point c’est tout. 
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Mr. Friedman: But that is not fair to corporations who 
pay tax on value added, where they ship their own goods. 
Now, are you going to give them an imputed deduction 
for the tax-free freight? 


The Chairman: Well, presumably when you buy 
something and it is delivered to you, there is a tax you 
paid on the good you bought. The fact that you got a free 
delivery—in other words, there was not any specific 
charge for the delivery to you... 


Mr. Dorin: It had to be billed through the price. 
The Chairman: It is in the price anyway. 


Mr. Friedman: But to the extent that you do not tax 
outside freight, you have to make a company that has its 
own freight department equal, because their freight will 
be built into their selling price and that will attract tax. So 
there is an inequality there. 


What this indicates is that unless you tax everything, if 
you tinker with one half, somebody else will scream. 
Sears will say hey, we have all our own trucks; why is it 
that we have to collect tax on the freight portion of our 
bills? 


The Chairman: I see. Okay. 


Mr. Friedman: I understand the inclination to make it 
as simple as possible. By making it as simple as possible, 
you have some other self-interest group that says you are 
being unfair. 


That is freight. In the same way that you are going to 
get a lot of submissions on financial institutions, freight is 
another touchy area, especially given the size of this 
country and our proximity to the U.S. and the perception 
that there is some advantage gained by shipping goods 
through the U.S. 


The Chairman: Indeed, that is the biggest problem 
right now for truckers. They tell me that in southern 
Ontario you are far better off to drive goods to western 
Canada by going through the States. First of all, you can 
load up on the fuel that is cheaper. And often your roads 
are better and sometimes it is even shorter. You are better 
off to do that than go the Canadian route. 


Mr. Friedman: Okay, we have covered all of the 
specifics. Transitional issues are a bit troubling to me. The 
white paper spends one page, page 107, on it in the 
English version—one page out of 159 pages. In the 
French version it is one page out of 174 pages. 


The Chairman: Which page are we on? 


Mr. Friedman: Page 116 in the French version and 107 
in the English version. The Canadian federal sales tax take 
will likely exceed $14 billion this year. Therefore, it is 
likely that a change-over... Canada’s importers, 
wholesalers, retailers, construction contractors, will have 
billions of dollars of refundable sales tax and inventory or 
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M. Friedman: Mais cela n’est pas juste pour les sociétés 
qui paient la taxe sur la valeur ajoutée lorsqu’elles 
expédient leurs propres marchandises. Allez-vous leur 
accorder une déduction au titre du fret détaxé? 


Le président: Enfin, si vous faites un achat qui vous est 
livré, vous devez payer la taxe. Le fait que la livraison ait 
été gratuite, autrement dit qu’on ne vous ait impute 
aucun frais précis pour la livraison. . . 


M. Dorin: Le cout du service est ajouté au prix. 
Le président: Justement. 


M. Friedman: Oui, mais dans la mesure ou le transport 
a destination de l’étranger n’est pas taxé, vous devez 
assurer le méme traitement a la société qui a son propre 
service de transport parce qu’elle doit ajouter le fret a son 
prix de vente et payer la taxe. Il y a donc la une dispariteé. 


Il est donc clair que si vous ne taxez pas tout, ceux qui 
devront acquitter la taxe pousseront des hauts cris. Sears 
voudra savoir pourquoi, ayant ses propres camions, elle 
doit percevoir la taxe sur la composante fret de ses 
factures. 


Le président: Je vois. D’accord. 


M. Friedman: Je comprends que vous vouliez 
simplifier le régime autant que possible. Or, en faisant 
cela, vous risquez que d’autres groupes d’intérét vous 
accusent d’étre injuste. 


Voila pour ce qui est du transport des marchandises. 
Tout comme pour les institutions financieres, vous 
recevrez de nombreux mémoires sur la question délicate 
des transports, étant donné tout particuliérement la taille 
du Canada et notre proximité aux Etats-Unis et 
impression qui reigne dans ce secteur que l’expédition 
de marchandises par les Etats-Unis présente quelque 
avantage. 


Le président: De fait, c’est le principal probléme des 
camionneurs a l’heure actuelle. Ils me disent que dans le 
sud de |’Ontario, il est de loin préférable de transporter 
par camion les marchandises vers l’ouest du Canada en 
passant par les Etats-Unis. D’abord, parce que le plein 
d’essence cotte bien moins cher. En plus, les routes sont 
en bien meilleur état et les trajets sont méme parfois plus 
courts. C’est plus avantageux de passer par les Etats-Unis 
que par le Canada. 


M. Friedman: Voila, nous avons discuté de toutes les 
grandes questions. Par ailleurs, je trouve les mesures de 
transition assez préoccupantes. Sur 174 pages, le Livre 
blanc y consacre une page, page 116. 


Le président: De quelle page s’agit-il? 


M. Friedman: De la page 116 dans la version frangaise 
et 107 dans la version anglaise. Les recettes provenant de 
la taxe de vente fédérale dépasseront vraisemblablement 
les 14 milliards de dollars cette année. Par conséquent, il 
est probable que pendant la période de transition. . . les 
importateurs grossistes, détaillants et entrepreneurs en 
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in work in progress. Those goods are taxed at a 
combination of zero, 8%, 12% and 18%, at the 
manufacturer, wholesaler or retailer levels. One might 
need a random number generator to extract the correct 
refund amounts. 
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I do not want to steal Peter’s thunder here, so he will 
spend some time on transitional issues. I am not sure page 
5-1 has been bound into your copies, but I think Peter 
can give you a fairly reasonable summary of what is on 
that page. 


Mr. Peter H. Wood (Committee Consultant): As Andy 
Suggests, there are a number of interesting and difficult 
issues Surrounding transition, and there is an additional 
level of complexity, of course, in a national sales tax, 
because not only is there federal sales tax Sitting in the 
system, there would also be various provincial sales taxes 
in the system. 


I have split it down into six general categories I would 
like to talk about in turn. First, as Andy alluded to, there 
is the existing sales tax in the system. Presumably there 
would be some relief, although it might be partial relief. 
The second major category is fixed-price contracts, and 
what you do with those, where the vendor is able to 
recover from the purchaser the additional tax burden—or 
it could go the other way, that in fact the vendor gets a tax 
advantage. The third general category is straddle 
transactions, or transactions that straddle the Start-up date. 
We will talk about those. We will talk about the 
mechanics of pricing for the business that has to reset its 
prices as a result of the changes, the impact on prices 
themselves, on the price level, and some of the problems 
in education. 


Turning first to the question of rebates of the existing 
tax content in the system, you can split that down into 
inventory, supplies, and capital goods. With inventory, the 
goods the businesses hold for resale, Clearly there will be 
some federal sales tax content in some goods and not in 
others. As Andy said, there will be a number of different 
effective rates in that content. So the retailer indirectly 
will have paid a number of different rates, and 
Wholesalers may have inventory there is still federal sales 
on. Manufacturers, where they have imported goods and 
they do nothing else than wholesale them, in effect, would 
also have a sales tax content in those inventories. 


The government says there will be some relief on 
inventory. However, there are a lot of administrative 
details behind relieving inventory that are implicit in the 
Suggestion. First of all, the business has to prove it had 
that inventory as of the transition date. Does everyone 
have to go out and count inventory on the eve of the 
‘Change? How do you value that inventory? How do you 
‘Ort Out what it really cost you for those goods? What was 
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construction du Canada auront pour plusieurs milliards 
de dollars de taxes de vente remboursables, de stocks ou 
de travaux en cours. Ces divers bien sont taxés A des taux 
de zéro, 8 p. 100, 12 p. 100 et 18 p. 100 aux niveaux du 
fabricant, du grossiste ou du détaillant. I faudra peut-étre 
utiliser la méthode des nombres aléatoires pour obtenir le 
montant du remboursement. 


Je ne veux pas voler la vedette A Peter, je lui donne 
donc la parole pour parler des mesures de transition. Je 
ne sais pas si la page 5-1 se trouve dans votre exemplaire 
mais je pense que Peter pourra vous résumer ce qui s’y 
trouve. 


M. Peter H. Wood (conseiller du Comité): Comme le 
dit Andy, la période de transition souléve plusieurs 
questions difficiles et intéressantes et la taxe de vente 
nationale ne fait qu’ajouter a la complexité car il y aussi 
tous les régimes de taxe de vente provinciale. 


Il y a six catégories générales dont jaimerais vous 
parler. D’abord, comme Andy I’a mentionné, il y a la taxe 
de vente actuelle. Je suppose qu'il y aurait des mesures 
d’allégement, quoique partielles. Les contrats A prix fixe 
constituent la deuxiéme catégorie principale; quel régime 
faut-il prévoir quand le vendeur transmet la charge fiscale 
supplémentaire 4 l’acheteur ou, inversement, quand c’est 
le vendeur qui obtient Vavantage fiscal. Troisigmement, il 
y a les transactions qui sont a cheval entre le régime 
actuel et le nouveau régime. Nous allons en parler tout a 
l"heure. Nous parlerons aussi de l’établissement des prix 
pour les entreprises qui sont obligées de modifier leurs 
prix a la suite des changements, de l’évolution des prix en 
général et de certains problémes reliés a l'information. 


Quant aux dégrévements prévus pour le régime fiscal 
actuel, on peut faire trois catégories: les stocks, les 
fournitures et les biens d’équipement. En ce qui concerne 
les stocks, les articles détenus par les entreprises pour la 
revente, il est évident que certains articles comporteront 
un élément de taxe de vente fédérale et d’autres pas. 
Comme l’a dit Andy, cet élément aura été déterminé par 
divers taux réels. Ainsi, le détaillant aura payé 
indirectement plusieurs taux réels et les grossistes 
pourraient avoir des stocks qui sont encore soumis a la 
taxe de vente fédérale. Quant aux fabricants, s’il s’agit de 
marchandises importées pour lesquelles ils agissent 
uniquement comme grossistes, leurs stocks comportera 
aussi un élément de taxe de vente. 


Le gouvernement parle de mesures d’allégement en ce 
qui concerne les stocks. Evidemment, cela implique 
beaucoup de formalités administratives. Tout d’abord, 
Ventreprise doit prouver qu’elle avait ces stocks au 
moment de la transition. Tout le monde devra-t-il faire un 
inventaire la veille de l’entrée en vigueur du nouveau 
régime? Comment établit-on la valeur des stocks? 
Comment déterminer le codt réel des articles en 
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the flow? Which set of shoes did you sell; or where they 
are all the same product, which— 


The Chairman: But you do that everywhere. You do 
that at the year-end of every corporation anyway. That is 
not really a big deal. 


Mr. Friedman: Oh, yes, it is. 
Mr. Wood: If you ask every business— 


The Chairman: You close the joint and you get all your 
office staff to count inventory and the chartered 
accountant stands around and checks it off. 


Mr. Friedman: Can you close the door at Eatons across 
Canada on December 31 and count everything and figure 
out who paid the tax, on what base, and at what rate? 


Mr. Wood: Would you shut down every business in 
Canada for that day for this inventory count? 


The Chairman: Why not? 
Mr. Wood: National Inventory Day. 
The Chairman: That might be a hell of a good idea. 


Mr. Wood: Obviously 
problems— 


there are a number of 


The Chairman: We shut virtually every business down 
on Christmas Day, so why not? 


Mr. Friedman: You can have an inventory count as 
long as you do not make anybody work on that date. 


Mr. Layton: Inventory counting adds no value. 


Mr. Friedman: As long as you do it before January 1. 


Mr. Wood: And the accountants would issue the bills 
before the— 


Mr. Friedman: Prepaid bills. 


Mr. Wood: So on inventory the government has said 
there would be some relief. Although there are not a lot 
of details, there are significant ones to be worked out. 


The other thing people of course will have on hand, 
particularly the service businesses, is supplies, stationery 
and everything else, which would have federal sales tax 
content. There is no suggestion in the paper that there 
would be any relief for those kinds of items. It is only 
inventory that— 


The Chairman: Are they not inventory? 
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Mr. Wood: No, inventory is something that is held for 
resale, whereas supplies are just held for use in the 
provision of your services. 


Mr. Minaker: What about services that are pre-billed? 


Mr. Wood: Okay, that is coming up in my straddle 
transactions. 
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question? Quelle quantité des diverses sortes d’articles a 
été vendue; ou s’agissait-il du méme produit, ce qui. . . 


Le président: Mais il faut le faire chaque année. C’est 
ce que fait chaque entreprise a la fin de l'année. Ce n’est 
pas une grosse affaire. 


M. Friedman: Au contraire. 
M. Wood: Si vous demandiez a toutes les entreprises. . . 


Le président: On ferme boutique, on demande a tout le 
personnel de bureau de faire l’inventaire, et le comptable 
coche les articles sur la liste. 


M. Friedman: Peut-on fermer tous les magasins Eaton 
au Canada le 31 décembre pour faire l’inventaire de tout, 
déterminer qui a payé la taxe, et quels ont été les taux? 


M. Wood: Fermerait-on toutes les entreprises 
canadiennes ce jour-la pour faire cet inventaire? 


Le président: Pourquoi pas? 
M. Wood: Ce sera le jour national de l’inventaire. 
Le président: Cela pourrait étre une sacrée idée. 


M. Wood: Evidemment, il y a plusieurs problémes. . . 


Le président: Nous fermons presque toutes les 


entreprises le jour de Noél, alors pourquoi pas? 


M. Friedman: On peut faire Vinventaire pourvu que 
personne ne soit obligé de travailler ce jour-la. 
M. Layton: Faire l’inventaire n’ajoute pas a la valeur. 
M. Friedman: Pourvu qu’on le fasse avant le 1° 
janvier. 


M. Wood: Et les comptables établiraient les factures 
avant le... 


M. Friedman: Les factures payées d’avance. 


M. Wood: Le gouvernement a promis des mesures 
d’allégement en ce qui concerne les stocks. Méme si nous 
n’avons pas beaucoup de détails, il y a des modalités 
importantes a déterminer. 


L’autre catégorie de marchandises comportant un 
élément de taxe de vente fédérale, notamment dans les 
entreprises du secteur des services, ce seront les 
fournitures, la papeterie et tout le reste. Le document ne 


mentionne pas de mesures d’allégement dans ce cas-la. Ce 


sont seulement les stocks qui. . . 


Le président: Ne doit-on pas les considérer comme des 
stocks? 


M. Wood: Non, les stocks, ce sont des articles gardés 
pour la revente tandis que les fournitures sont nécessaires 
pour la prestation des services. 


M. Minaker: Qu’en est-il des services qui sont facturés 
d’avance? 


M. Wood: C’est quelque chose qui est traité dans les 
transactions a cheval entre les deux régimes. 


28-1-1988 Finances et affaires économiques Lop BAM 


| Texte] 


The other things, of course, in which there is federal 
sales tax potentially buried are capital goods, so to the 
extent that— 


The Chairman: You know, in an office I treat paper 
that we have on hand as inventory. 


Mr. Friedman: How about the pencil on your desk? Do 
you count that? 


The Chairman: Yes, pencils are inventory. They are all 
inventory. 


Mr. Layton: Elastic bands. 


The Chairman: They are inventory. I mean, we have to 
replace them now and then, you know. We have to buy 
more from time to time. 


Mr. Friedman: So if I got a balance sheet, if you have 
financial statements I would see an item— 


The Chairman: I just do not bother showing it on my 
financial statement because we expense it all. 


Mr. Friedman: Exactly. 


The Chairman: But if you were to Say to me you 
expensed all that, therefore we are coming to pick it up 
and take it out to the garbage so you can start brand new 
on sales tax one day, I would object like hell. So from that 
point of view, I treat that as inventory. I mean, it is 
inventory that I expensed, but so what? It is. still 
inventory. 


Mr. Wood: Accountants have a relatively clear 
distinction between inventory and supplies. As well, for 
income tax purposes there has been a distinction over 
time, you know, and it is why it is held for resale. 


The Chairman: But the reason you have that is because 
for income tax purposes you are allowed to write as an 
expense of the operation certain inventory items off the 
moment you take them in. 


Mr. Wood: And also related back to the old 3% 
inventory allowance as well, you know that 3% allowance 
that you had you got on inventory but not on supplies. 


The Chairman: Yes. 


Mr. Wood: The other significant issue though was on 
Capital goods. You could think of a fellow who bought a 
plant or built a plant just before the implementation. 
Most of that plant would have federal sales tax content in 
it, but if he waited until after the system came in to build 
the plant, then there would be no tax content in it 
because he is carrying on business. So you can see 

Obviously on all capital good purchases for the period 
before the system is implemented there will be incentive 
for some people to delay until after the new system is in 
place, and on the other hand there may be incentive for 
‘Other people to speed up the transaction. For instance, 
depending on what one believes is going to happen to 
house prices, you might want to buy before the date 
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Les biens d’équipement peuvent aussi comporter un 
élément de taxe de vente fédérale dans la mesure ou. . . 


Le président: Vous savez, dans mon bureau je 
considére que nos stocks de papier sont déclarés dans 
Vinventaire. 


M. Friedman: Et que faites-vous pour les crayons qui 
sont sur votre bureau? 


Le président: Oui, les crayons font partie aussi des 
stocks. 


M. Layton: Les élastiques. 


Le président: Tout ¢a entre dans les stocks. Apres tout, 
il faut les remplacer de temps a autre, vous savez. II faut 
en acheter de nouveaux. 


M. Friedman: Ainsi, dans votre bilan, ou vos états 
financiers je vois un article. . . 


Le président: Je ne le mentionne pas dans les états 
financiers parce que cela entre dans la catégorie des 
dépenses. 


M. Friedman: Exactement. 


Le président: Mais si vous me disiez que tous ces 
articles ont été déclarés comme dépenses et que nous 
allons venir ramasser tout ce qui reste pour le jeter a la 
poubelle pour que vous recommenciez a neuf le jour ou 
entre en vigueur la nouvelle taxe de vente, je,am’y 
Opposerais violemment. Donc, de ce point de vue-la, je les 
considére comme des stocks déclarés dans l’inventaire, 
méme si ce sont des dépenses. 


M. Wood: Les comptables font une distinction assez 
nette entre les stocks et les fournitures. En plus, la Loi de 
Vimpot sur le revenu précise qu’il doit s’agir d’articles 
gardés pour la revente. 


Le président: Mais la raison de cette disposition de la 
Loi de l’impét sur le revenu, c’est qu’on peut déduire 
comme dépenses les frais reliés 4 certains articles des 
stocks au moment de leur acquisition. 


M. Wood: Mais vous savez que l’ancien dégrévement 
fiscal afferent aux stocks, un dégrevement de 3 p. 100, 
s’appliquait aux stocks mais pas aux fournitures. 


Le président: Oui. 


M. Wood: L’autre catégorie importante était les biens 
d’é€quipement. Prenons le cas de quelqu’un qui achéte une 
usine juste avant l’entrée en vigueur du nouveau régime. 
La taxe de vente fédérale se sera appliquée a la plupart des 
éléments de cette usine mais, s’il attendait le nouveau 
régime pour construire Vusine, la transaction § sera 
exonérée de taxe car il s’agit de Vexploitation d’une 
entreprise. Certaines personnes auront donc intérét a 
retarder l’acquisition de biens d’équipement jusqu’a 
Vinstauration du nouveau régime et, pour certaines 
autres, il sera peut-étre avantageux d’accélérer la 
transaction. Par exemple, selon l’idée que l’on se fait de 
Vévolution des prix des maisons, on voudra peut-étre 
acheter une maison avant ou aprés la date du nouveau 
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rather than after. So there are a number of transitional 
rules related to capital type— 


The Chairman: It is probably even greater with respect 
to somebody who is renting out commercial space. For 
building one, a brand-new building, the owner gets his 
sales tax all back again. On building two, the sales tax has 
been paid so there is nothing to deduct against. . . 


Mr. Friedman: Exactly. 


The Chairman: So you are going to create a very unfair 
situation. 


Mr. Friedman: It is even deeper than that, because if 
we got a tax in 1989, you built the building in 1988 and 
somebody else built their building in 1968, how do you 
depreciate the tax refund? Is there a sliding scale of what 
you would get back since some of that building has been 
used? I am not sure what the answer is. 


The Chairman: We could not do that. You cannot give 
them any rebate. 


Mr. Friedman: Well, you have to give them rebates. 


Mr. Wood: What the government proposal here says is 
that there would only be rebates with respect to inventory, 
and we are just saying that there is an issue with respect to 
capital goods that I am sure you will hear about. 


Mr. Friedman: And the question is whether in your 
case of the rental property that is inventory to the renter. 
I mean, if you are a renter of tractors or whatever, does 
the same problem exist? I am not sure. 


The Chairman: Sure. If you are renting out, sure. A car 
rental agency. 


Mr. Wood: Exactly. 


Fixed price contracts is sort of the next general issue. 
We have had this problem for a number of years in 
federal sales tax and I am sure many of the members have 
heard of the problems. There has almost never been any 
relief for federal sales tax in fixed price contracts. The 
paper suggests maybe circumstances in which it is 
appropriate to have some relief, but does not outline the 
circumstances. 
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There are a couple of approaches. The extreme one is 
that businesses should have built it into their contracts. 
They put other things in their contracts for price 
adjustments, so they should also build in tax clauses. We 
have heard that for many years. 


The other approach is one that was followed in New 
Zealand, in which a fixed-price contract entered into 
before the announcement date of all the details was zero 
rated for the life of the contract, until the next time the 
contract could be renegotiated. So those were handled by 
zero rating; therefore there would be no deduction at the 
next level. Of course, the business paying, say, the rent, 
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régime. Ainsi il y a plusieurs régles concernant la période 
de transition. .. 


Le président: L’avantage est probablement encore plus 
prononcé dans le cas d’un locataire de locaux 
commerciaux. Dans le cas d’un immeuble neuf, le 
propriétaire se fait rembourser toute la taxe de vente. 
Pour un autre immeuble, la taxe de vente a déja été payée 
et il n’y a donc pas de possibilité de deduction. . . 


M. Friedman: Exactement. 


Le président: Alors vous allez créer une situation tres 
injuste. 


M. Friedman: Cela va encore plus loin car, si nous 
avons une taxe en 1989, et qu’il y a deux immeubles, l’un 
construit en 1988 et l’autre en 1968, comment établir le 
montant non amorti du remboursement fiscal? Existe-t-il 
une échelle mobile pour déterminer le montant du 
remboursement a cause de l’utilisation de l’immeuble? Je 
ne suis pas sur de la réponse. 


Le président: On ne pourrait pas le faire. On ne peut 
pas accorder de remboursement. 


M. Friedman: Eh bien, il le faudra. 


M. Wood: D’aprés la proposition du gouvernement ici, 
il y aura des dégrévements afférents aux stocks seulement 
et nous vous signalons que la question des biens 
d’équipement va sirement étre soulevée. 


M. Friedman: Et il s’agit de savoir, dans le cas d’un 
bien de location, si le propriétaire peut le déclarer dans 
son inventaire. Si vous louez des tracteurs ou autre chose, 
le méme probléme se pose-t-il? Je n’en suis pas sur. 


Le président: Evidemment. Si vous faites de la location, 
c’est évident. Une agence de location de voitures. 


M. Wood: Exactement. 


Je passe ensuite aux contrats a prix fixe. C’est un 
probléme épineux pour la taxe de vente fédérale depuis 
des années et un grand nombre d’entre vous doivent étre 
au courant. Il n’y a presque jamais eu de dégrevement 
pour la taxe de vente fédérale dans les contrats a prix fixe. 
Le Livre blanc mentionne des circonstances ou ce 
dégrévement sera peut-étre approprié mais ne donne pas 
de précision. 


| 


Il y a différentes fagons de procéder. Une fagon | 


extréme serait d’obliger les entreprises 4 en tenir compte 
dans leurs contrats. L’ajustement des prix est prévu pour 


d’autres éléments du contrat, alors il devrait étre possible | 
d’en faire de méme pour la taxe. C’est un argument que | 


nous entendons depuis longtemps. 


Il y a aussi l’approche suivie en Nouvelle-Zélande, 
selon laquelle un contrat a prix fixe conclu avant la date 
ou toutes les modalités du nouveau régime ont été 
annoncées avait un taux d’imposition zéro pendant toute 
sa durée, jusqu’au moment du renouvellement. Ainsi, on 
prévoyait un taux d’imposition zéro et il ne pouvait pas y 
avoir de déduction au stade suivant. Evidemment, 
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would get no deduction for the commercial rent because 
that particular contract had been zero rated. And that 
could work through the system. It would be much more 
difficult under a GST, where there is no explicit invoicing 
to allow that sort of thing to Operate than it would be 
under a credit invoice VAT. 


The Chairman: We are going to see this in New 
Zealand. The question is, how do they handle it by the 
subtraction method? 


Mr. Friedman: They do not have the subtraction 
method. 


The Chairman: Sure they do. 


Mr. Friedman: No, they do not. If you will turn back 
to page 3-1, where we got into this. . . 


The Chairman: People are entitled to pay their tax by 
the subtraction method on the alternate system. 


Mr. Friedman: Page 2-1 says that New Zealand GST is 
not equivalent to Canadian GST; New Zealand GST is 
closer to the traditional credit invoice method. 


The Chairman: Sure, but you are entitled to use both 
methods in New Zealand, are you not? 


Mr. Friedman: No, you are not. You are entitled to 
derive the tax to use the invoice credit method in two 
ways, but there is only one method of computing the tax. 


The Chairman: All right. 


Mr. Friedman: But you are going on to New Zealand, 
and it is probably something that you want to get more 
comfortable with. 


The Chairman: I want to see exactly how they handle 
it. 
Mr. Friedman: Exactly. 


The Chairman: What really amazes me is the 
Suggestion that everything is so swimmingly tremendous, 
and we are just looking at complications and the 
problems that are there. All the reports coming back say 
this is great stuff. 


Mr. Dorin: I talked to somebody who went to New 
Zealand, and he said it was a disaster. 


Mr. Friedman: This book is fairly thick, and it deals on 
transitional issues, of which we have been talking for the 
last half hour. It has just one sentence in each area. So if 
we dealt with all the problems, it might be bigger than the 
Toronto phone book. So there are problems, but with the 
22,000 or so rulings under the current federal sales tax 
System, there are a lot of problems there too. If we keep 
coming back to that in Striving for an equal, fair, and 
honourable system, we are going to have to pay something 
‘in terms of complexity. 


Mr. Wood: The next area I would like talk about is 
straddle transactions. These straddle the startup date. 
There are all kinds of situations there. What if I get a 


[Traduction] 
Ventreprise qui paie un loyer n’obtiendrait pas de 
déduction puisque le contrat était fixe un taux 


d’imposition zéro. Et ainsi de suite, tout le long du 
systeme. Ce serait beaucoup plus difficile avec une TBS, 
ou il n’y a pas de systéme de facturation permettant ce 
genre de mesure, que sous un régime de TVA. 


Le président: Nous allons voir comment cela se passe 
en Nouvelle-Zélande. Mais je me demande comment ils 
peuvent le faire par la méthode de la soustraction? 


M. Friedman: Ils n’ont pas cette méthode. 


Le président: Au contraire. 


M. Friedman: Non. Vous verrez a la page 3-1 ot nous 
abordons cette. . . 


Le président: Les gens ont le droit de payer leurs taxes 
par la méthode de la soustraction. 


M. Friedman: A la page 2-1, on signale que la TBS en 
Nouvelle-Zélande n’est pas comparable a la TBS 
canadienne; en Nouvelle-Zélande, elle ressemble 
davantage 4 la méthode traditionnelle des crédits et des 
factures. 


Le président: D’accord, mais on a le droit de se servir 
des deux méthodes en Nouvelle-Zélande, n’est-ce pas? 


M. Friedman: On peut établir la taxe en utilisant la 
méthode des crédits et des factures, mais il y a une seule 
méthode de calculer la taxe. 


Le président: Trés bien. 


M. Friedman: Mais vous allez en Nouvelle-Zélande, et 
vous voudrez sans doute obtenir davantage de précision. 


Le président: Je veux voir comment ils s’y prennent 
exactement. 


M. Friedman: Effectivement. 


Le président: Ce qui m’étonne, c’est que le Livre blanc 
laisse entendre que tout va bien, et nous ne faisons que 
voir des complications et des problémes. D’aprés tous les 
rapports que nous recevons, ce sont des procédés 
excellents. 


M. Dorin: J’ai parlé a quelqu’un qui revient de 
Nouvelle-Zélande, et il m’a dit que c’était catastrophique. 


M. Friedman: Ce document est assez €pais et parle des 
questions de transition dont nous traitons depuis 30 
minutes. Il y a seulement une phrase consacrée a chaque 
domaine. Si nous devions examiner tous les problemes, le 
livre serait sans doute plus épais que l’annuaire 
téléphonique de Toronto. Il y a_ effectivement des 
difficultés, mais compte tenu des 22,000 décisions rendues 
dans le cadre de notre régime actuel de taxe de vente 
fédérale, il y a déja beaucoup de problémes. Alors, si nous 
voulons avoir un régime égal, juste et honorable, il va 
falloir accepter un certain degré de complexité. 


M. Wood: J’aimerais maintenant parler des transactions 
qui sont a cheval entre les deux régimes. II y a toutes 
sortes de situations possibles. Que se Passe-t-il si je regois 
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retainer for the client before and the services are delivered 
after? What if I provide the services before the startup 
date and bill after? I prepay my subscription to Hansard 
for the next 50 years just before the date, what happens to 
that? There are a number of things surrounding straddle 
transactions and a number of anti-avoidance sort of rules 
that would have to be put in place. 


Mr. Friedman: Straddle transactions, as far as the 
business goes, should not bother you, because you get a 
credit. 


Mr. Wood: It is 
organization. 


just consumers, or an exempt 


Mr. Friedman: That is right. I may want to send my 
$20,000 cheque to my divorce lawyer in advance to save 
the $2,000 in taxes. 


Mr. Wood: On pricing, the mechanical side, this will 
be a problem to businesses. They will have to sort out the 
impact of the new system and what the impact will be on 
the federal sales tax rebates that they will get directly or 
indirectly when negotiating with suppliers. How do you 
go about changing your prices overnight on whatever the 
date is? Do you have two labels and you pull one off? 
There are many issues for retailers on how overnight they 
adjust their prices. 
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Mr. Friedman: I am going to read from the New 
Zealand price change-over, because it is kind of 
interesting. It is just one little area, and it is a bulletin on 
price-marking for the change-over: 


Retailers will be faced with a daunting task on the 
night of Tuesday 30 September 1986 unless they plan 
well ahead. Dual pricing is the key to a smooth 
changeover, particularly in businesses selling relatively 
small value items. The timing of the start of dual 
pricing will depend on stock turn. Some retailers could 
start dual pricing from 1 July 1986, 


—which is four months before the change-over— 


for example, while supermarkets might only need to 
dual price for a month or less. Dual pricing can take a 
number of forms, from the very simple to the 
sophisticated. 


At its simplest, dual pricing means putting two 
stickers or tags on every item, using two distinct 
colours for “before” and “after”. Remember, though, 
that “before” stickers will be discarded from the night 
of 30 September 1986 onwards, so that the colour of 
the “after” stickers should be a “normal” colour. 
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un acompte de la part du client et que les services sont 
rendus aprés? Que se passe-t-il si j’offre les services avant 
Ventrée en vigueur du nouveau régime et que je les 
facture aprés? Je peux payer mon abonnement au 
Hansard pour les 50 prochaines années juste avant la date. 
Comment faut-il traiter cette transaction? Il y a donc 
plusieurs aspects 4 examiner et diverses réegles qui seront 
nécessaires pour empécher |’€vitement fiscal. 


M. Friedman: Pour ce qui est de l’entreprise, il n’y a 
pas a s’inquiéter de ces transactions a cheval entre les 
deux régimes, parce qu’on regoit un crédit. 


M. Wood: Ce sont seulement les consommateurs ou les 
organismes qui sont exonérés. 


M. Friedman: C’est exact. Je déciderais peut-étre 
d’envoyer a l’avance un chéque de 20,000$ a l’avocat qui 
s’occupe de mon divorce pour éviter les 2,000$ en taxes. 


M. Wood: Pour ce qui est de |’établissement des prix, 
cela va poser un probléme aux entreprises. Lors des 
négociations avec les fournisseurs, elles devront 
déterminer leffet du nouveau régime et aussi les 
dégrévements directs et indirects de la taxe de vente 
fédérale. Comment fait-on pour changer ses prix du jour 
au lendemain quand le nouveau régime entre en vigueur? 
Doit-on remplacer une étiquette par une autre? Il y a 
beaucoup de choses 4 mettre au point pour cet ajustement 
des prix par les détaillants. 


M. Friedman: Je vais vous lire un extrait d’un 
document sur le changement des prix en Nouvelle- 
Zélande. C’est un domaine assez restreint, et il s’agit d’un 
bulletin pour le marquage des prix en vue du nouveau 
régime: 


Les détaillants devront faire face a une tache 
décourageante le soir du mardi 30 septembre 1986 s’ils 
ne s’y sont pas préparés a l’avance. Le changement se 
fera sans difficulté grace 4 un systéme de prix double, 
surtout dans les commerces qui vendent des articles a 
prix relativement modestes. L’introduction du systeme 
de prix double dépendra de la rotation des stocks. 
Certains détaillants pourraient le mettre en pratique a 
partir du 1°" juillet 1986, 


. ce qui précéde de quatre mois l’entrée en vigueur du_ 
nouveau régime. . . 


par exemple, tandis que les supermarchés n’en auront 
peut-étre pas besoin pour plus d’un mois. Il y a toute 
une gamme de méthodes possibles allant de la plus | 
simple a plus complexe. | 
Dans sa forme la plus simple, il s’agit de mettre deux | 
étiquettes sur chaque article, en utilisant des couleurs | 
différentes pour «avant» et «aprés». Il faut se rappeler’ 
que les étiquettes «avant» seront enlevées a partir du 30. 
septembre 1986 au soir, de sorte que la couleur utilisée | 
pour les étiquettes «aprés» devrait étre la couleur qu’on 


utilise habituellement. | 


{ 
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Where tags or similar are used, removeable self- 
adhesive stickers showing the “before” price can be 
placed over the “after” price on the tag and removed 
on the night of the changeover. 


Users of labelling machines should make inquiries 
of the distributors. Some distributors have dual pricing 
systems available for marking short-term “specials”. 


This is an extract. So you are going to have to educate 
all retailers to put two prices on there and to make sure 
that the clerks do not mess around by making as 
permanent the lower price instead of the higher price. I 
have read this just as an indication of some of the tasks 
ahead. 


Mr. Wood: So while they are taking inventory they 
change the price-tags at the same time? 


Mr. Friedman: No, you just have to keep tearing it off. 
How many cans would a supermarket have—a few 
thousand? So you just tear them off: one person can do it. 


The problem here—and Peter alluded to this and he is 
going to talk about it—is that it cannot be exactly 10% 
different, because kitty litter, which is now taxed at the 
wholesale level, has a tax of 12% currently and if you go 
to an 8% or a 10% tax then maybe you will see a drop in 
tax Or maybe you will see a 2% increase. 


The Chairman: They do not even put stickers on these 
things now anyway. Bar graphs on the label indicate the 
class of goods, and it is just read automatically by the 
machine at the check-out counter. 


Mr. Friedman: But what do you do in the 24-hour 
convenience store with two shelves? 


The Chairman: He has a problem, unless he has this 
bar-graph reader. 


Mr. Friedman: That is right. Or if you go to the 
souvenir shop here in the Parliament Buildings, the clerk 
does not have a bar graph. So it might be Okay for some 
places, but you were saying about the. . . 


Mr. Minaker: It depends on how much it costs to 
double-price the thing. It might be cheaper for me as a 
marketing person just to have a discount month and use 
the prices you had before and discount the price equal to 
the tax. If the tax is 8%, it might cost you for labour and 
all the other things 10% or 12%; so it may be cheaper for 
me just to say I am going to sell at a discount month—like 
at Hudson’s Bay they have discount days—and it would be 
equal to the tax. So when the person buys— 


Mr. Layton: A pre-inventory sale, so you will not have 
O—= 


| Mr. Minaker: You move the inventory over in a 
- month. 

Mr. Friedman: The New Zealand one suggests that it 
» Should not cost you anything more if you start pricing as 
_ you bring goods in, so that six months before the change- 


Over you will have “pre” and “after” prices. 
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Les €tiquettes peuvent étre munies d’un autocollant 
indiquant le prix «avant» et celui-ci sera enlevé le soir 
du changement. 


Les utilisateurs d’appareils d’étiquetage devraient se 
renseigner auprés des distributeurs, certains pouvant 
offrir un service de prix double pour marquer les 
articles en promotion. 


Voila donc l’extrait. Il faudra donc informer tous les 
détaillants au sujet d’un systeme de prix double et veiller 
a ce que les vendeurs ne prennent pas le prix inférieur 
pour le prix permanent. Je vous lis ce bulletin pour vous 
donner une idée de l’ampleur de la tache. 


M. Wood: Ainsi, pendant qu’ils font Vinventaire, ils 
peuvent changer les étiquettes de prix en méme temps? 


M. Friedman: Non, il faut les enlever. Combien de 
boites trouve-t-on dans un supermarché—quelques 
milliers? Il faut donc les enlever; une personne pourra le 
faire. 


Le probleme, comme l’a mentionné Peter. cest_.qu iil 
ne peut pas y avoir une différence d’exactement 10 p. 100 
car, dans le cas d’une litiére pour chat, qui est maintenant 
imposée au niveau de gros a 12 p. 100, avec une taxe de 8 
ou de 10 p. 100, il pourrait y avoir une baisse ou une 
augmentation de 2 p. 100. 


Le président: De toute facgon, il n’y a méme plus 
d’autocollant sur ces produits. Les codes en batonnet 
indiquent la catégorie d’article, et c’est la machine qui 
inscrit le prix automatiquement a la caisse. 


M. Friedman: Que fait-on dans les petits dépanneurs? 


Le président: I] y a un probléme, a moins qu’on ait une 
lectrice de code. 


M. Friedman: Oui. Dans la boutique de souvenirs ici 
au Parlement, on n’a pas ce systéme de code en batonnets. 
Cela pourrait servir dans certains endroits, mais vous 
disiez. .. 


M. Minaker: Cela dépend du cout que représente le 
marquage des prix en double. Le détaillant pourrait 
trouver que c’est plus avantageux d’offrir des prix réduits 
pendant un mois en fonction de la nouvelle taxe. Si c’est 
une taxe de 8 p. 100, toutes les mesures d’ajustement 
pourraient cotter 10 p. 100 ou 12 p. 100 en main- 
d’oeuvre, etc.; il pourrait décider d’offrir des remises 
pendant un mois, comme on fait 4 La Baie, et ce serait un 
montant é€gal a la taxe. Ainsi quand la personne achéte. . . 


M. Layton: Comme des soldes pré-inventaires pour ne 
pass ..< 


M. Minaker: Et on fait la rotation des stocks dans un 
mois. 


M. Friedman: D’aprés ce bulletin néozélandais, la 
transition ne devrait pas représenter des coits 
supplémentaires si on commence a indiquer les deux prix 
avec les nouveaux stocks. Ainsi, pendant les six mois qui 
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Mr. Minaker: It depends on your inventory turnover. 


Mr. Friedman: It does require a lot of planning. So if 
you plan on introducing this with three months’ notice 
then some of the retailers will have some problems. 


Mr. Wood: As you can see, there are a number of 
problems surrounding pricing. On the impact on prices, 
as one economist said, it is very clear that prices could go 
up, go down, or stay the same. 


The Chairman: I[ heard that said yesterday. 


Mr. Wood: But the thing is that if there is no net gain 
in revenue, if in fact it is neutral and you are just 
switching from federal sales tax to the new tax for 
revenue, and if all the federal sales tax reductions are 
passed on in the system, then it is theoretically possible— 


The Chairman: There will be no change in prices. 
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Mr. Wood: You are quite right, there would be no 
change in prices. 


The Chairman: Theoretically that is right. 


Mr. Wood: On top of that, the consumer should have 
more money in his pocket through personal tax cuts and 
enhanced rebates and the 2% or 3% real growth that 
should result from this new system. 


Mr. Friedman: I might point out, and you can check 
back, that when the exemptions were taken off clothing, 
the government had real problems in persuading 
manufacturers to pass that on right down all the trade 
levels. Whether the same problem occurs when you 
switch from a manufacturer’s sales tax to a multi-stage 
sales tax, your guess is as good as mine. 


Lorey should probably comment, if he wants to 
comment, on effect on prices. 


Mr. Hoffman: I think you have already heard a sound 
prescription. 


Mr. Minaker: Mr. Chairman, I tell the story I told in 
Washington. They asked a mathematician, an economist, 
and a politician what the number nine meant. The 
economist said that it was a number between eight and 
ten: the mathematician said it is three squared; and the 
politician said what would you like it to be? 


Mr. Friedman: That is an old accountant’s joke. 
Mr. Minaker: It got a better laugh in Washington. 


Mr. Friedman: We have heard it. It is an old 
accountant’s joke. What is two plus two? What do you 
want it to be? 


[Translation| 


précédent le changement, il y aura des prix «avant» et 
«apres». 


M. Minaker: Cela dépend de la rotation des stocks. 


M. Friedman: Il faut évidemment beaucoup de 
planification. Si vous décidez d’introduire le systeme avec 
un préavis de trois mois, certains détaillants auront 
évidemment des problemes. 


M. Wood: Comme vous pouvez le _ constater, 
Vétablissement des prix souléve certaines difficultés. 
Quant aux répercussions sur les prix, comme I’a dit un 
économiste, il est trés clair que les prix pourraient 
monter, descendre ou rester les mémes. 


Le président: Je |’ai entendu hier. 


M. Wood: Mais s’il n’y a pas de gain net de revenu, si 
c’est effectivement une mesure neutre qui remplace la 
taxe de vente fédérale par une nouvelle taxe, et si les 
réductions sont absorbées 4 chaque étape du systéme, en 
théorie il est possible. . . 


Le président: Il n’y aura pas de changement de prix. 


M. Wood: Vous avez raison, il n’y aura pas de 
modification de prix. 


Le président: En principe. 


M. Wood: En outre, le consommateur devrait avoir 
davantage d’argent dans ses poches a cause de la réduction 
de Vimpéot des  particuliers, des remboursements 
supplémentaires et du taux de croissance réel de 2 ou de 3 
p. 100 que devrait permettre ce nouveau régime. 


M. Friedman: Je vous signale que, quand les vétements 
ont été exonérés, le gouvernement avait beaucoup de mal 
A convaincre les fabricants d’en faire profiter tous les 
niveaux du commerce. Quant a savoir si on aura le méme 
probléme quand on remplacera la taxe de vente a la 
fabrication par une taxe de vente multi-stades, je ne suis 
pas en mesure de le prévoir. 


Lorey aura peut-étre des observations a faire sur 
Vévolution des prix. 


M. Hoffman: Je pense que vous avez déja entendu un 
avis valable. | 


M. Minaker: Monsieur le président, je voudrais 
raconter une histoire que j’ai entendue a Washington. On 
a demandé a un mathématicien, 4 un économiste et a un) 
politicien ce que signifiait le numéro neuf. D’aprés 
Véconomiste, c’est le nombre entre 8 et 10; le 
mathématicien a répondu que c’est trois au carré et le 
politicien a dit «que voulez-vous que ce soit»? | 


M. Friedman: C’est une vieille blague de comptable. 


M. Minaker: Ils l’ont trouvée plus drole a Washington. | 
M. Friedman: Nous l’avons entendue. C’est une vieille 


blague de comptable. Que font deux plus deux? Qu’est-ce | 
que vous voulez que ¢a fasse? | 


Texte| 


Mr. Wood: On the last category, education, there are 
several levels. There are the businesses themselves that 
have to learn how to adapt to that system. I think you will 
find in New Zealand, when you visit there, that they had 
a very extensive education campaign. Presumably in our 
business environment the government will be able to rely 
On various professional associations and the tax 
community to help educate the businesses. 


There are the taxing authorities themselves. Whoever 
they are it will be a major set-up job for them—the 
computer resources and so on that would be necessary to 
track all of what it is that has been designed. 


And then we cannot forget the consumer. For instance, 
in the U.K., the government issued a number of price 
guides that told the consumer what the impact would be 
on prices. They had some taxes. They were unlike the 
federal sales tax, but they were relieved as with the new 
system. The guides would tell a consumer that the price of 
a car should go up or it should go down so that the 
consumer would be more educated in the marketplace in 
order to force the prices to go to where they should when 
the federal sales tax relief has been granted. 


Mr. Friedman: That, of course, is a concern that if a 
consumer turns off one product the retailer will then go 
back to their supplier to force a price drop. That is, I 
guess, why it is very difficult to forecast where the prices 
go between competing goods and substituted goods. 


Mr. Wood: And even the business itself, if they have 
not been involved in a federal sales system before, has to 
know how much to renegotiate with their suppliers to get 
the reduction in the federal sales tax. So there is a lot of 
education involved. 


Mr. Friedman: We have seen this, by the way, where 
certain goods have moved to the wholesale level and 
retailers who are also wholesalers have to deal with it. 
When you tell them that there has been federal sales tax 
On most of the goods they sell, they have kind of a blank 
and puzzled look on their faces. And now you are asking 
them to deal with some other tax, both in the sense of 
refunds and in the sense of prices. 


Mr. Wood: That is all I have to say On transition. Andy, 
lo you have something else to add? 


Mr. Friedman: Transitional issues are very important. 
‘hat is the first stab that taxpayers, consumers, and tax 
ollectors will have at it. If that is not handled well, then 
ou will have problems. In talking to the U.K. people, 
hey had a massive education exercise, and they came to 
1e conclusion that they could not do it alone, that they 
‘eeded associations, professional groups, whatever, to 
‘ork with them. So in the deliberations of this 
mmittee, it would probably be useful to consult with 
yme of the European authorities. 
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M. Wood: Au sujet de la derniére catégorie, 
information, il y a divers aspects. Les entreprises elles- 
mémes doivent apprendre comment s’adapter au nouveau 
systéme. Vous allez sans doute constater, lors de votre 
visite en Nouvelle-Zélande, qu’il y a eu une campagne 
d'information — trés poussée. Je suppose que le 
gouvernement pourra compter sur la collaboration des 
diverses organisations professionnelles et l'aide des 
fiscalistes pour préparer les milieux d’affaires. 


Il_y a aussi le fisc lui-méme. II lui faudra toutes les 
ressources nécessaires, en informatique, etc., pour suivre 
tous les nouveaux éléments. 


Evidemment on ne peut pas oublier le consommateur. 
Au Royaume-Uni, par exemple, le gouvernement a 
préparé un certain nombre de guides qui indiqueraient 
aux consommateurs quel serait l’effet sur les prix. On 
introduisait certaines nouvelles taxes. Elles n’étaient pas 
semblables a la taxe de vente fédérale, mais on prévoyait 
des mesures d’allégement comme chez nous. Les guides 
disaient aux consommateurs que le prix d’une voiture 
allait monter ou baisser, et ce genre de renseignements 
permettait d’orienter l’évolution des prix dans le sens 
normal. 


M. Friedman: Evidemment, il est possible que, si le 
consommateur se désintéresse d’un produit particulier, le 
détaillant peut s’adresser au fournisseur pour exiger une 
baisse du prix. Je pense que c’est pour cette raison qu'il 
est tres difficile de prévoir quelle sera l’€volution des prix 
d’articles en concurrence, par rapport aux articles de 
substitution. 


M. Wood: Et l’entreprise elle-méme, si elle n’a pas été 
impliquée avant dans le systeme de taxe de vente fédérale, 
devra savoir comment négocier avec ses fournisseurs pour 
obtenir une réduction de la taxe de vente fédérale. Il y a 
donc beaucoup d’éducation 4 faire. 


M. Friedman: A Propos, nous avons vu cela en ce qui 
concerne la vente en gros de certains articles, et les 
détaillants qui sont aussi grossistes doivent s’y adapter. 
Quand on les informe qu’il y a eu une taxe de vente 
fédérale sur la plupart des articles qu’ils vendent, ils 
Pprennent un air perplexe. Et maintenant on leur 
demande de s’adapter a une nouvelle taxe, tant du point 
de vue des remboursements que de celui des prix. 


M. Wood: C’est tout ce que j'ai a dire sur la transition. 
Andy, avez-vous quelque chose a ajouter? 


M. Friedman: La transition est trés importante. C’est le 
premier contact que les contribuables, les consommateurs 
et le fisc auront avec le nouveau régime. Si elle ne se 
déroule pas bien, il y aura des problémes. Au Royaume- 
Uni, il y a eu une campagne d’éducation sur une grande 
échelle et on a conclu qu’il n’était pas possible de faire 
tout ce travail sans la collaboration des associations et des 
groupes professionnels. Je pense donc que des 
consultations avec les autorités européennes s’avéreraient 
utiles pour ce Comité. 
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We are going to move on to relook at some of the 
problems. 


The Chairman: Do you want to have a break right 
now, then? 


Mr. Friedman: Sure. 


The Chairman: Let us call a break for five minutes. 


¢ 1055 
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Mr. Friedman: We are going to talk about national 
sales tax, revisit some of the issues. Then we will end up 
summarizing and seeing what choices are available. It 
probably gives you another kick at the cat to see if there is 
something in this that still bothers you. It is really 
something you have to keep going back to, to fully 
understand. If you turn to page 6-1, Peter will cover 
constitutional issues and then I will take over again. 


Mr. Wood: Whether it is a national sales tax, a GST, or 
a credit invoice VAT, any one of the options would in my 
view be a substantial improvement over the current 
federal sales tax. 


We said that for the national sales tax the details in the 
papers were very sketchy, and there are perhaps two 
general approaches the government could take. We are 
not clear which one they are following. One would be 
some kind of tax rental agreement with the provinces, 
where, from a technician’s viewpoint, it would be the best 
way possible, and a single rate right across and a common 
base. That would be the ideal. If that is possible, it would 
greatly simply many people’s lives. 


With the other approach, without a constitutional 
amendment, as we know, under the constitution, 
provinces are limited to direct taxation within a province, 
and that may have a limit on the design, so the tax at the 
final stage would actually have to be imposed on the 
consumer, if the provinces wanted to have the control of 
that final level of taxation, and to ensure it was a direct 
tax. I assume that could be done. To the extent we have 
multiple rates and a different base, it adds to the 
complexity for business. 


Mr. Weyman: I think one of the points that came out 
in the very first session was the distinction between a 
destination-based tax and an origin-based tax. Just as an 
observation, I think the multi-stage sales tax is essentially 
a destination-based tax. That is how you distinguish, 
particularly on the export side. 


The reason exports are zero-rated, tax-free, is because 
you look at the destination of those goods. By its very 
nature, under the constitution, where you have the direct 


[Translation| 
Nous allons passer a l’examen d’autres problémes. 


Le président: Voulez-vous une pause maintenant? 


M. Friedman: Volontiers. 


Le président: Nous aurons une pause de cing minutes. 


M. Friedman: Nous allons parler de la taxe de vente 
nationale, reparler de certains aspects. Puis nous 
résumerons le tout pour terminer et nous verrons les 
choix qui s’offrent 4 nous. Cela vous donnera ainsi encore 
une fois l’occasion de voir si certaines choses vous génent. 
Pour vraiment bien comprendre, il faut sans cesse revenir 
sur le sujet. Si vous voulez bien ouvrir votre document a 
la page 6-1, Peter parlera des questions constitutionnelles, 
et puis c’est moi qui reprendrai la parole. 


M. Wood: Aussi bien une taxe nationale de vente, 
qu’une taxe sur les biens et services, ou qu’une TVA 
fondées sur le principe des crédits-factures, constitueraient 


A mon avis une amélioration importante par rapport au 
systeme actuel de taxe de vente féderale. 


Nous avons déja dit qu’en ce qui concerne la taxe de 
vente nationale, les détails publiés jusqu’ici sont tres 
vagues, et que le gouvernement a peut-étre le choix entre 
deux solutions. Nous ne savons pas exactement laquelle il 
a retenue. Il y aurait notamment la possibilité de conclure 
avec les provinces une sorte d’accord de location fiscale, 
ce qui, du point de vue du technicien, serait la meilleure 
solution possible, avec un taux unique pour tout le pays et 
une base commune. Ce serait l’idéal. Si cela était possible, 
cela simplifierait énormémemt la vie a bien des gens. 


Quant a l’autre solution, 4 moins que l’on ne modifie 
la Constitution, nous savons que les provinces ne peuvent 
imposer une taxe directe que sur leur territoire, et cela 
peut limiter les options, puisqu’il faudrait en fin de 
compte imposer la taxe aux consommateurs si le 
provinces voulaient controler le dernier niveau de 
taxation et s’assurer qu’il s’agirait bien d’une taxe directe. 
Je suppose que ce n’est pas impossible. Dans la mesure ov 


cela entrainerait une variété de taux et des bases” 
différentes, cela compliquerait la chose pour les 
entreprises. 


M. Weyman: Je crois qu’on avait déja parle, a la toute 
premiére session, de la distinction qu'il faut faire entre les 
taxes en fonction de la destination et la taxe en fonction 
de l’origine. Je dirai simplement en passant qu’a mon. 
avis, la taxe de vente multi-stades est essentiellement une 
taxe fondée sur la destination. C’est ainsi que !’on fait la 
distinction, notamment pour les exportations. | 


Les exportations sont en franchise de taxe, au taux z€r0, 
parce que l’on tient compte de la destination des biens. 
De par sa nature méme, en vertu de la Constitution, une | 
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tax a province can impose, there is very much an origin 
tax. I do not know whether you would agree. You have 
that distinction in conflict, between the nature of the tax a 
province can impose and the nature of the tax a mullti- 
stage sales tax should be. 


Mr. Wood: [' look at it the other way though, David, 
that it is really still a destination-based tax. It is where the 
consumption occurs, where the consumer is. Ontario, for 
instance, can only tax the consumer here. 


The Chairman: Right. They cannot tax a producer 
because he sold goods somewhere else in another country. 


Mr. Friedman: It is that old store fixture problem. 


The Chairman: They have to sell to the ultimate 
consumer; otherwise it is not a direct tax, but an indirect 
tax. Clearly the only way you can run this thing is to have 
the federal government run it on some sort of an 
arrangement where the province is using the federal 
power of indirect taxation. 


Mr. Wood: Yes, as far as running the administration, it 
could be. 


The Chairman: It has to be run federally. You might 
have separate rates in certain areas of the country. 


Mr. Wood: It could be possible that the federal 
government imposes it, but the administration that used 
the administrations of the various provinces, other than 
Alberta, obviously... You can have extensive 
administrations that are into all the small businesses 
already set up, and have them licensed and identified and 
have programs to audit. That presumably would be an 
option as well. 


21105: 


Mr. Friedman: Provincial participation: before we 
leave this, it is important to note that no country now has 
this ability of states or provinces within the country 
imposing a separate rate along with a standard federal 
rate. Provinces will be able to opt out, and as Peter said 
before, they would just be considered to be taxed at the 
zero rate. What is not answered is how many provinces 
can opt out before... Is it practical to run the tax with, 
say, Only Prince Edward Island opting in? That is a 
question that remains. 


Leakage: you have the problem of leakage between 
provinces now. I suspect if you live in Ottawa there is an 
incentive to buy furniture in Quebec and certain other 
things, or an incentive to stay in a hotel in Quebec, 
because there is no provincial sales tax. The leakage 


| problem exists, as we have talked about, outside Canada as 
- well for consumers. 


[Traduction] 


taxe directe imposée par une province est une taxe fondée 
sur l’origine. Je ne sais pas si vous étes d’accord. II yaun 
conflit entre le type de taxe qu'une province peut imposer 
et ce que devrait étre une taxe de vente multi-stades. 


M. Wood: Je vois la chose autrement, David; j’estime 
que cela n’en demeure pas moins une taxe fondée sur la 
destination. Et la taxe est imposée a la consommation, aux 
consommateurs. L’Ontario, par exemple, ne peut imposer 
que les consommateurs résidant dans la province. 


Le président: C’est exact. La province ne peut pas 
imposer une taxe au producteur parce qu’il a vendu des 
biens dans un autre pays. 


M. Friedman: C’est le vieux probléme du matériel. 


Le président: Il faut vendre aux consommateurs, sans 
quoi ce n’est pas une taxe directe, mais bien une taxe 
indirecte. De toute évidence, cela ne peut fonctionner que 
si le gouvernement fédéral s’entend avec la province et lui 
délégue le pouvoir fédéral de taxation indirecte. 


M. Wood: Oui, c’est possible sur le plan administratif. 


Le président: Il faut que ce soit administré par le 
fédéral. Les taux pourraient varier selon les régions. 


M. Wood: Le gouvernement fédéral pourrait faire 
imposition, mais son administration ferait appel a celle 
des provinces, sauf bien entendu dans le cas de 
Alberta... Il est possible  d’avoir d’importantes 
administrations qui ont un pied dans toutes les petites 
entreprises existantes et on pourrait les licencier et elles 
pourraient €tre habilitées a faire des vérifications. C’est 
aussi une option. 


M. Friedman: La participation des provinces: avant de 
passer a un autre sujet, il est important de signaler qu’il 
n’existe nulle part actuellement la possibilité pour des 
Etats ou des provinces d’un méme pays d’imposer un taux 
distinct qui serait paralléle 4 un taux fédéral appliqué 
uniformément. Les provinces auront la possibilité de se 
retirer du régime, comme l’a déja dit Peter, et on 
considérerait alors qu’elles seraient taxées a un taux 
€quivalent a zéro. Ce qu’il faut se demander, c’est 
combien de provinces peuvent se retirer du régime avant 
que celui-ci... Serait-il pratique d’imposer une taxe 
fédérale si seulement  1’Ile-du-Prince-Edouard, par 
exemple, choisissait d’y adhérer? Voila ce qu’il faut se 
demander. 


Les pertes: il existe également le probléme des pertes de 
taxe d’une province a |’autre. Si vous habitez Ottawa, vous 
€étes peut-étre tentés d’aller acheter des meubles au 
Québec et certains autres articles qui ne sont assujettis a 
aucune taxe de vente provinciale, et vous étes peut-étre 
aussi tentés d’aller résider dans un hotel du coté du 
Québec, étant donné que 1a non plus, la taxe de vente 
provinciale ne s’applique pas. Ce probléme de fuite, dont 
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There is a question of whether you could run such a 
tax with a dual collection mechanism, that in effect you 
could have a common tax base, but at the end Ot {heve 
month send one cheque to the provinces and one cheque 
to the federal government. They have even raised the issue 
of a separate provincial MSST, whether that is practical— 
in effect, that each province would administer their own 
multi-stage or value-added tax. They are just some things 
to think about. 


Now, as for the tax base, somebody has suggested that 
perhaps we could have one tax administered by the 
federal government, but that each province could decide 
what should attract tax as far as the provincial part goes. I 
direct your attention to page 48, where the Department of 
Finance says: 


Without a common base, little tax simplification would 
be possible. In many ways, the system could become 
more complex than it is today. The base for application 
of the federal rate would be uniform across Canada. If 
a province were to impose tax on a different base, then 
businesses operating in that province would need to do 
two separate tax calculations, one for each level of 
government. 


Now, that happens right now at the retail level, 
anyway. If you are a manufacturing contractor who sells 
to an end user, you would compute a federal sales tax and 
you would also compute a provincial sales tax. 


The last sentence in that section says: 


If all governments were to have different tax bases, the 
system would be a national tax in name only. 
Effectively, it would be unworkable. 


The Chairman: Is it your view that the only real way to 
make a national sales tax would be to have one rate across 
the country, including both the federal and provincial 
interests? 


Mr. Friedman: It is my personal view, yes. But a view 
of the professional community is that you could run a tax 
with a common base but with different rates across 
Canada, and it is workable. 


The Chairman: Except when you start crediting. Your 
crediting of the tax becomes exceptionally difficult. 


Mr. Friedman: That leads into the import-export area, 
tracking provincial credits. You have to remember in 
which province you paid the tax so that they are the ones 
that actually refund the money. 


The Chairman: Take a simple situation where the logs 
are cut and the lumber is made in British Columbia, and 
it is shipped to somewhere in Ontario. Somebody makes 
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on a déja parlé, s’applique aussi aux consommateurs qui 
achétent des biens a l’extérieur du Canada. 


Cela vaudrait-il la peine de mettre sur pied un 
mécanisme de perception double qui vous permettrait 
d’avoir une assiette fiscale commune, mais qui vous 
obligerait, a la fin de chaque mois, a rembourser les 
provinces, d’une part, et le gouvernement fédéral, d’autre 
part. On s’est méme demandés s’il serait rentable d’avoir 
des taxes de vente multi-stades ou des taxes sur la valeur 
ajoutée distinctes pour chaque province, taxes que chaque 
province administrerait elle-méme. Voila matiére a 
réflexion. 


Maintenant, en ce qui concerne l’assiette fiscale, on a 
laissé entendre que l’on pourrait laisser le gouvernement 
fédéral administrer sa propre taxe, quitte a ce que chaque 
province décide par elle-méme quels biens et services 
seraient taxés sur son propre territoire. A cet égard, 
j’attire votre attention sur la page 54 du Livre blanc, la ou 
le ministére des Finances déclare ceci: 


Sans assiette commune, une simplification ne serait 
guére possible. A bien des égards, le systéme risquerait 
de devenir plus complexe qu’il ne lest déja. L’assiette 
de la taxe fédérale sera uniforme dans tout le Canada. 
Si une province voulait imposer une taxe a une assiette 
différente, les entreprises actives dans cette province 
devraient effectuer deux calculs séparés, un par niveau 
de gouvernement. 


Or, c’est justement ce qui se produit déja dans la vente 
au détail. Si vous étes un fabricant qui vendez 4 
Vutilisateur final de votre bien, vous étes obligé de 
calculer une taxe de vente fédérale et une taxe de vente 
provinciale. 


La derniére phrase de cette section dit ceci: 


Si tous les gouvernements devaient avoir des assiettes 
fiscales différentes, le systeme n’aurait de national que 
le nom. En fait, il serait inapplicable. 


Le président: Etes-vous d’avis que la seule fagon 
d’appliquer une taxe de vente nationale, ce serait 
d’imposer a l’échelle du pays un méme taux qui tiendrait 
compte des intéréts du gouvernement fédéral et des 
provinces? 


M. Friedman: C’est en effet mon avis. Mais mes 
collégues sont aussi d’avis qu’il serait possible du point de 


vue pratique d’imposer une assiette fiscale commune avec 


des taux différents d’une province a l’autre. 


Le président: Ce serait peut-étre faisable, tant que l’on 
n’a pas a créditer la taxe, ce qui devient extreémement 
difficile. 

M. Friedman: Cela nous améne 4 la question de 
l’import-export et de la fagon de tenir compte des crédits 
provinciaux. Il faut se rappeler exactement a quelle 
province l’on a versé la taxe pour que ce soit cette 
derniére qui rembourse. 


Le président: Supposons un cas trés simple: supposons 
que des billes de bois soient trongonnées en planches en 
Colombie-Britannique mais expédiées quelque part en 
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something with it, who Proceeds to ship it to 
Saskatchewan as a manufactured product. I just do not 
know what you do. You might have all the jurisdictions 
with different tax rates. How do you credit it? 


Mr. Wood: You are quite right that it would be more 
complicated for many businesses. On the other hand, 
there may be many smaller businesses that Only carry on 
business within a province—source within their province, 
sell within their province—and in that case there would 
be a single rate. 


The Chairman: Yes, but very few. 


Mr. Wood: In number, though, it may be very high, 
not in total dollars but in the number of businesses. 


Mr. Layton: Percentage of totals. 


Mr. Wood: Percentage of totals, yes, in number of 
businesses. Say there are two million licensees. A 
substantial proportion of that would do all their dealings 
within a province. 


StL 


Mr. Friedman: Maybe I am making a molehill out of a 
mountain or the other way around. That little 
businessman who goes to a convention in Vancouver to 
talk about roofing is going to have to pay something for 
hotels, or for perhaps some goods he buys there. He is 
going to have to know how to credit that to an account, or 
how to get the tax back. That is a concern. We talked— 


The Chairman: If you have a different rate. 
Mr. Friedman: Yes. 


The Chairman: If you had a common rate, presumably 
you could have a formula for the division of the income. 


Mr. Friedman: You are not only taking away the one 
Opportunity for a province to create certain incentives by 
taking things away from bases. You are also directing to 
them what tax rate they should bring in. 


Now, we talked about moving funds across, transfers. 
One or two European countries—I believe West Germany 
is One—do have one rate and somehow divvy up the 
money among states. 


Mr. Weyman: You made the point that if we had one 
rat€ across the country, you could then use a formula to 
sort of divvy up the tax between the provinces. But surely 
if you have a different rate all you would have to do is 
apply different factors... If you can apportion on a 
uniform rate, is it not possible also, by varying the factor, 
to allow for rate differentials as well? 


[Traduction| 


Ontario. Quelqu’un les transforme alors en un objet 
quelconque qu’il expédie en Saskatchewan comme 
produit manufacturé. Que feriez-vous dans ce cas-la? II se 
peut méme que ces trois provinces imposent des taxes a 
des niveaux différents. Comment calculez-vous les crédits? 


M. Wood: Vous avez raison de dire que cela serait 
beaucoup plus complexe pour bien des entreprises. Mais 
d’autre part, cela pourrait étre plus simple pour les petites 
entreprises qui exercent leurs activités uniquement dans 
leur propre province, c’est-a-dire qui s’approvisionnent et 
revendent dans la méme province: elles n’auraient qu’a 
calculer un seul taux. 


Le président: D’accord, mais 
nombreuses, ces entreprises. 


elles ne sont pas 


M. Wood: Au contraire, elles pourraient étre trés 
nombreuses, ces petites entreprises, méme si leur chiffre 
d’affaires n’est pas trés élevé. 


M. Layton: En pourcentage du nombre total. 


M. Wood: Oui, ces petites entreprises représenteraient 
un pourcentage élevé par rapport a la totalité des 
entreprises de la province. Supposons que vous ayez 2 
millions d’entreprises accréditées. Il se peut qu’une 
grande proportion d’entre elles fassent toutes leurs 
transactions dans les limites de la province. 


M. Friedman: Peut-étre suis-je inutilement en train 
d’en faire toute une montagne. Mais il me semble que le 
petit entrepreneur qui se rend 4 Vancouver pour assister a 
un congrés sur les toitures est bien obligé de payer la taxe 
sur les hotels ou sur certains articles qu'il achéte 1a-bas. Il 
faudra bien qu’il sache comment se faire créditer cette 
taxe Ou encore se la faire rembourser. On a aussi parlé 
dew, 


Le président: Si les taux sont différents. 
M. Friedman: En effet. 


Le président: Si l’assiette fiscale est commune, on peut 
Supposer qu’il y aura une formule qui s’appliquera selon 
la fagon dont le revenu se divise. 


M. Friedman: En rétrécissant_ |l’assiette fiscale, non 
seulement vous retirez aussi 4 la province la possibilité 
d’offrir des incitatifs fiscaux, mais vous lui imposez aussi 
plus ou moins le taux qu’elle devra fixer. 


On a parlé du passage de biens taxés d’une juridiction 
a l’autre. Je pense qu’en Europe, un ou deux pays, dont 
Allemagne, ont fixé un taux commun et qu’ils se 
partagent l’argent des taxes entre eux. 


M. Weyman: Vous avez dit que, si l’on appliquait un 
taux uniforme au pays, on pourrait alors avoir recours 4 
une formule pour diviser la taxe entre les provinces. Par 
conséquent, si les taux varient d’une province a |’autre, il 
suffirait aussi de changer les facteurs de la formule... Si 
l’on divise en fonction d’un taux uniforme, n’est-il pas 
possible de faire la méme division, en variant certains des 
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The Chairman: I do not think so. Oh, I see what you 
mean. 


Mr. Weyman: Let us say the rate in one province, just 
to take the extreme, is half of what it is in all the other 
provinces. It would only be a matter of arithmetic, when 
you are doing the apportionment, to take that factor into 
account. Once you have the allocation among the 
provinces. .. That seems to me the difficult part in terms 
of getting a fair base for doing the allocation. We are not 
talking about just consumption in that province by the 
households in that province. We are talking about people 
coming in and then going back to their province. You 
would have to allow a credit in their businesses for the tax 
that they paid while visiting the other province. It seems 
to me that is the area where there is difficulty. 


Mr. Friedman: Then the concern will be which 
provinces are visited most often and what the patterns are 
across the country. There are more likely to be people 
from Saskatchewan visiting Ontario than vice versa. The 
money is spent in Ontario and you want to get a credit in 
Saskatchewan. But Saskatchewan says that Ontario got the 
tax in the first place. Why should Saskatchewan be paying 
the tax back? Now, what you are suggesting is that there 
should be some adjustment. But then you need to look at 
all the combinations of trips to see whether it is equal all 
across Canada. It is do-able—everything is do-able—but 
how reasonable is it? 


Mr. Wood: The simplest way would be to look at 
household spending in that province and the total 
number of residents. There could be an allocation based 
solely on that. Forget all the earlier wash entries, just look 
at final consumption. The consumers do not care whether 
they spend it in B.C. or Ontario. Find out what the 
estimate of their consumption is. That would be the 
allocation. 


Mr. Friedman: I cannot do the mental mathematics. 


The Chairman: You have been involved in this for a 
while. How much leakage is there right now to provinces 
on their provincial sales tax? Obviously there is leakage at 
the border. There is leakage between the provinces. 


[Translation| 


facteurs, pour tenir compte des différences de taux selon 
les provinces? 


Le président: Je ne le crois pas. Ah, je comprends ce 
que vous voulez savoir. 


M. Weyman: Prenons un cas extréme et supposons que, 
dans une province, le taux d’imposition est la moitié de ce 
qu’il est dans toutes les autres provinces. C’est simplement 
une question de calcul: il suffirait de tenir compte de ce 
facteur lorsque l’on fait la répartition. Une fois la 
répartition faite entre les provinces. . . C’est cela qui me 
semble le plus difficile: d’avoir une assiette fiscale juste 
qui permette la répartition d’une province a l'autre. Nous 
ne parlons pas ici uniquement de ce que consomment 
toutes les familles de la province. Nous parlons ici aussi 
de ce que consomment des gens originaires d’autres 
provinces mais qui viennent séjourner dans la votre. Il 
faut permettre a leurs entreprises de pouvoir obtenir un 
crédit d’imp6ét pour les taxes qu’ils ont versées dans la 
province quils visitaient. Voila ou le bat pourrait blesser. 


M. Friedman: II faudrait alors se demander quelles sont 
les provinces dans lesquelles on se rend le plus souvent et 
quels sont les modes de déplacement a l’échelle du pays. 
On peut s’attendre a ce qu’il y ait plus d’habitants de la 
Saskatchewan qui visitent |’Ontario que l’inverse. Ces 
visiteurs paient donc a l’Ontario de la taxe qu’ils 
voudraient bien se faire rembourser, une fois revenus en 
Saskatchewan. Mais la province de la Saskatchewan 
pourrait répliquer, quant a elle, que c’est la province de 
Ontario qui a regu au départ l’argent de la taxe. Dans ce 
cas, pourquoi la Saskatchewan devrait-elle rembourser? II 
faudrait qu’il y ait un certain rajustement, d’aprés vous. 
D’accord, mais il faudrait aussi tenir compte de toutes les 
combinaisons possibles de déplacement pour essayer de 
déterminer si les déplacements se valent dans toutes les 
provinces. C’est évidemment faisable; tout est faisable. 
Mais est-ce vraiment raisonnable de le faire? 


M. Wood: La fagon la plus simple, ce serait de 
déterminer ce que dépense chaque famille d’une province 
par rapport a son nombre total de résidents. La 
répartition se ferait alors en fonction de ces deux critéres. 
Oubliez tous les facteurs précédents, et tenez compte 
uniquement de la consommation finale. Pour les 
consommateurs, peu importe qu’ils aient payé le produit 
qu’ils ont acheté en Colombie-Britannique ou en Ontario. 
Il s’agirait de faire l’évaluation de ce que consomme 
chaque famille, et c’est ce qui déterminerait |’allocation. 


M. Friedman: Je suis incapable de faire le calcul 
mental. 


Le président: Puisque vous vous penchez sur la 


{ 
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question depuis déja quelque temps, pouvez-vous nous © 


dire combien la taxe de vente provinciale sur des biens 
achetés dans une autre province représente comme perte 
pour la province? On ne peut nier qu’il y ait fuite a la 
frontiére et entre les provinces. 


Texte] 


Mr. Wood: I am not aware of any Canadian studies, but 
in the US. it is suggested that they are losing 3% of the 
revenue On interstate sales. 


Mr. Friedman: If you talk to Ontario retail sales tax 
branch people informally, they have a fond wish for 
Revenue Canada, Customs and Excise to collect 
provincial sales tax at the border, as goods come into the 
country. They suspect that there is a large amount of 
leakage every time you go on a holiday or on a business 
trip, as you truck your stereos back in your trunk— 


Mr. Wood: Or between provinces. Clothing is exempt 
in Quebec and furniture is exempt in Quebec, so there 
seems to be a tendency— 


The Chairman: Is it a fact that in some provinces the 
big payer of retail sales tax is the automobile industry? 


Mr. Friedman: I cannot speak for that. The safeguard 
in automobiles is— 


The Chairman: In the automobile industry it is the 
licensing. You have to licence the damned thing. 


Mr. Friedman: I am sure that the provincial retail sales 
tax officials could probably give you very good figures as 
to what they think the leakage is. 


2 ULL 


When we talked about the underground economy, 
nobody really knows. I am sure we have all bought things 
in the U.S. and have promptly declared them for customs 
Purposes, but none of us have, on an honour system, 
remitted provincial sales tax on those goods when we 
should have done that. 


The Chairman: I just think that is unconstitutional. 


Mr. Weyman: Then of course there is the mail order 
business. Is the mail order business not also an area where 
there is considerable leakage? 


Mr. Friedman: It is a big concern in the U.S., and there 
are volumes of court cases on individual states trying to 
force collection. 


Mr. Wood: It is certainly a big issue in Canada as well. 
A number of mail order houses might choose to operate 
Out of Alberta and then not be responsible for collecting 
tax from anywhere, or Ontario and sell into Quebec, and 
SO on. You are quite right, there are a lot of mail order 
‘problems at the retail level that the provinces would solve 
if they participated in an NSD. 
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M. Wood: A ce que je sache, aucune étude canadienne 
n’a été faite, mais aux Etats-Unis, on prétend que les 
pertes de revenu sur les ventes entre les Etats représentent 
3 p. 100. 


M. Friedman: Si vous parlez aux gens de la direction 
Ontarienne de la taxe de vente au détail, vous constaterez 
certainement qu’ils souhaiteraient ardemment voir le 
ministére du Revenu, Douanes et Accise, percevoir la taxe 
de vente provinciale a la frontiére, sur les biens qui 
€ntrent au pays. C’est parce qu’ils ont Vimpression de 
perdre beaucoup de revenus fiscaux chaque fois qu’un 
Canadien va aux Etats-Unis en vacances ou en voyage 
d’affaires, étant donné qu’ils le soupgonnent de rentrer au 
pays avec quantité d’objets non déclarés enfouis dans le 
coffre de sa voiture. . . 


M. Wood: C’est la méme chose entre les provinces. La 
vente de vétements et de meubles est détaxée au Québec, 
et C’est pourquoi on cherche plutot... 


Le président: Est-ce vrai que, dans certaines provinces, 
le secteur qui rapporte le plus en termes de taxe de vente 
au détail, c’est le secteur de Vautomobile? 


M. Friedman: Je n’en sais rien. Ce qui nous aide, en ce 
qui concerne l’automobile, c’est ques 


Le président: C’est l’immatriculation qui vous sauve la 
vie. II faut bien faire immatriculer ces satanées voitures. 


M. Friedman: Je suis sir que les représentants 
Provinciaux de la taxe de vente au détail pourraient vous 
donner des chiffres exacts sur ce que représentent ces 
pertes. 


Lorsque l’on parle de l’économie souterraine, personne 
ne connait vraiment l’ampleur du probléme. Je suis sar 
que nous avons tous déja acheté aux Etats-Unis des biens 
que nous avons promptement déclarés a la frontiére, mais 
qu’aucun d’entre nous n’a remboursé selon les régles la 
taxe de vente provinciale, comme nous aurions du le 
faire. 


Le président: Je pense tout 
contraire a la Constitution. 


simplement que c’est 


M. Weyman: N’oublions pas non plus tout le secteur 
des ventes par correspondance. Ce secteur ne représente-t- 
il pas lui aussi une perte considérable de revenus fiscaux? 


M. Friedman: Je sais que c’est un grave probleme aux 
Etats-Unis ou divers Etats ont tenté a plusieurs reprises, 
par la voie des tribunaux, de percevoir la taxe de vente. 


M. Wood: C’est aussi un grave probléme au Canada. 
Certaines entreprises de vente par correspondance 
pourraient choisir de s’établir en Alberta, ce qui les 
exempteraient d’avoir a percevoir de Vimpét d’ailleurs, ou 
encore de s’établir en Ontario pour vendre au Québec, 
par exemple. Vous avez raison de dire que, si les 
provinces adhéraient 4 un régime de taxe de vente 
nationale, elles pourraient ainsi résoudre une bonne 
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The Chairman: Why I ask is the leverage that might be 
available to get provinces into one national rate, because 
it seems to me that no matter how you look at it, if you 
have different rates in different provinces, you have 
yourself a real problem. Secondly, of course, if we had 
one rate, we could impose that rate right across the 
country regardless of what Alberta thought. 


Mr. Wood: On the other hand, the provinces— 


Mr. Dorin: I am the only one who is not in violation of 
the provincial sales tax as he described it, because I am 
from Alberta, so I do not owe anything. I can go to the 
United States and buy things and have a clear conscience. 


Mr. Friedman: I will correct you on that, because to 
the extent that you have, for want of a better word, a place 
of business in Ottawa, for example, and you bring in a 
bottle of alcohol into Ontario, even Diet Coke for that 
matter, you shculd be remitting provincial sales tax on 
that. It is where you consume the goods, not where you 
live. 


Mr. Dorin: He is the innocent one, but what about the 
rest of us? 


Mr. Friedman: It is a concern. One of the ways of 
getting provinces to opt into the system is that there is a 
little bit more security, but to the extent that you have 
one province that opts out or two provinces. . . 


Now you mentioned, Mr. Chairman, that Alberta 
would have to go along. Alberta does not have to go 
along. 


The Chairman: The national. government could 
conceivably pass a national sales tax at 12%, and say that 
they will pay to every province half of the collections on a 
per capita basis. 


Mr. Friedman: On a consumption basis. 
The Chairman: On a per capita basis. 


Mr. Friedman: Then how would the maritime 
provinces with provincial sales tax rates of 10% to 12% 
suffer compared to Saskatchewan, B.C., Manitoba, and 
Ontario with 6% and 7%? 


The Chairman: They probably would not suffer, 
because if you paid it on a per capita basis, they probably 
have much more leakage down there than larger 
provinces like Ontario would have. 


[Translation] 


partie des problémes que leur pose la vente au détail par 
correspondance. 


Le président: Je pose la question parce que je voudrais 
savoir exactement comment nous pourrions inciter les 
provinces a adhérer a un régime national de taxe de vente: 
autrement dit, quel que soit l’angle sous lequel nous 
envisagions le probléme, si les provinces choisissent 
d’imposer des taux différents, nous n’en sortirons jamais. 
En outre, si nous choisissions d’imposer un taux 
uniformément, nous pourrions aussi l’imposer a |’Alberta, 
ne lui en déplaise. 


M. Wood: Par ailleurs, les provinces. . . 


M. Dorin: Je suis le seul a ne pas avoir enfreint la regle 
de la taxe de vente provinciale telle que l’a deécrite M. 
Friedman, puisque je viens de |’Alberta et que je ne dois 
donc rien 4 personne. J’ai donc la conscience tranquille 
chaque fois que je vais acheter quoi que ce soit aux Etats- 
Unis. 


M. Friedman: Permettez-moi de vous prendre en 
défaut: dans la mesure ol vous avez une sorte de bureau 
d’affaires 4 Ottawa, chaque fois que vous importez en 
Ontario une bouteille d’alcool ou méme une boite de 
Diet Coke, par exemple, vous devriez rembourser la taxe 
de vente provinciale sur ces biens. L’important, ce nvest 
pas votre province de résidence, mais la province ou vous 
consommez les biens. 


M. Dorin: C’est lui qui est innocent, mais que fait-il 
des autres? 


M. Friedman: Vous voyez que cela peut poser un 
probléme. On pourrait inciter les provinces a adhérer au 
régime national en leur expliquant qu’il leur offre un peu 
plus de sécurité, et en espérant qu’une ou deux provinces 
ne choisissent pas de se désaffilier. . . 


Vous avez dit, monsieur le président, que l’Alberta 


serait obligé d’emboiter le pas. L’Alberta n’y est 
aucunement obligée. 
Le président: On pourrait imaginer que le 


gouvernement national pourrait décider d’imposer une 
taxe de vente nationale de 12 p. 100 et décréter qu'il 
versera a toutes les provinces la moitié de ce qu'il aura 
percu en taxes, en fonction de leur nombre d’habitants. 


M. Friedman: En fonction de la consommation. 


Le président: Non, en fonction du nombre d’habitants. — 


M. Friedman: Dans ce cas, comment les provinces — 
Maritimes pourraient-elles survivre avec des taux de taxe » 
de vente provinciale de 10 4 12 p. 100, par rapport aux 6 


et 7 p. 100 qu’imposeraient la Saskatchewan, la Colombie- 
Britannique, le Manitoba et l'Ontario? 


Le président: Elles n’en souffriraient probablement pas, 
parce que, si le gouvernement fédéral remboursait les 
provinces en fonction de leur nombre d’habitants, cela 
compenserait largement les é€normes pertes qu’elles 
subissent trés certainement beaucoup plus que ne les 
subissent des provinces plus importantes comme 
Ontario. 
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Mr. Dorin: They also have jower average incomes, 
lower disposable incomes, and presumably lower 
consumption, and frankly will probably pick up some tax 
from those high-rolling Toronto lawyers who are paying 
it. 


An hon. member: Lawyers from Toronto do not pay it. 


Mr. Friedman: You have to be able to do the 
homework in proving to individual Provinces that they 
would be as well off under this system as under any other 
system. 


The Chairman: Has anybody done that homework, do 
you know? Well, Lorey might know. 


Mr. Friedman: I am sure the Department of Finance 
has done something in this area. 


Mr. Dorin: If I was the Minister of Finance, I would 
announce that three years from today, I am going to stop 
paying federal transfer payments to the provinces, and I 
am going to abandon federal sales tax. The numbers are 
reasonably the same, and let them scramble to pick up 
that available tax and sort it out. 


Mr. Friedman: My answer to that is I would get into 
the business of renting out border guards between 
provinces, because this leakage is a concern. 


° 1120 


Mrs. Collins: I just want to come back to a question I 
asked earlier in the week. What is the cost of 
administration of the various Options? It could be done 
jointly, federal and provincial, with one collection rather 
than two separate systems. Different Options are being set 
forward. I gather you have not done an analysis of the 
comparative administrative costs. 


Mr. Friedman: We have not. Obviously if you have one 
administration you can either eliminate Revenue Canada 
Or you can eliminate the provincial collection 
mechanism. The fear is that because of the credit system 
involved, where sombody has to police the claims and a 
large number of taxpayers, you will perhaps eliminiate 
some provincial administration, but replace it with a 
much larger federal administration. I would be very 
surprised if whoever is walking across or wandering across 
Canada trying to sell this to the provinces does not have 
some kind information to prove that it makes more sense 
in terms of total manpower requirements. 


It is hearsay, but I hear that the federal government 
will need 3,000 or 4,000 CAs to man this new system. I 
‘annot find two or three CAs in Toronto. In addition to 
the question of manpower requirements, there is the 
droblem of actually finding the people who are competent 


[Traduction] 


M. Dorin: Elles ont aussi des revenus moyens 
moindres, des revenus personnel disponibles moindres et 
consomment présumément beaucoup moins; a vrai dire, 
je suppose qu’elles pourraient méme récupérer une partie 
de la taxe que versent les riches avocats de Toronto. 


Une voix: Les avocats de Toronto ne paient jamais de 
taxe. 


M. Friedman: [1 faut pouvoir bien fourbir ses armes et 
arriver a prouver aux Provinces prises individuellement 
qu’elles s’en tireraient mieux en adhérant au régime qu’en 
adhérant a tout autre régime. 


Le président: L’un de vous a-t-il fourbi ses armes? 
Lorey le sait peut-étre. 


M. Friedman: Je suis sar que le ministére des Finances 
a fait des recherches dans ce domaine. 


M. Dorin: A la place du ministre des Finances, 
j’annoncerais que, dans trois ans, jour pour jour, 
jarréterais tout paiement de transfert aux provinces et que 
j'abandonnerais aussi l’idée d’une taxe de vente fédérale. 
Les chiffres reviennent a peu prés au méme, et ce serait 
aux provinces a ramasser argent qui reste des taxes pour 
essayer de se le partager. 


M. Friedman: Je vous répliquerais, quant a moi, que 
jouvrirais ma propre compagnie de gardes de sécurité, 
que je posterais aux frontiéres des provinces, justement 1a 
ou se font les fuites. 


Mme Collins: Je voudrais revenir A une question que 
j'ai posée plus tét au cours de la semaine. Que cottera 
administration de ces diverses options? Le régime 
pourrait étre administré conjointement par le 
gouvernement fédéral et les provinces, et l’on pourrait 
n’avoir qu’une seule agence de perception plutét que 
deux. N’avez-vous pas analysé ce que coluteraient, du 
point de vue administratif, les différentes options 
proposées? 


M. Friedman: Non. Il est évident que, si l’on n’a 
qu’une seule agence qui administre, on peut soit éliminer 
le ministére du Revenu, soit éliminer Vagence de 
perception provinciale. On peut cependant craindre qu’a 
cause du systeme de crédit dont il est question, qui oblige 
quelqu’un 4a vérifier les demandes que présenteront, sans 
aucun doute, les nombreux contribuables, en voulant 
éliminer une boutique provinciale, il faudra peut-étre la 
remplacer par une boutique fédérale beaucoup plus vaste. 
Cela me surprendrait d’apprendre que celui qui essaie de 
parcourir le Canada pour convaincre les provinces de la 
validité de sa proposition n’a pas déja les renseignements 
voulus pour étayer sa position et la rendre beaucoup plus 
plausible en termes de besoins globaux de main-d’oeuvre. 


Ce n’est que oul-dire, mais j'ai su que le gouvernement 
fédéral aurait besoin de 3,000 a 4,000 comptables agréés 
pour administrer ce nouveau régime. Or, jal moi-méme 
du mal a en trouver deux ou trois a Toronto. Outre le 
probleme de besoin en main-d’oeuvre, il se pose une 
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to police this system and to ensure that as soon as it gets 
off the ground, there are no games being played. My 
feeling is that you are not going to get economies of scale 
from it. | am open to debate on that. 


Mrs. Collins; Do we have figures on what the 
administrative costs are likely to be if this comes about? 


The Chairman: We have not. 
Mr. Friedman: It is a very good question. 


Mr. Weyman: In terms of the United Kingdom, am I 
right that there is some published data there in terms of, 
say, comparing the costs of running the value-added tax 
system there and the income tax system? I thought that 
the value-added tax system was significantly cheaper to 
run from government’s point of view than the income tax 
system. Is that correct? 


Mr. Friedman: The figures may be fairly old. Until a 
few years ago there was not great compliance 
requirements in the U.K. As an interesting sideline, as 
soon as they beefed up the policing, all the public 
accounting firms got a large number of clients and a large 
number of professionals dealing with VAT. I am 
wondering whether the statistics refer to pre-compliance 
days or after. 


Mr. Hoffman: I do not know. I think those are earlier 
studies. I cannot remember. We have looked at this in the 
past, and I cannot remember the numbers. I think your 
inclination is correct. 


Mr. Friedman: It seems to me that in talking several 
years ago to some people in the U.K. about the issue of 
compliances, there were so many holes in the rules that 
you could actually collect tax, hold onto it, not spend it 
and never remit it. Somehow there were difficulties in 
coming after that money. ; 


In the last few years they have really beefed up their 
policing. The collections are only as good as the 
compliance and protection requirements under the act. It 
is probably an area where the committee would want to 
look closely at costs and at the economy of doing this 
kind of thing. 


Mr. Wood: A lot of it still goes back to the preventive 
maintenance aspect and education to the extent that you 
can get taxpayers set up properly to begin with. Unless 
there is fraud or something involved, you will not have 
the problems there three years from now when you have 
the auditors go in. This goes back to the taxpayer 
education, re-emphasizing the importance there. 


The other point I would like to make is that from the 
provincial treasurers point of view, the single rate concept 
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autre difficulté: celle de trouver des gens compétents pour 
vérifier le systeme et pour faire en sorte que, dés sa mise 
en oeuvre, on n’essaiera pas de le contourner. Ce n’est pas 
la que l’on trouvera des économies d’échelle, je le crains 
fort. Mais je suis prét a en débattre. 


Mme Collins: A-t-on une idée de ce qu'il en coutera 
administrativement, si ce régime devait s’appliquer? 


Le président: On ne sait pas. 
M. Friedman: C’est une excellente question. 


M. Weyman: Ai-je raison de penser qu’au Royaume- 
Uni, on a colligé des chiffres permettant de comparer ce 
qu’il en coute de gérer le régime de la taxe sur la valeur 
ajoutée et ce que cotite le régime de Vimpot sur le 
revenu? Ai-je raison de croire que l’on a conclu, au 
Royaume-Uni, que le régime de la taxe sur la valeur 
ajoutée coutait beaucoup moins cher a gérer du point de 
vue du gouvernement que le régime de l’impot sur le 
revenu? 


M. Friedman: Vos chiffres remoritent peut-étre déja a 
quelque temps. Jusqu’a récemment, il n’y avait pas au 
Royaume-Uni de nombreux critéres d’observation. Mais, 
fait intéressant a noter, dés que l’on ett mis l’accent sur la 
vérification, il semble que toutes les grandes maisons 
britanniques de comptabilité aient vu le nombre de leurs 
clients et de leurs agents s’intéressant a la TVA augmenter 
de fagon considérable. Je me demande si, a l’€poque ou 
Von a compilé les statistiques, il y avait observation ou 
non des critéres. 


M. Hoffman: Je n’en sais rien. Je pense que les études 
remontent a encore plus loin. Je sais qu’on s'est déja pose 
la question, mais j’ai oublié les chiffres. Je pense que 
votre impression est justifiée. 


M. Friedman: Pour avoir parlé, il y a de cela plusieurs 
années, a des Britanniques au sujet de Vobservation des 
régles, il me semble avoir constaté qu’il y avait tellement 
de lacunes qu’il était possible a ce moment-la de percevoir | 
de la taxe, de la garder dans ses poches sans la dépenser, et 
de ne jamais avoir a la rembourser. Il semblait difficile de 
récupérer cet argent. 


Récemment, les Britanniques ont réussi a mettre de 
Vordre dans leur systeme de vérification. Mais il n’est 
possible de percevoir la taxe que dans la mesure ou la loi 
prévoit des mécanismes d’observation des réglements et de’ 
protection. Je suppose que le comité voudra regarder de. 
prés les chiffres des couts et se demander si cette fagon de 
faire est vraiment €conomique. 


M. Wood: Mais on revient toujours a la question du 
maintien de la prévention et de léducation des 
contribuables, au départ. A moins qu’il n’y ait fraude ou 
quelque chose de ce genre, on ne devrait pas rencontrer 
les mémes problemes qu’on a connus au Royaume-Uni, 
lorsque les vérificateurs mettront le nez dans le systeme 
dans trois ans. Je répéte que limportant, cest la 
sensibilisation du contribuable. | 


Jaimerais aussi parler du point de vue des trésoriers 
des provinces: le taux unique ne les intéressera peut-étre 
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may not be as interesting, given that the provinces to a 
large extent have given up personal income tax, except for 
Quebec and Ontario, | guess. They follow the federal 
government’s rules. There is not a lot of room for them to 
move in individual policies. Many of them have used 
retail sales taxes as their fiscal instrument to provide 
certain incentives to what is needed. What is left for them 
tO manoeuvre when there is a single rate and they Just get 
money back from the federal government? 


Sail 


Mr. Friedman: That is a very important point. To the 
members from out of province who stay in hotels in 
Ottawa, there is a not publicized refund procedure to get 
Ontario retail sales tax back on your accommodation. 
That is a provincial incentive. You did not know about 
that?’ Some of them are less publicized. It is a policy 
initiative to promote tourism not within the province but 
from outside the province. Quebec says that all 
accommodation is provincial sales tax exempt. So you are 
taking that away and it is a very valid point. 


Mr. Wood: I guess the other point is that to a large 
extent the provinces, like thé federal government, take 
their taxes from business inputs. There would be a big 
shifting of the tax burden from business inputs to 
consumer goods. 


The Chairman: Well, which provinces take the bulk 
from business inputs? 


Mr. Wood: All of them tax business inputs. 
The Chairman: Ontario does not really. 


Mr. Wood: Ontario and east, for example— 


The Chairman: It does not on manufacturing inputs 


though. 
Mr. Wood: Oh yes, sure. 


Mr. Friedman: British Columbia gives you no breaks. 


Mr. Wood: Western provinces tax production 
equipment and the eastern provinces exempt some— 
Alberta exempts everything, of course—so there would be 
some shifting of the tax burden. 


| Mr. Hoffman: Mr. Chairman, this comes back to the 
wxroblem we discussed the very first night. Why not have a 
etail sales tax with exemption certificates? As much as 


hat appeals in theory, the empirical evidence suggests 
| 


[Traduction] 


pas autant, étant donné que les provinces, pour la plupart, 
ont déja abandonné toute perception de l’impét sur le 
revenu personnel, sauf pour le Québec et l’Ontario. Elles 
Suivent les régles du gouvernement fédéral, et c’est 
pourquoi il n’y a pas beaucoup de place chez elles pour 
les politiques individuelles. Plusieurs d’entre elles se sont 
servies de la taxe de vente au détail comme d’un 
instrument fiscal pour pouvoir offrir certains incitatifs. 
Quelle marge de manoeuvre leur restent-elles si tout ce 
qu’on leur propose, c’est un taux unique et qu’il leur faut 
attendre de se faire rembourser par le gouvernement 
fédéral? 


M. Friedman: C’est une observation trés importante. Je 
ferais remarquer aux députés de l’extérieur qui résident 
dans des hétels 4 Ottawa qu'il existe une procédure de 
remboursement qui vous permet de vous faire rembourser 
la taxe de vente au détail de l’Ontario que vous avez payée 
pour louer votre chambre d’hétel. II s’agit la d’un incitatif 
provincial trés méconnu. Vous ne le saviez pas? Certains 
de ces incitatifs fiscaux sont presque passés sous silence. I] 
s’agit la d’une initiative politique visant A promouvoir le 
tourisme non pas de ses propres citoyens, mais de la part 
de ceux qui résident 4 l’extérieur de la province. Quant a 
ce qui se passe au Québec, tout logement est exempté de 
la taxe de vente provinciale. Vous avez donc tout a fait 
raison de soulever la question, si l’on enléve cette 
possibilité aux provinces. 


M. Wood: En Outre, il se trouve que les provinces, tout 
comme le gouvernement fédéral, pergoivent une bonne 
partie de leur revenu fiscal des intrants des entreprises. Le 
fardeau fiscal serait donc déplacé en grande partie des 
intrants des entreprises vers les biens de consommation. 


Le président: Quelles provinces exactement retirent la 
Plus grande partie de leurs taxes des  intrants des 
entreprises? 


M. Wood: Toutes, car elles taxent toutes les intrants. 
Le président: Pas vraiment |’Ontario. 


M. Wood: L’Ontario et les 
exemple... 


provinces de l’Est, par 


Le président: L’Ontario ne taxe pas ce qui entre dans la 
fabrication. 


M. Wood: Si, certainement. 


M. Friedman: La Colombie-Britannique ne laisse rien 
échapper elle non plus. 


M. Wood: Les provinces de |’Ouest taxent l’équipement 
de production, alors que les provinces de l’Est en 
exemptent certains. L’Alberta détaxe absolument tout, 
bien sir. Par conséquent, il y aurait déplacement dans 
une certaine mesure du fardeau fiscal. 


M. Hoffman: Monsieur le président, nous revenons au 
probleme que nous avons discuté 1a toute premieére 
journée. Pourquoi ne pas proposer une taxe de vente au 
détail avec des certificats d’exemption? Pour autant que 
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that retail sales taxes are very poor mechanisms for 
relieving inputs of tax. There has been a suggestion, 
although I cannot substantiate it here, that as much as one- 
third of all provincial taxes are collected from business 
inputs. 


Mr. Wood: Yes, but the other side of that, Lorey, is 
who has tried to do it? Has it been a revenue-raiser Or 
have they been looking to ways to relieve business inputs? 


Mr. Hoffman: Remember, under a new joint system it 
is not the current rate that you tack onto the federal rate., 
you have to get that revenue from somewhere else if you 
want to stay revenue neutral. 


The Chairman: Well, if you tax business inputs but the 
consumption of that business’s product is all domestic, it 
does not matter. It is only when the business input results 
in a burden on your exports. Is that not right? 


Mr. Hoffman: No. 
The Chairman: Why? What is that rule? 


Mr. Hoffman: That is the nature of the tax. You only 
tax final consumption. 


Mr. Friedman: If you did not relieve raw materials and 
work in process or machinery, and you tax selling price 
and you tax inputs, you have a double taxation. 


The Chairman: Yes, well as long as that is only with 
respect to your domestic market... You are taxing your 
domestic citizens anyway and this is just another way of 
doing it. 


Mr. Hoffman: That is cascading. 


The Chairman: Yes, I know, but the fact is you are 
talking about the domestic market. What is the damage? Is 
that damage not only when it results in export? 


Mr. Friedman: No, we go back... It is like I see 
Loblaws again, the company that says that you are going 
to tax their inputs, they are going to integrate vertically as 
much as possible because to the extent that any processing 
occurs within their own plant that is not going to get 
taxed as the goods move in. So you are again suggesting 
that if you do not give relief to inputs then you are giving 
advantages to the more vertically integrated corporations 
versus the ones that just do a little bit of holding onto 
inventory. So it is not equal. It is not a fair way of doing 
It. 


The Chairman: I appreciate you can sit back and say it 
is not fair, but I have not yet seen a taxing statute that was 
fair. Taxes are implicitly unfair. 


[Translation| 


cette solution nous séduise en théorie, experience, 
jusqu’ici, montre que la taxe de vente au détail n’est pas le 
moyen idéal pour rembourser la taxe prélevée sur les 
intrants. On a laissé entendre, sans pour autant que je 
puisse étayer cette hypothése, que jusqu’a un tiers de 
toutes les taxes provinciales étaient pergues sous forme de 
taxes sur les intrants des entreprises. 


M. Wood: D’accord, mais il faut également se 
demander quel était l’objectif vise. S’agit-il d’augmenter 
les revenus pour le gouvernement Ou de rembourser la 
taxe prélevée sur les intrants des entreprises? 


M. Hoffman: Rappelez-vous qu’avez un nouveau 
régime conjoint, ce n’est pas le taux actuel que l’on 
rajoute au taux fédéral; il faut aller chercher ce revenu 
ailleurs, si l’on veut préserver la neutralité des recettes. 


Le président: Mais si vous taxez les intrants des 
entreprises mais que ce produit d’entreprise est 
consommé au Canada, cela ne fait pas de difference. N’est- 
il pas vrai que cela ne fait une différence que lorsque 
V’intrant d’entreprise se traduit par un fardeau pour vos 
exportations? 


M. Hoffman: Non. 


Le président: Pourquoi? Qu’est-ce que c’est que cette 
régle? 


M. Hoffman: C’est a cause de la nature de la taxe qui 
ne taxe que le consommateur final. 


M. Friedman: Si nous n’allégez pas la taxe sur les 
matérieux bruts et sur les travaux de transformation ou la 
machinerie et que vous taxiez le prix de vente et les 
intrants, cela finit par faire une double taxation. 


Le président: Oui, dans la mesure ou cela ne s’applique 
que a l’intérieur de vos frontiéres. Vous taxez déja les 
citoyens du pays, et cela ne fait qu’une taxe de plus. 


M. Hoffman: C’est une application en cascade de la 
taxe. 


Le président: Je sais, mais on ne parle ici que du 
marché national. Pourquoi parlez-vous d’un fardeau de 
plus? N’est-ce pas un fardeau de plus uniquement 
lorsqu’il y a exportation? 


M. Friedman: Non... Prenez encore une fois le cas de 
Loblaws: Cette compagnie prétend que puisque l’on veut 
taxer ses intrants, elle va s’intégrer verticalement le plus 
possible étant donné que toute transformation effectuée 
dans son sein ne fait pas l’object d’une taxe percue sur les 
biens qui y entrent. Vous laissez encore une fois entendre 
qu’en n’allégeant pas le fardeau fiscal sur les intrants, 
vous avantagez les sociétés verticalement intégrées par 
rapport a celles qui ne font que maintenir leur inventaire. 
Ce n’est pas juste. 


Le président: C’est bien beau de prétendre que ce n’es! 
pas juste, mais je ne connais pas de régime fiscal qui, a cé 
jour, soit juste. Taxer, c’est implicitement injuste. | 
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Mr. Weyman: It is interesting, because value-added tax 
was introduced Originally to eliminate the extreme 
cascading of taxes that was occurring in the European 
countries. And here we are introducing or thinking of 
introducing a value-added or multi-stage sales tax, yet 
acknowledging that the cascading could well be an 
acceptable part of it. 


* 1130 


Mr. Wood: | think the point on the provincial mix 
between business inputs and consumers is that in setting a 
break-even rate, where there is a shift in tax from the 
business imports to consumer goods, the break-even rate 
could actually be higher in some provinces than the 
Current sales tax rate. That is the point. I am just saying 
that it is more complicated in the rate-setting procedures 
than it would first appear. 


Mr. Friedman: Especially for basic groceries and other 
things that are tax-free, because then the base shrinks. 


Mrs. Collins: I want to come back to a problem I 
mentioned earlier this week. Having spent some time with 
the restaurant people last night, as I know the chairman 
did, I could see some real problems in equities in the 
whole issue of how to tax restaurants. 


The Chairman: | stirred them all up, Mary. 


Mrs. Collins: I know. If food is to be zero-rated or 
exempt and if this is a component of their input, do you 
exempt that and only tax on the value added to that food 
within the restaurant? 


Secondly, what do you do as...? We all know that 
within the grocery stores an increasing part of their 
business is the sale of prepared deli foods, which are the 
Same as those you would get in a restaurant. This is a real 
concern to the restaurant industry. A third example is 
that of the 7-Elevens, which are getting into a lot of 
selling of hamburgers. What is the difference between a 
hamburger at 7-Eleven and a hamburger at McDonald’s? 
I just do not know how all that is— 


Mr. Friedman: We discussed this whole area. Right 
now in Ontario, for example, if you go into the 
Supermarket down the street and buy a barbecued 
Chicken that was cooked in the Supermarket, it is subject 
tO provincial sales tax. 


Mrs. Collins: The whole amount. They do not exempt 
the cost of the basic chicken. 


Mr. Friedman: No, they do not. Right now the 
“€staurants are used to withholding provincial sales tax on 
vertain items. It is a concern. 


[Traduction] 


M. Weyman: Ce qui est intéressant, c’est que la taxe sur 
la valeur ajoutée a été introduite A Vorigine pour éliminer 
l’application en cascade des taxes qui étaient poussées a 
l’extréme en Europe. Or, ici nous pensons introduire une 
taxe sur la valeur ajoutée ou une taxe de vente multi- 
Stage, tout en reconnaissant que l’application en cascade 
des taxes pourrait en faire partie intégrante que nous 
Irlons meme jusqu’a accepter. 


M. Wood: Lorsque 1l’on parle de l’heureux milieu que 
les provinces doivent atteindre entre les taxes sur les 
intrants des entreprises et les taxes a la consommation, il 
est important de remarquer que lorsqu’il y a un 
déplacement du fardeau fiscal des intrants des entreprises 
aux biens de consommation, le taux de rentabilité 
pourrait €tre plus élevé dans certaines provinces que ne 
lest le taux de taxe de vente actuel. C’est ga qui est 
important. I] est donc plus compliqué de fixer le taux que 
cela peut sembler au départ. 


M. Friedman: Surtout lorsque l’on parle des produits 
d’€picerie de base et d’autres produits qui sont détaxés, 
puisque alors l’assiette fiscale rétrécit. 


Mme Collins: Je voudrais revenir 4 ce que j’ai dit plus 
tot cette semaine. Comme le président et moi-méme avons 
passé quelque temps 4 discuter avec les représentants des 
restaurateurs hier soir, j’ai pu constater que la fagon de 
taxer les restaurants pourrait soulever de graves problémes 
d’équité. 

Le président: Je les ai tous secoués, madame Collins. 


Mme Collins: Je sais. S’il doit y avoir un taux 
d’imposition de zéro pour les aliments, c’est-a-dire si les 
aliments doivent étre exonérés, étant donné que les 
aliments constituent une partie de leur intrant, allez-vous 
exonérer uniquement cette partie et allez-vous ne taxer 
que la valeur ajoutée a cet aliment dans le restaurant? 


Deuxiémement, que faites-vous. . .? Nous savons que 
dans les épiceries, on vend de plus en plus d’aliments et 
de charcuteries préparées, qui sont a peu prés les mémes 
que ceux que vous pourriez manger au restaurant. Cela 
inquiéte énormément_ les restaurateurs. Troisiéme 
exemple, celui des chaines de magasins 7-Eleven, qui se 
lancent dans la vente des hamburgers. Quelle est la 
différence entre le hamburger de 7-Eleven et celui de 
MacDonald? Je ne sais trop comment tout cela. . . 


M. Friedman: Nous en avons discuté. Actuellement, en 
Ontario, si vous achetez au Supermarché du coin un 
poulet barbecue cuit en supermarché, il vous faut payer la 
taxe de vente provinciale. 


Mme Collins: Sur tout le produit. On n’exonére pas le 
produit du cout de base du poulet. 


M. Friedman: Non, en effet. Or, les restaurants ont 
actuellement l’habitude de ne pas faire payer la taxe de 
vente provinciale sur certains produits. C’est d’ailleurs un 
probleme. 


37: 40 


Finance and Economic Affairs 


28-1-1988 


EO al ee SSS ot ee 


[Text] 
Mrs. Collins: Not in B.C. They exempt restaurant 
meals from the sales tax in B.C. 


Mr. Friedman: As I understand it, only for the first $6. 


Mrs. Collins: No, it is taken off entirely. 


Mr. Friedman: Oh, is it? Okay, I stand corrected. 


As we said about this two nights ago, it is even worse. 
We were addressing some of the concerns of Mr. Cassidy. 
If you go into a milk store, buy a frozen pizza and pay for 
it and if you just happen to throw it in a microwave oven 
on the counter, it would be tax-free. But if you had the 
store clerk throw it into the microwave oven, it would be 
subject to tax. 


It is a valid concern, but it is a fact of life. I guess 
whoever wrote the white paper or whoever thought this 
scheme up considered restaurant meals to be luxuries and 
home-consumed foods not to be luxuries. I have a 
concern where you choose to count caviar—and you will 
hear people saying this—as a basic grocery but a granola 
bar as something that should be taxable. 


We keep coming back to having guidelines, and that 
argument goes for making everything taxable and for 
giving selected refundable income tax credit to the people 
who need it the most. 


I sound like a politician now, but you cannot argue out 
of both sides of your mouth. Exempt groceries but the 
poor restaurant people are going to be hurt. You have to 
go one way or the other, there is no half-way of doing it. 
Then you get into the debate of how much value 
certain... You can go to French restaurants now in 
Toronto where they take out a frozen meal, throw it in 
the oven and serve it to you. You can go to another 
French restaurant where somebody prepares the meals 
and works on it. If you exempt the inputs. . . the inputs 
are taxable and everything else is tax free. Where is the 
equality there? 


If you start making those distinctions, then you get 
inequality. This is why I sound like a cruel person, but I 
would tax all food and let the policy-makers ensure that 
enough of a credit is handed out to the right people as 
frequently as necessary. 


Mr. Dorin: The problem with what you just said is— 


The Chairman: It would be unsaleable. 


[Translation| 


Mme Collins: Pas en Colombie-Britannique ou lon 
exonére les repas de restaurant de la taxe de vente 
provinciale. 


M. Friedman: A ce que je sache, a concurrence de 
6.008. 


Mme Collins: Non, cela compte pour le prix total du 
repas. 


M. Friedman: Vraiment? Je ne le croyais pas. 


Comme nous l’avons dit avant-hier soir, cela peut étre 
encore pire. En répondant 4 M. Cassidy, nous avons 
expliqué que si vous alliez acheter chez un dépanneur une 
pizza surgelée que vous décidiez de faire réchauffer vous- 
méme au four micro-ondes qui se trouve sur le comptoir, 
votre pizza serait détaxée. Mais que si vous demandiez au 
commis du dépanneur de la faire réchauffer pour vous, 
votre pizza serait alors taxée. 


Vous avez raison de vous poser la question, mais le fait 
est que c’est injuste. Quiconque a rédigé le Livre blanc et 
a élaboré ce systeme devait juger que les repas au 
restaurant étaient du luxe alors que tous les repas 
consommeés chez soi ne |’étaient pas. Ce qui m’inquiete, 
c’est lorsque l’on prétend que le caviar, c’est un aliment 
de base—comme voudrait nous le faire croire d’aucuns— 
alors que les tablettes granola devraient étre taxées. 


On revient a l’argument proné par certains qui est le 
suivant: Etablissons des lignes directrices, taxons 
absolument tout, puis remboursons par le moyen de 
crédit d’impot sur le revenu ceux qui en ont le plus 
besoin. 


J’ai maintenant l’air d’un politicien, mais on ne peut 
constamment ménager la chévre et le chou. Si vous 
exonérez les aliments d’épicerie, ce sont les pauvres 
restaurateurs qui seront lésés. Il faut aller jusqu’au bout 
dans un sens ou dans |’autre, sans s’arréter a mi-chemin. 
On peut alors évidemment se demander quelle valeur 
attribuer a... Dans certains restaurants frangais de 
Toronto, on vous sert actuellement des repas surgelés que 
on vient de réchauffer. Dans d’autres, c’est quelqu’un 
qui prépare le repas a la cuisine du début a la fin. Si vous 
exonérez les intrants... Par contre, si vous taxez les 
intrants, tout le reste est détaxé. Ou est Véquité dans tout: 
cela? 


Dés que l’on commence a distinguer les cas particuliers 
des autres, c’est 1a que l’on préte le flanc a Vinéquité. Au 
risque d’avoir l’air cruel, je taxerais moi-méme tous les 
aliments et je ferais en sorte que les politiciens donnent 
suffisamment de crédits d’impdts a ceux qui en ont 
besoin, aussi souvent que nécessaire. 


M. Dorin: La difficulté de ce que vous venez de dire. .. 


Le président: On n’arriverait jamais A convaincre qui 
que ce soit. 
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Mr. Dorin: Well, if Mary is now convinced she can go 
to caucus next week and tell them that, and then there 
will be two of us. 


The Chairman: Mary can do that. I tried to quietly do 
that and I got booed down, as you recall. 


Mr. Friedman: Well, you are going to New Zealand, 
and New Zealand has a labour government that has 
instituted a GST on basic groceries, On charities, on 
babysitters, on anybody. If they do it, then they have 
recognized the fact that there is something intrinsically 
important about taxing everybody, and just directing tax 
relief at the people who require it. 


Mr. Dorin: There is absolutely no dispute. I do not 
think anybody who really understands the system of sales 
tax could make a valid argument for anything other than 
a single tax—one rate, everything included. However, the 
problem is that there is only a minority. .. and I will not 
claim that I am a sales tax expert, but I am just saying 
there is a very small minority of us who have enough 
appreciation of the issues to come to that conclusion. 


Mr. Friedman: I agree with you. I mean, living in 
Toronto and shopping in a supermarket where they look 
at you to see how you are dressed before they ring up the 
Sales, it does not matter to me as much as it does to lower- 
income people how much I pay for my groceries. If you 
make groceries tax-free I will benefit three or four times 
as much as the people who really need it. So go ahead, 
make them tax-free. I will be happy. 


Mr. Hoffman: It buys lots of caviar. 


Mr. Minaker: I guess we are reviewing areas of more 
information, are we? 


The Chairman: Yes. 


Mr. Minaker: I would like to bring up the subject of 
new houses and used houses again. In the case of a new 
house where they pay the tax and you get a mortgage on 
it, and you have to get the mortgage to pay the tax, how 
are you going to tax the mortgage? 


Mr. Wood: The mortgage would not be in it at all? It is 
not a factor? 


Mr. Minaker: No, I mean, will you be taxing the 
service of that mortgage? In other words— 


Mr. Wood: If it came through a financial institution it 
would. But if it was private, likely not. 


Mr. Minaker: Say it is from Montreal Trust, so the one 


individual who buys a new house has to pay an extra $100 
. 


[ Traduction] 


M. Dorin: Si Mary est convaincue elle peut aller au 
caucus la semaine prochaine pour en parler. Comme cela 
nous serons deux. 


Le président: Mary pourrait le faire. Si vous vous 
souvenez, j’ai essayé de procéder de cette fagon sans faire 
trop de tapage, mais on m’a hué. 


M. Friedman: Vous allez aller en Nouvelle-Zélande. Ce 
pays a un gouvernement travailliste qui a instauré la TBS 
sur les produits d’épicerie de base, les dons de charité, les 
gardiennes, etc. Ce gouvernement travailliste a du penser 
qu'il était intrinséquement important d’imposer tout le 
monde pour offrir ensuite une exemption aux seules 
personnes qui en avaient véritablement besoin. 


M. Dorin: Sans aucun doute. Je crois que toutes les 
personnes qui  comprennent vraiment comment 
fonctionne la taxe de vente ne pourraient recommander 
rien d’autre qu’une taxe unique s’appliquant a tout. Le 
probleme est qu’il y a une minorité. . . Personnellement 
je ne prétends pas étre spécialiste en la matiére, mais je 
pense qu’il n’y a que trés peu de personnes qui 
comprennent suffisamment la question pour en arriver a 
une telle conclusion. 


M. Friedman: Je suis d’accord avec vous. Jhabite a 
Toronto et je m’approvisionne dans un supermarché ou 
les caissiéres toisent les clients pour voir comment ils sont 
habillés avant de leur dire combien ils doivent. La 
Situation n’est évidemment pas aussi grave pour moi que 
pour quelqu’un a faible revenu. Si les €piceries ne sont 
pas assujetties a l’imp6ot, ce sera beaucoup plus mauvais 
pour les personnes a faible revenu que pour moi. Par 
conséquent, je n’ai rien a perdre mais tout a gagner a un 
systeme ou les aliments ne sont pas taxés. 


M. Hoffman: Vous pourrez acheter beaucoup de caviar. . 


M. Minaker: Nous nous penchons sur les questions 


pour lesquelles nous avons besoin de plus de 
renseignements, n’est-ce pas? 

Le président: Oui. 

M. Minaker: J’aimerais aborder la question de 


habitation, les maisons nouvelles et anciennes. Dans le 
cas d’une nouvelle maison, comment l’hypothéque sera-t- 
elle taxée? Car cette taxe est calculée sur Vhypothéque. 


M. Wood: Vous voulez dire que Vhypothéque n’est pas 
un facteur dont il faut tenir compte? 


M. Minaker: Non, je veux simplement savoir si la taxe 
s’appliquera au service de Vhypothéque. En d’autres 
termes... 


M. Wood: Si l’hypothéque était consentie par une 
institution financiére, la taxe s’appliquerait, mais ce ne 
serait sans doute pas le cas s’il s’agissait d’une transaction 
privée. 

M. Minaker: Supposons qu’il s’agisse d’une hypothéque 
obtenue auprés du Montreal Trust dans le cas d’une 
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per month for 20 years to accommodate the $8,000 of tax 
on the house. 


Mr. Wood: Okay. Is it $8,000? How did you. . .? I was 
thinking about that calculation. . . 


Mr. Hoffman: How did you come up with that figure? I 
think you missed a decimal point. 


Mr. Minaker: Because there is 3% on the material, 
okay? 

Mr. Hoffman: Okay. Right. 

Mr. Minaker: The house cost, we will say, $60,000— 


Mrs. Collins: Where can you buy a house for that? 


Mr. Minaker: No, no, the house cost $60,000 and the 
land is worth $40,000. So you have a $100,000 house. 


Mr. Wood: No, I think the estimates were 3% of the 
the total price. 


Mr. Minaker: Oh, I think they are higher than that, 
because your material in the house itself is only a third of 
the cost of the cost; the rest is labour. 


The Chairman: It is well over half. 
Mr. Layton: Depending on how much you have— 


Mr. Minaker: You are looking at $20,000 worth of 
material, we will say, at 8%, which is $1,600. So if you 
look at the $1,600 on the $100,000 sale, at the present 
time 


Mr. Wood: There are indirect taxes there, too, that the 
contractor and his tools and the trucks and 


Mr. Minaker: No, it would not be that high. 
The Chairman: Well, we will make it $2,500. 


Mr. Minaker: Well, anyway, say there is $2,000 of tax 
on that house right now. 


Mr. Layton: For the discussion only. 


Mr. Minaker: For the discussion only, okay? Now we 
apply a 15% tax if the provinces get into the game, on the 
$100,000, so there is $15,000 of tax in there. 


Mrs. Collins: What? That means it is $115,000. 


Mr. Minaker: Yes, well it is a $100,000 house that you 
could buy right now. With 15% on it, it would be 
$115,000. So then you have to mortgage it on top... so 
now what happens is that it is at least $125 a month more 
to cover the financing, and that is in the mortgage. Now, 
how are we going to tax the mortgage? 


Mr. Wood: The mortgage itself, if it is from a financial 
institution. .. the financial institution would calculate tax 
on the spread. 


[Translation| 

nouvelle maison. Il faudrait payer 100$ supplémentaire 
par mois pendant 20 ans pour rembourser les 8,000$ de 
taxes sur la maison. 


M. Wood: D’accord. S’agit-il de 8,000$? Comment avez- 
vous. . .? Je réfléchissais au calcul. . . 


M. Hoffman: Comment en étes-vous arrivé a ce chiffre? 
Je crois que vous avez fait une erreur de décimales. 


M. Minaker: Il y a bien 3 p. 100 sur les matériaux n’est- 
ce pas? 


M. Hoffman: Oui. 
M. Minaker: Prenons le cas d’une maison de 60,0005. 


Mme Collins: Et ot donc pouvez-vous acheter une 
maison pour ce prix? 


M. Minaker: La maison vaut 60,000$ le terrain 40,000$ 
ce qui nous donne une maison de 100,000$. 


M. Wood: Je crois que l’on avait prévu 3 p. 100 du prix 
total. 


M. Minaker: Je crois que ce serait plus élevé que cela 
étant donné que les matériaux eux-mémes ne représentent 
qu’un tiers du cout total, les deux autres tiers représentant 
la main-d’oeuvre. 


Le président: II s’agit de plus de la moitié. 
M. Layton: Tout cela dépend de... 


M. Minaker: S’il s’agit de 20,000$ en matériaux a 8 p. 
100, cela signifie 1,600$. II s’agirait donc de 1,600$ sur les 
100,000$ a l’heure actuelle. . . 


M. Wood: Il y a également des taxes indirectes, 
Ventrepreneur doit tenir compte de ses outils et de ses 
camions, etc. 


M. Minaker: Non, ce chiffre ne serait pas aussi éleveé. 
Le président: Disons par exemple 2,500$. 


M. Minaker: Supposons donc qu'il y ait 2,000$ de taxes 
sur cette maison 4 l’heure actuelle. 


M. Layton: Nous ne retenons ce chiffre que pour la 
discussion. 


M. Minaker: Certainement. Si l’on impose une taxe de 
15 p. 100 provinciale, cela signifie sur 100,000$, 15,000$ 
de taxes. 


Mme Collins: Comment! Cela porte donc le prix total a 
115,000$. 


M. Minaker: II s’agit bien d’une maison de 100,000$ 
que vous pourriez acheter a l’heure actuelle. Quinze pour 
cent de taxes signifie 115,000$. [1 faut ajouter. 
Vhypothéque, ce qui signifie au moins 125$ par mois 
supplémentaires pour le financement. Comment va-t-on 
taxer l’hypotheque? 


M. Wood: Si l’hypothéque est obtenue aupres d’une 
institution financiére, celle-ci calculerait la taxe sank 
Vécart. | 
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Mr. Friedman: So if they have a 2% spread there may 
be 10% or 15% of that 2%. 


Mr. Hoffman: Thirty basis points. 
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Mr. Minaker: So it is 30 basis points. Then if you buy a 
used house you do not have this, but you will just pay on 
the mortgage. You really have double taxation in this 
situation, 


Mr. Hoffman: Why is it double taxation? 


Mr. Minaker: You are taxing the mortgage that paid for 
the tax. 


Mrs. Collins: Yes, you had to borrow the money to pay 
the tax, and then you have to pay a tax on that borrowed 
money. 


Mr. Wood: But when 
getting a service. 


you borrow money you are 


Mr. Hoffman: No, you are not. This is not a tax on 
borrowed money, it is a tax on the service provided by the 
bank. 


Mr. Dorin: If you had the cash in the bank, you would 
not have to borrow. 


Mr. Hoffman: It is not a tax on loans. 


Mr. Dorin: The tax is not on the 11% mortgage. 


Mr. Hoffman: Absolutely, it is on the spread. 


Mr. Dorin: It is on maybe 2% of the 11%, and it is 
three-tenths of that. 


Mr. Hoffman: Precisely. 


The Chairman: He has pointed out a real problem. He 
Says you put this tax on new houses, but if thé house is an 
old house you do not put the tax on it. 


Mr. Minaker: 
land. 


Not only that, you do not put it on the 


Mr. Dorin: That is the question, what do you do on the 
resale market of houses? 


The Chairman: You really have a distortion, do you 


not? 
Mr. Wood: Resale houses are exempt. 
Mrs. Collins: For the one time. 


Mr. Friedman: By the way, 15% is being truly 
Optimistic that you could have a combined 15% rate in 
most provinces. 


Mr. Minaker: That is what I am just saying... the 
impact difference of the two situations, particularly if it is 
a young couple who wants to buy a new house. You are 
g0ing to elevate the price. 


[Traduction] 
M. Friedman: Ainsi donc si l’écart est de 2 p. 100, il 
pourrait s’agir de 10 ou 15 p. 100 de ces 2 p. 100. 


M. Hoffman: Il s’agit donc de trente centiémes de 
point. 


M. Minaker: Trente centiémes de point. S’il achéte une 
maison ancienne, on doit payer la taxe uniquement sur 
’hypothéque. En fait il s’agit d’une double taxation. 


M. Hoffman: Pourquoi? 


M. Minaker: Parce qu’il s’agit d’une taxe sur 
Vhypothéque qui a été calculée aprés imposition de la 
taxe. 


Mme Collins: Oui, en effet, car il faut emprunter de 
l’argent pour payer la taxe puis payer la taxe sur cet 
argent emprunté. 


M. Wood: Evidemment, 
un service. 


mais cet emprunt représente 


M. Hoffman: En fait il ne s’agit pas d’une taxe sur 
Vemprunt mais bien sur le service fourni par la banque. 


M. Dorin: Si on a l’argent en banque évidemment il ne 
faut pas emprunter. 


M. Hoffman: Ce n’est pas une taxe sur un emprunt. 


M. Dorin: La taxe n’est 
11 p. 100. 


M. Hoffman: Mais bien sur Vécart. 


pas calculée sur I’hypothéque a 


M. Dorin: Ainsi donc il 
100 de 11 p. 100. 


M. Hoffman: Précisément. 


pourrait s’agir de 3/10 de 2 p. 


Le président: Le député a mis le doigt sur un probleme 
réel: il s’agirait donc d’une taxe sur les nouvelles 
constructions mais non sur les anciennes. 


M. Minaker: Non seulement cela, mais il 
taxe sur les terrains. 


n’y a pas de 


M. Dorin: La question est alors de savoir ce qui se 
passe lors de la revente. 


Le _ président: Cela 
distorsions. 


provoque évidemment des 


M. Wood: Et il n’y a pas de taxe & la revente. 
Mme Collins: Pour cette fois. 


M. Friedman: Soit dit en passant, 15 p. 100 est un 
chiffre global fort optimiste dans le cas de la plupart des 
provinces. 


M. Minaker: C’est ce que je dis précisément et il y aura 
une grande différence entre les deux Situations, 
particuliérement dans le cas d’un jeune couple qui veut 
acheter une nouvelle construction. Les prix seront donc 
plus élevés. 
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The other thing is, you are going to elevate the used- 
house price immediately. It will be more attractive—you 
can buy it for 10% more, instead of 15% more, if it is a 
new house. 


Mr. Wood: But this goes back to the argument, which 
drives which. If two-thirds of the houses are used houses, 
which leads the market? 


Mr. Hoffman: Yes, new housing is a small share of total 
capital stock. 


Mr. Minaker: It will still elevate the cost of housing, 
which would be a capital gain for those individuals who 
have the houses that are non-taxable. 


Mrs. Collins: If the total cost is $150,000 and you resell 
that house, you are going to try to recoup that, I assume. 


The Chairman: You are going to try, but you are not 
going to, in all likelihood, if there are a lot of old used 
houses on the market. So while the used houses will 
probably go up in value, if there are lots of used houses 
and you want to sell in a hurry you may wind up having 
one hell of a time. 


Mr. Minaker: Like the MURB... 


Mrs. Collins: It could be a real depressant to new 
housing development, which seems to be against what we 
had planned. 


Mr. Dorin: Yes, I think it is like you said when we 
started off an hour or so ago. In terms of what would 
happen to prices, you said there was a lot of conversation 
that they could go up, they could go down, or they could 
stay the same. It is pretty hard to ever figure out, because 
you have the cost of the current 12% tax on building 
materials that would come out, and— 


Mr. Friedman: It is 8%. . 
The Chairman: Except the paint, it is 12%. 


_ 12% on some stuff. 


Mr. Dorin: It is pretty hard to ever figure out exactly 
what the impact could be. 


Mr. Wood: But the housing is unusual in that you have 
all this existing used housing stock. 


Mr. Friedman: As we said when we started off, new 
construction was outside the system in the U.K. and now 
they are considering pulling it into the system. So again it 
behoves you to perhaps find out how the U-K. thinks they 
can work with the impact that might have on house 
prices. 


Mrs. Collins: What was it again on used cars? 


[Translation| 


Le résultat sera évidemment que les maisons anciennes 
verront leur prix monter immédiatement. Car ce sera plus 
intéressant d’acheter une maison qui n’est pas neuve: il 
s'agira de 10 p. 100 de plus dans le cas des maisons 
anciennes par rapport a 15 p. 100 dans le cas des 
nouvelles constructions. 


M. Wood: On en revient 4 la question de savoir ce qui 
va orienter le marché, étant donné que les deux-tiers des 
maisons ne sont pas des nouvelles constructions. 


M. Hoffman: Oui, les nouvelles constructions ne 
représentent qu’une petite partie de Vinventaire 
d’immobilisations total. 


M. Minaker: Tout cela ne fera que gonfler davantage le 
cout de Whabitation et cela représenterait un gain de 
capital pour les personnes qui possédent les maisons qui 
ne sont pas taxables. 


Mme Collins: Si le cout total d’une maison est de 
150,000$ il est certain que son propriétaire va essayer de 
récupérer tout cela lors de la revente. 


Le président: C’est peut-étre ce qu’il voudrait faire, 
mais ce ne sera peut-étre pas fort possible sil yous 
beaucoup de maisons anciennes sur le marché. Ainsi donc 
si les maisons anciennes vont acquérir une certaine plus 
value le vendeur pressé aura beaucoup de mal a vendre 
dans un marché saturé. 


M. Minaker: Comme dans le cas des IRLM... 


Mme Collins: Cela pourrait mettre un frein aux 
nouvelles constructions, ce qui va 4 l’encontre de ce que 
nous avions prévu. 


M. Dorin: Je crois que l’on en revient a la situation 
que vous aviez décrite lorsque nous avons commencé la_ 
séance il y a une heure environ. En effet, vous aviez dit» 
que tout laisse a penser que les prix pourraient tout aussi 
bien monter que descendre ou rester stationnaires. I] est | 
difficile de pouvoir en effet se prononcer sur cette | 
question étant donné que la taxe sur la matériaux de 
construction de 12 p. 100 a l’heure actuelle pourrait tres | 
bien étre supprimee et. . . 


M. Friedman: II s’agit de 8 p. 100, 12 dans certains cas. 


Le président: Il s’agit de 12 p. 100 sauf pour la 
peinture. 


M. Dorin: Et il serait par conséquent trés difficile de. 
prévoir quels seraient les conséquences. | 


M. Wood: Dans le cas de l’habitation, la situation est, 
inhabituelle étant donné qu'il existe tout cet inventaire de: 
maisons anciennes. | 


M. Friedman: Comme on |’a dit quand on a commencé: 
la séance, la nouvelle construction ne releve pas du 
systeme au Royaume-Uni mais les politiciens étudient la, 
possibilité que cela soit inclus. Peut-étre conviendrait-il 
par conséquent de voir comment on évalue dans ce pays 
impact que ¢a pourrait avoir sur les prix de l’habitation. | 


Mme Collins: Quelle était la situation dans le cas des 
voitures usagées? 
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Mr. Friedman: On used cars you would pay it like any 
other good. 


Mr. Wood: I do not believe there is any discussion in 
the paper about other countries that happen to have some 
kind of a credit scheme, so when the dealer takes in a 
used car he gets a theoretical credit for the tax content of 
it’ Then when he turns around and sells it, he charges tax 
on the full amount. 


Mr. Layton: What about the individual? 


Mr. Minaker: Right now in the province of Manitoba 
you just pay the difference. If you trade in your used car 
On a new One or a higher one then you just take— 


Mr. Wood: It is the same sort of concept. So it is only 
that final value added—the difference between what he 
bought the car for and what he sells it for—that is being 
taxed. So he gets a full credit for what he bought the car 
for, or an implicit credit when its from a household, and 
then he pays on the reselling price. It is the same net 
effect. 


Mr. Friedman: The individual would be better off 
because the dealer would pay him a grossed-up amount 
because he knew he would get a credit back from the 
government. 


Mr. Wood: Surely the dealers are going to want the 
same total. 


Mr. Friedman: That is another question. Looking at 
Page 6-1, we talked about transportation and other 
Services. The provinces are involved. Who gets the tax? It 
is very easy to say destination-based. If it turns out that 
Saskatchewan highways are used primarily to move goods 
from Manitoba to Alberta, and vice versa, I think 
Saskatchewan might be very upset they are not getting 
part of the transportation tax take. I am not sure what the 
impact is, but it again illustrates there is another little 
segment you have to be concerned with, if the provinces 
come in. 
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After three days, 6-2, what choices have we? We have 
he GST, to modified calculated from books of accounts. 
You need to keep track of taxed purchases. There may be 
Ome compliance and administration difficulty, which 
nay be very costly if you have exemptions. It is a tax not 
€ally used in any country in the world right now. It may 
ither be that other countries are very misinformed or 
here truly is... obviously if you are eventually going to 
‘ave more than one rate of tax, it will not work with a 
ST. 


| With a VAT system, because you are keeping track of 
ixes, you could have 20 rates of taxes, if you so wished, 
Cause a tax is a tax is a tax. Under a VAT, we have taxes 


id credits on individual items. There is an invoice 


[Traduction] 
M. Friedman: Elles sont taxées comme tout autre bien. 


M. Wood: Je ne crois pas que les documents abordent 
la question des autres Pays qui ont prévu un programme 
de crédit permettant au concessionnaire qui achéte une 
voiture usagée d’obtenir un crédit pour la partie taxe mais 
Vobligeant de réclamer une taxe sur le montant total lors 
de la revente. 


M. Layton: Et que dire de l’individu? 


M. Minaker: A l’heure actuelle au Manitoba il s’agit 
simplement de payer la différence entre la nouvelle 
voiture ou la voiture plus chére que l’on échange contre 
sa voiture usagée. 


M. Wood: C’est le méme genre d’idées. Il s’agit 
simplement de taxer la valeur ajoutée en fin de compte— 
en d’autres termes la différence entre le prix d’achat de la 
voiture et le prix de revente de celle-ci. Ainsi donc il 
s’agit d’un crédit pour la valeur de la voiture a l’achat ou 
d’un crédit implicite lorsque la voiture a été achetée 4 un 
particulier et la taxe est calculée sur le prix de revente. 
L’effet net est le méme. 


M. Friedman: Cela serait bénéfique aux particuliers; le 
concessionnaire lui paierait en effet une somme 
supérieure parce qu’il sait qu’il pourrait obtenir un crédit 
du gouvernement. 


M. Wood: Les concessionnaires voudront sans doute 
équilibrer les choses. 


M. Friedman: C’est une autre question. Passons 4 la 
page 6-1. Nous avons parlé de transports et autres services. 
Les provinces entrent en ligne de compte. Qui obtient la 
taxe? Il est trés facile de dire qu’il faut tenir compte de la 
destination. Si par exemple les grand-routes de la 
Saskatchewan sont utilisées principalement pour 
acheminer les denrées du Manitoba en Alberta et vice- 
versa, la Saskatchewan n’aimera sans doute pas se voir 
privée d’une partie de cette taxe sur les transports. Je ne 
pourrais dire exactement quel serait Vimpact, mais cela 
illustre ne fois de plus le fait qu'il faut tenir compte de 
toute cette question si les provinces interviennent. 


Nous nous sommes penchés pendant trois jours sur les 
questions soulevées 4 la page 6-2. Quels sont nos choix? 
La TBS est la taxe modifiée calculée 4 partir des livres de 
compte. Il faut ici avoir un bon systéme, il pourrait y 
avoir des difficultés d’application, ce qui pourrait étre trés 
couteux dans le cas des exemptions. En fait il s’agit d’un 
systéme qui n’est utilisé dans aucun autre pays du monde 
a l’heure actuelle. Peut-étre est-ce da au fait que ces pays 
ne soient pas bien au courant ou peut-étre... Il est 
certain que cette TBS ne fonctionnera pas dans un 
systéme autre qu’a taux unique. 


Dans un systéme de TVA, étant donné que l’on tient 
compte du niveau des taxes on peut avoir 20 différents 
taux. Un systeme de TVA est un systéme de taxe et de 
crédit sur différents articles. Il faut fournir une facture, ce 
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requirement, which tends to force suppliers to invoice, 
which perhaps minimizes leakage. But we still have some 
problems, where you sell mainly to consumers and where 
there is a low amount of inputs to sellers to consumers. 


There are some real problems in policing of credits, 
real avoidance problems, or at least some financing 
situations. I will just leave you with one to think about, 
which we mentioned at the beginning of this period. If 
the Chairman and I were each involved in businesses, and 
perhaps we were related, I would say, Mr. Chairman, I 
will sell you my $10 million plant. Under a value-added 
tax of 8%, that $10 million plant would attract $800,000 
worth of tax. He puts a cheque in the mail for $10.8 
million, on the last day of his monthly filing period. He 
gets an instant credit. I do not receive the cheque or 
payment. I have not billed him yet. I do not receive 
payment until the first day of my quarterly input period. I 
do not have to pay the tax, which he already got back 
from the government, for three months, and he has use of 
$800,000 of the government’s money. This illustrates that 
you are going to have to have some anti-avoidance 
provisions in the rules. You will somehow have to ensure 
the security of government revenues. 


Mr. Dorin: But if it is just a timing difference, the 
government is only losing the interest on the money. It is 
like the extra billion they get by advancing payroll 
deductions. 


Mr. Minaker: He goes bankrupt. 


The Chairman: The fact is I get the goods, I am 
invoiced for them, I claim the tax back, then I go bust, 
and the vendor writes the invoice off, because he never 
collected— 


Mr. Dorin: That happens new, though. 


The Chairman: —and buys the goods back again from 
the receiver, and claims the tax. 


Mr. Friedman: It happens now, but at the federal sales 
tax level the tax is pulled out much more quickly. It does 
not go right to the retail level. 


Mr. Dorin: Assuming there is something left in assets, 
after the guy is buried, the government is next up. 
Assuming the receiver comes in, if there is anything left at 
all, the government gets their money. I would not worry 
about bankruptcies. 


Mr. Friedman: No, it is the timing. As David Weyman 
pointed out, I think companies have reorganized in the 
past for income tax purposes, just to lower their 
instalment base. It was just a financing gain. It was not an 
absolute gain. Although $800,000 may not be a lot of 
money, the interest on $800,000, for a quarter, is still 
substantial. It may be worthwhile for tax practitioners to 
go around and start moving assets around. 


[Translation] 

qui force les fournisseurs a tout consigner sur facture, ce 
qui 4 son tour minimise sans doute les fuites. Ce qui ne 
veut pas dire qu’il n’existe pas de problémes dans le cas 
d’un systeme ayant recours a la TVA, notamment quand 
on vend surtout aux consommateurs et lorsque le montant 
des intrants aux vendeurs et consommateurs est faible. 


Il existe de véritables problemes cependant, notamment 
la surveillance des crédits, les problémes d’évitement, qui 
sont tres certains ou en tous cas les problemes de 
financement. Je vais vous donner un exemple dont j’ai 
parlé au début de cette période. Supposons que le 
président et moi-méme nous ayons tous deux des 
entreprises, que nous soyons apparentes. Je pourrais pat 
exemple lui vendre mon usine de 10 millions de dollars. 
Dans un systeme de TVA de 8 p. 100, le montant de le 
taxe serait de 800,000$. Il pourrait m’envoyer un cheque 
de 10.8 millions de dollars le dernier jour de sa période 
de déposition mensuelle. Il obtiendrait un credi 
instantanné. Personnellement je ne lui ai pas encore fai 
de facture. Je ne recevrai pas le chéque ou le paiemen 
avant le premier jour du trimestre ou je calcule me 
intrants. Je ne dois pas payer la taxe qu’il a déja récupéré 
du gouvernement, et cela depuis trois mois. Il a donc le 
possibilité de se servir de ces 800,000$ qui proviennen 
directement des caisses du gouvernement. Il faudrait don 
par conséquent prévoir des dispositions anti-évitemen 
pour garantir la sécurité des recettes gouvernementales. 


M. Dorin: Mais s’il s’agit simplement d’une difference: 
de chronométrage le gouvernement ne perd seulemen 
que l’intérét sur cet argent. La meme chose vaut pour ¢ 
milliard supplémentaire di a l’anticipation des deduction 
sur les listes de paye. 


M. Minaker: En fait il ferait faillite. 


Le président: Aprés avoir obtenu les biens, présent 
une facture, obtenu un remboursement de taxe, j 
pourrais trés bien faire faillite, le vendeur pourrait tré 
bien supprimer la facture parce qu’il n’a jamais recu. . . 


M. Dorin: Cela se passe déja maintenant. 


Le président: ... et il pourrait racheter ses biens al 
syndic et réclamer la taxe. 


M. Friedman: Cela se passe maintenant, mais avec | 
taxe de vente fédérale, celle-ci est retirée beaucoup plu 
rapidement. Cela ne va pas jusqu’au niveau du détail. 


M. Dorin: Aprés la faillite, s’il reste quelque chose, ¢ 
sera au gouvernement a étre remboursé en premier lieu 
Personnellement je ne me préoccuperai pas trop des ¢é 
de faillite. 


| 


M. Friedman: Non, c’est une question 4 
chronométrage. Comme David Weyman l’a dit, dans 
passé, des compagnies se sont réorganisées simplement 
des fins d’imp6t sur le revenu, tout simplement pov 
diminuer leur assiette A un moment précis, il s’agissa 
donc d’un gain non pas absolu, mais en termes ¢ 
financement. Peut-étre que 800,000$ ne représentent Pé 
beaucoup d’argent, mais l’intérét sur cette somme pergl 
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Mr. Wood: A point on that transaction, Andy, is that 
On real estate there is a special rule. There is a Certificate 
rule, which is explained in the paper but not fully. 


Mr. Friedman: Not on machinery and equipment. 


Mr. Wood: Presumably the certificate Says the other 
guy has actually paid the tax. Perhaps it could be collected 
at the time the land is transferred, so the government 
ensures that it at least gets the money before it gets it 
back. It is possible there could be a different regime for 
real estate, as there is in some countries. 


Mr. Friedman: | will sell you everything but real estate. 
I just illustrate this, not because it is not workable but 
because you do have to police it. We talked about the 
exempt and zero-rating options. Value-added tax is the 
traditional system used around the world and it is the one 
used in New Zealand. I would be interested in getting a 
call from you, Mr. Chairman, after your visit so that you 
can verify my page 2-1. 


Finally, national sales tax is the same as VAT but with 
provincial participation. There will be accounting and 
billing problems if there are 12 different rates in 10 
Provinces and two territories. Peter alluded to the fact that 
a major provincial fiscal tool may be taken away or there 
is a perception that it was taken away. We just spent some 
time discussing one rate across Canada. 


There is an alternative we keep coming back to. If I do 
not mention it, you will come back to it; that is, a one- 
Stage retail sales tax, which in effect this is very close to. 
The Goodman committee recommended a retail tax. They 
said to look at the VAT but One-stage retail sales tax is an 
Opportunity. Our concerns with it are, as we talked earlier 
today, the problem of tax on tax, On taxing inputs, and on 
being able to police exemption certificates. I think it is 
important enough that both my colleagues should say a 
few words about it. I sense from the committee that there 
is a concern about going through all this grief and 
aggravation if we could have a retail sales tax that achieves 
the same thing with less of a problem. 


Mr. Hoffman: I have just two points. One I made 
€arlier is that while many jurisdictions have retail sales 
taxes, they have been somewhat unsuccessful in alleviating 


[Traduction] 


pendant un trimestre est assez important. C’est peut-étre 
suffisant pour vouloir procéder a des réorganisations 
financiéres. 


M. Wood: Au sujet de ce genre de transaction, Andy, il 
ne faut pas oublier que, dans le cas de V’immobilier, il y a 
une régle spéciale qui joue, celle du certificat, dont on fait 
état dans le document, méme si on ne donne pas 
beaucoup d’explications a ce sujet. 


M. Friedman: 
P’équipement. 


Il n’y en a pas sur la machinerie ni 


M. Wood: Le certificat stipule que l’autre personne a 
bel et bien payé la taxe. Celle-ci pourrait étre percue au 
moment ou le terrain est transféré ce qui permettrait au 
gouvernement de s’assurer d’avoir les fonds dans ses 
coffres avant le remboursement. II pourrait évidemment y 
avoir un systéme différent dans le cas de l’immobilier 
comme dans d’autres pays. 


M. Friedman: Je pourrais tout vous vendre sauf 
l’immobilier. J’illustre cela, non parce que le systeme ne 
marche pas, mais parce qu’il faut le surveiller. Nous avons 
parlé de l’exonération de la taxe et de la détaxe. Quant a 
la taxe sur la valeur ajoutée, il s’agit d’un systeme 
traditionnel utilisé partout au monde et spécialement en 
Nouvelle-Zélande. J’aimerais que vous me disiez ce que 
vous pensez de notre page 2-1 monsieur le président aprés 
votre retour dans ce pays. 


Finalement, la taxe de vente nationale est la méme que 
la taxe sur la valeur ajoutée, mais elle comprend la 
Participation provinciale. [I y aura un probléme de 
comptabilité et de facturation s’il existe 12 taux différents 
dans les 10 provinces et 2 territoires. Peter a dit 
évidemment que l’on enléverait un outil fiscal, important 
pour les provinces, ou on semblerait le faire si l’on 
voulait uniformiser. Nous avons passé quelque temps 4 
discuter d’un taux uniforme pour le Canada. 


Il y a une autre possibilité a laquelle nous revenons 
Sans cesse. Si je ne la mentionne pas vous le ferez vous- 
mémes; il s’agit de la taxe de vente au détail unistade qui 
ressemble beaucoup 4 ceci. Le comité Goodman a 
recommandé une telle taxe au détail unistade qui serait 
bonne a leur avis, tout comme la TVA. Personnellement, 
comme nous l’avons dit plus t6t nous entrevoyons un 
probleme étant donné qu’il s’agirait d’une taxe percue sur 
une taxe, puisqu’il s’agirait de taxer les intrants. Il faudrait 
également pouvoir surveiller comme il se doit les 
certificats d’exemption. Je crois qu'il s’agit la d’une 
question suffisamment importante pour que mes deux 
collégues interviennent. Si je comprends bien, le Comité 
se préoccupe de tous les problémes que cela pourrait 
présenter alors que l’on pourrait au contraire avoir une 
taxe de vente au détail qui viserait le méme but sans tous 
les problémes. 


M. Hoffman: Deux commentaires: le premier, et je l’ai 
déja fait auparavant, est le suivant: si beaucoup de 
juridictions ont des taxes de vente au détail, elles n’ont 
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the problem of tax on business inputs. Again there is the 
suggestion that nearly a third of provincial taxes are 
collected from business inputs. Everybody acknowledges 
it is a problem. That is why many provinces are interested 
in value-added taxes. 


As Peter pointed out, maybe the policing has not been 
there. If there was a retail tax in place jointly operated by 
the federal government and the provinces, maybe you 
could solve some of those problems. It is interesting that 
the white paper has not put that option on the table. 


After spending three years on this topic, I still wonder 
why it is not on the table. I think the committee will 
undoubtedly be faced with that option at some point. 


The Chairman: My own view from hearing you and 
your theory is that the tax really has to be borne by the 
ultimate consumer. This almost reinforces the suggestion 
to just tax all of the consumers. Why are we going 
through all of this problem of taxing everyone through 
the chain? 


Mr. Hoffman: You must remember you have the retail 
tax mechanism in place with all the provinces, the 
infrastructure, it is all there right now for the most part 
with the exception of services, of course. 


Mr. Wood: However, the provinces treat a number of 
goods very differently. For instance, real estate under 
these proposals or construction generally so that it is a 
totally... Although there are some people who are the 
same taxpayers, there would be many others in the 
system. 


Mr. Hoffman: Yes. I am saying they are the same in 
that you are going to have the infrastructure there, but the 
problems of agreeing on what the base will be do not go 
away, of course. You still have to get 


The Chairman: You have that problem anyway, Lorey. 


Mr. Hoffman: Yes. 


Mr. Wood: Just quickly, Andy and I were chatting 
about why VAT was chosen in Europe. I must say that in 
looking at Europe and the multitude of exemptions and 
rates, it is not necessarily the best system to have from a 
technical point. For instance, in France it was introduced 
in 1954. Their rates are 2.1%, 4%, 5.5%, 7%, 13%, 18.6% 
and 33.33%. So you can imagine if you are a retailer 
selling all those sorts of goods what the problems are at 
the cash register. 


2 L155 
Mr. Friedman: Why did they start? 


[Translation| 

cependant pas pu régler le probléme de la taxe sur les 
intrants commerciaux. Apparemment prés d’un tiers de la 
taxe provinciale serait pergu sur ces intrants. Tout le 
monde reconnait qu’il s’agit la d’un probléme. C’est la 
raison pour laquelle beaucoup de provinces aiment l’idée 
de la taxe sur la valeur ajoutée. 


Comme Peter l’a dit, la surveillance du systeme a 
peut-étre été le point faible. Si l’exploitation de la taxe au 
détail relevait conjointement des gouvernements fédéral et 
provinciaux, On pourrait peut-étre résoudre certains de 
ces problémes. Il est intéressant de remarquer que le Livre 
blanc n’a pas propose cette option. 


Aprés avoir étudié la question pendant trois ans, je me 
demande pourquoi l’option n’a pas été présentée. Je pense 
que de toute fagon le Comité devra faire face a cette 
question un jour ou l'autre. 


Le président: Personnellement, aprés vous avoir 
entendu, aprés vous avoir entendu expliquer votre 
théorie, j’estime que la taxe en fin de compte doit étre 
imposée finalement aux consommateurs. Ce qui renforce 
cette idée de taxer purement et simplement tous les 
consommateurs. Pourquoi nous préoccupons-nous alors 
de vouloir taxer tout le monde en passant par la chaine 
complete? 


M. Hoffman: Il ne faut pas oublier que le mécanisme 
de taxe au détail existe avec toutes les provinces. Il s’agit 
ia de Vinfrastructure de base qui existe pratiquement pour 
tout a l'exception des services évidemment. 


M. Wood: Cependant les provinces traitent un nombre 
de biens de facon trés différente. Ainsi, dans le cadre de 
ces propositions, l’immobilier ou la construction. .. On 
ne ferait qu’ajouter d’autres personnes qui paieraient la 
taxe dans le systéme. 


M. Hoffman: Oui. Ce serait les mémes personnes 
puisque infrastructure resterait la méme, cependant il 
faut quand méme que l’on s’entende sur ce que sera 
lVassiette. Il faudra. . . 


Le président: Vous avez ce probléme de toute fagon 
Lorey. 


M. Hoffman: Oui. 


M. Wood: Trés briévement, Andy et 
discutions de la raison pour laquelle la TVA a été retenue 
en Europe. Si l’on étudie la situation européenne et la 
multitude d’exemptions et de taux, ce n’est pas 
nécessairement le meilleur systeéme d’un point de vue 
technique. Ainsi en France la TVA a été introduite en 
1954. Les taux étaient de 2.1 p. 100, 4 p. 100, 5.5 p. 100, 7 


p. 100, 13 p. 100, 18.6 p. 100 et 33.33 p. 100. Vous pouvez | 


donc vous rendre compte des problémes que cela pose au 


cours de la facturation lorsque l’on est un détaillant et © 


que l’on vend des produits ayant des taux aussi différents. 


moi-méme 


| 
| 
| 


M. Friedman: Comment ce systéme a-t-il été introduit? 
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Mr. Wood: When the EEC was set up, they were set up 
with a set of rules. I believe the sixth directorate said that 
when you join you must have a VAT. France already had 
a VAT at the time it joined, and perhaps some of the 
other members did too. If you joined, you were required 
to introduce a VAT. And that is what happened in the 
-U.K. in 1973. There was not a lot of discussion of what 
the various forms were. People followed what the 
directive said. Those were the rules of the game and they 
followed them. 


The directive also talks about the base for tax. Most of 
the countries have to move to a more general common 
base. I believe food is one of the things that the member 
countries have to move towards taxing. 


Mr. Friedman: Just as a Canadian Speaking in the last 
minute as a Canadian citizen, I some while ago expressed 
private concern about something called rate creep. Once 
you put in a value-added tax, it is easy for whoever is in 
Parliament to just push a button and the rate goes up 1% 
and you have another $3 billion. And before you say it 
cannot happen, GST started at 10%, and two years later it 
is going to 12.5%. So is it easy to move the rates up? 


Speaking now as unpaid by the committee, this is not 
worth anything; it is just a concern that the average 
citizen may have. Once you put in an all-encompassing 
system, it is a lot easier to raise the rates. 


Mr. Cassidy: Mr. Chairman, I promise not to ask half- 
hour questions. I just have a couple. 


The Chairman: Well, do not worry about it; we are 
Only going to give you one minute. We agreed to adjourn 
at noon. 


Mr. Cassidy: With respect to the national sales tax, I do 
not see why you cannot get around the problem of 
exemption certificates by essentially allowing a credit to a 
business that can show it has paid the sales tax on inputs 
but is indeed selling its goods—either export goods, 
intermediary goods, or goods sold to a final consumer— 
provided it can demonstrate that the purchases were for 
inputs to produce goods and services later sold up the 
line. 


Mr. Friedman: We already talked about this. Where it 
really concerned us was with farmers, who can now buy 
goods on an exempt basis. It is unfair to single them out, 
but if you now require them to pay all the taxes and keep 
the paperwork and then prove to somebody that they 
should have been exempt, you have a problem. 


M. Wood: Lors de la création de la CEE, différentes 
régles avaient été prévues. Si je ne me trompe le sixiéme 
Directorat avait établi comme condition d’admission au 
sein de la CEE l’adoption d’un systeme TVA. La France 
disposait déja d’un tel Systeme au moment ou elle est 
entrée dans le Marché commun, peut-étre d’autres 
membres également. C’est ce qui s’est passé pour le 
Royaume-Uni en 1973. [| n’y a pas eu beaucoup de 
discussions sur les différentes possibilités. Les différents 
Pays suivaient les directives tout simplement. C’étaient les 
régles du jeu. 


Cette directive établissait également l’assiette de la taxe. 
La plupart des pays devaient se rapprocher d’une assiette 
de plus en plus large. Je crois savoir que les aliments 
devront bientét faire partie de cette assiette. 


M. Friedman: Je vous 
citoyen canadien. II ya 


parle maintenant en tant que 
quelques temps j’ai exprimé 
certaines préoccupations quant a la possibilité d’une 
augmentation presque interceptible des taux. En effet, 
dans un systeme de TVA, il est facile pour les 
parlementaires de pousser simplement un bouton pour 
que 3 milliards de dollars se déversent dans les coffres de 
Etat. Le taux grimpe ainsi de 1 p. 100. Et avant que vous 
disiez qu’une chose pareille ne peut se passer, Je vous 
dirai que la PBF a commencé 4 10 p. 100 pour grimper 
quelques années plus tard a 12.5 p. 100. II n’est donc pas 
difficile de faire augmenter les taux. 


Je vous donnerai maintenant mon avis personnel 
comme si je n’étais pas a la solde du Comité. Et je vous 
dirai qu’il ne s’agit pas 1a d’un bon systéme du tout. Le 
citoyen moyen devrait d’ailleurs se préoccuper de cette 
possibilité. Une fois que l’on prévoit un systéme aussi 
global, il est beaucoup plus facile d’augmenter les taux. 


M. Cassidy: Monsieur le président, je vous promets de 
ne pas poser des questions qui dureront une demi-heure. 
Je n’ai que deux questions a poser. 


Le président: Ne vous préoccupez pas de cela, car nous 
n’allons vous donner que une minute. Nous avons en effet 
décidé d’ajourner a midi. 

M. Cassidy: En ce qui concerne la taxe de vente 
nationale, je ne vois pas pourquoi on ne pourrait pas 
contourner le probléme des certificats d’exemption en 
accordant en fait un crédit 4 une entreprise qui peut 
montrer lequel s’est acquitté de sa taxe de vente sur les 
intrants et qui vend des biens, biens d’exportation, biens 
intermédiaires ou  biens vendus a un dernier 
consommateur—pourvu qu’elle puisse démontrer que les 
achats ont été faits pour des intrants destinés A produire 
des biens et services qui sont vendus par la suite. 


M. Friedman: Nous avons déja parlé de cette question. 
Cette question nous préoccupait surtout dans le cas des 
agriculteurs qui peuvent maintenant acheter des biens 
exonérés de taxe. Il n’est pas juste de les traiter 
différemment. Cependant si ces agriculteurs doivent 
acquitter des taxes, faire toutes sortes de Paperasseries 
pour devoir ensuite justifier leurs exonérations, cela pose 
des problémes. 
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Suppose I build a $100-million car plant. You are 
asking me to pay another 10% or 12% or 15%, keep all 
the paper, and hopefully a Revenue Canada auditor will 
show up one, two, three, whatever number of years from 
now. That is what we are trying to avoid. 


In principle what you suggest is reasonable. In practice, 
when you have two million tax collectors, all those two 
million tax collectors are not going to be remitting funds. 
They will remit funds to you on their selling price, but 
they will also be remitting refund claims to you. So in 
effect you are suggesting a modified VAT. Instead of 
giving credits, we will give you credit when you give us all 
the support. Is that what you are suggesting? 


Mr. Cassidy: Essentially. But the need to claim a credit 
exists under the other two systems, the GST and the value- 
added tax. So if you say what we are trying to do is to tax 
ultimate consumers and to exempt business inputs and to 
extend the taxing law across a much broader base than the 
present provincial tax or the manufacturers’ sales tax, I do 
not see that the administrative problems are insuperable. 


Mr. Friedman: Right now, on the assumption that most 
sellers’ revenues will be greater than their purchases, 
under a VAT it is automatic, because they can just take a 
credit. You are suggesting you replace that with paper. I 
am suggesting if somebody as a bean counter is working 
out in business, it is not going to work. With 50,000 to 
60,000 taxpayers, and that is maybe 3% of the number of 
taxpayers we are going to have, they are behind in the 
paperwork, months behind in refunds. 


° 1200 


The Chairman: You can talk. to each other. The 
meeting is adjourned to the call of the Chair. 


[Translation] 


Supposons que je construise une usine d’automobiles 
de 100 millions de dollars. Je devrais donc dans un tel 
systeme verser une taxe de 10, 12 ou 15 p. 100 sur ce 
montant, garder tous les documents afin que peut-étre un 
jour, un vérificateur de Revenu Canada puisse venir 
vérifier mes comptes et que je puisse ainsi étre exonéré de 
la taxe. C’est ce genre de situation que nous tenons a 
éviter. 

En principe, ce que vous suggérez est raisonnable. En 
pratique, il n’en va pas de meme. Ces deux millions de 
personnes qui doivent payer la taxe paieront celle-ci sur le 
prix de vente et présenteront en méme temps une 
demande de remboursement. Il s’agit donc la d’une 
version modifiée de la TVA. Au lieu de donner des crédits 
il faudra d’abord fournir tous les documents a lV’appui. Et 
c’est ce que vous proposez de faire? 


M. Cassidy: De fagon générale, oui. En fait les deux 
autres systemes, la TBS ainsi que la TVA prévoient 
également la réclamation d’un crédit. Ainsi donc je ne 
crois pas que les problémes administratifs soient tellement 
insurmontables si l’on veut en fait taxer les derniers 
consommateurs, exempter les intrants commerciaux et 
élargir au maximum l’assiette par rapport a ce qui se 
passe a l’heure actuelle tant le cas de la taxe provinciale 
que de la taxe sur les ventes de fabricants. 


M. Friedman: A l’heure actuelle, si l’on présume que 
la plupart des recettes des commergants seront plus 
importantes que leurs achats, dans un systeme de TVA, 
c’est automatique, puisque les vendeurs peuvent obtenir 
un crédit. Vous proposez que l’on remplace tout cela par 
de la paperasserie. Personnellement je ne pense pas qu’un 
tel systeme pourrait fonctionner. Les 50,000 a 60,000 
personnes c’est-a-dire peut-étre 3 p. 100 du nombre total 
de tous ceux qui paieront la taxe se trouveront vite 
submergés dans la paperasserie et devront attendre des 
mois avant d’obtenir leur remboursement. 


Le président: Vous pourriez parler entre vous. La 
séance est levée jusqu’a nouvel ordre. 
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MINUTES OF PROCEEDINGS 


TUESDAY, FEBRUARY 2, 1988 
(208) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 3:37 o’clock p.m. this day, in Room 269, 
West Block, the Vice-Chairman, Robert Layton, presiding. 


Members of the Committee present: Michael Cassidy, 
Simon de Jong, Raymond Garneau, Robert Layton, 
George Minaker, Aideen Nicholson and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. 


Witnesses: From the Economic Council of Canada: 
Judith Maxwell, Chairman; Ross Preston, Senior Project 
Director, Performance and Outlook; Harvey Lazar, 
Director. 


In accordance with its mandate under Standing Order 
96(2), the Committee resumed consideration of questions 
relative to the economic outlook. (See Minutes of 
Proceedings and Evidence, Thursday, January 21, 1988, 
Issue No. 132.) 


Judith Maxwell made an opening statement and, with 
the other witnesses, answered questions. 


At 5:17 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE MARDI 2 FEVRIER 1988 
(208) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui 4 15 h 37, dans la 
piece 269 de l’Edifice de l’ouest, sous la présidence de 
Robert Layton (vice-président). 


Membres du Comité présents: Michael Cassidy, Simon 
de Jong, Raymond Garneau, Robert Layton, George 
Minaker, Aideen Nicholson et Norman Warner. 


Aussi présent: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. 


Témoins: Du Conseil économique du Canada: Judith 
Maxwell, présidente; Ross Preston, directeur principal de 
projet, Perspectives économiques; Harvey Lazar, directeur. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité examine de nouveau les 
questions relatives aux perspectives économiques. (Voir 


Procés-verbaux et témoignages du jeudi 21 janvier 1988, 
fascicule n° 132.) 


Judith Maxwell fait une déclaration préliminaire, puis 
elle-méme et les autres temoins répondent aux questions. 


A 17 h 17, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus] 
[Texte] 

Tuesday, Febuary 2, 1988 


Mie? 
The Vice-Chairman: Order, please. 


Pursuant to Standing Order 96.(2), we are considering 
questions relating to the economic outlook for Canada. 


We have some special guests and witnesses from the 
Economic Council of Canada: Judith Maxwell, Chairman, 
Harvey Lazar, Director; and Ross Preston. 


I welcome our witnesses to the Finance committee as 
we continue our prebudget review of the economic scene. 
We look forward to your remarks and to your comments 
to our questions. 


Ms Judith Maxwell (Chairman, Economic Council of 
Canada): Thank you, Mr. Chairman. It is a pleasure to 
meet with you and hon. members of this committee 
today. 


As I understand the purpose of these hearings, 
members are attempting to assess the environment in 
which the Minister of Finance is currently making his 
budget decisions. I also understand that you are especially 
interested in the impact of the stock-market crash last 
October. 


Dans notre exposé annuel, Un pari stratégique, publié 
au mois de septembre, nous mettions l’accent sur le 
contexte international, a savoir les déséquilibres 
commerciaux entre les pays industrialisés, le déplacement 
du pouvoir économique dans le monde et Vinstabilité du 
marché monétaire. Or, depuis le krach du 19 octobre, 
plusieurs de ces questions occupent Vavant-plan dans le 
débat public. 


It is too soon to make definitive statements about the 
implications of the crash, but I would like to share some 
preliminary thoughts with you. 


There are good reasons to believe the crash does mark 
a milestone for the global economy, but the changes we 
anticipate will take time to unfold. The preliminary 
fourth quarter data for the United States show the initial 
traces of a downside effect. Such traces include an 
increase in the personal savings rate, substantial inventory 
accumulation, and negative growth in real final sales. As 
far as Canadian data are concerned, the indicators 
available to date on prices, output, investment, and 
employment reflect little impact. 
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[Traduction] 

Le mardi 2 février 1988 


Le vice-président: La séance est ouverte. 


En vertu du paragraphe 96.(2) du Réglement, nous 
examinons des questions relatives aux perspectives 
économiques du Canada. 


Nous accueillons aujourd’hui des témoins et invités 
spéciaux du Conseil économique du Canada, a savoir 
Judith Maxwell, présidente; Harvey Lazar, directeur, et 
Ross Preston. 


J’aimerais d’abord vous souhaiter la bienvenue au 
Comité des finances dans le cadre de lexamen 
pré-budgétaire des perspectives économiques. Nous avons 
bien hate d’entendre votre exposé et les reponses que vous 
donnerez a nos questions. 


Mme Judith Maxwell (présidente, Conseil économique 
du Canada): Merci, monsieur le président. Nous sommes 
ravis de vous rencontrer aujourd’hui ainsi que tous les 
membres du Comité. 


Si j’ai bien compris, le but de ces audiences est de 
permettre 4 votre Comité d’évaluer le contexte dans 
lequel le ministre des Finances doit établir son budget. Je 
crois aussi savoir que vous vous _ intéressez 
particuligrement a l’impact du krach boursier d’octobre 
dernier. 


In our annual review, Reaching Outward, published in 
September, we emphasized the global setting, that is the 
trade imbalances among industrial countries, the shifting 
balance of ecomomic power in the world, and the 
instability of currency markets. Since the stock market 
crash of October 19, many of these issues have become 
matters of more general public discussion. 


S’il est encore trop tét pour se prononcer de fagon 
définitive sur les incidences du krach, j’aimerais 
néanmoins vous faire part de gertaines observations. 


Nous avons de bonnes raisons de croire que le krach 
boursier a marqué un jalon dans 1’évolution de 
économie mondiale, mais nous pensons que les 
changements qu’il entrainera ne se manifesteront que 
progressivement. Les données préliminaires des Comptes 
nationaux en ce qui concerne l’économie américaine 
durant le quatriéme trimestre de 1987 montrent les 
premiers signes d’un ralentissement. Notons, entre autres, 
une augmentation du taux d’épargne des particuliers, une 
accumulation importante de stocks et une croissance 
négative dans les ventes finales réelles. Pour ce qui est des 
données canadiennes, les  indicateurs economiques 
traditionnels (prix, production, investissement et emploi: 
n’ont révélé que peu de changements jusqu’a maintenant. | 
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Looking to the medium term, we have identified two 
basic qualitative changes in the financial markets that we 
believe will eventually have important consequences. The 
first is what I would call a new assessment of the risks 
associated with a more uncertain future, and the second is 
an increase in global sensitivity. 


We appear to have entered an era where we will be 
facing a new order of stability problems in markets. In the 
past five years we have seen a virtual revolution in 
financial innovation—adding depth, speed, and liquidity 
to financial transactions. Until late 1987 the impact of all 
this innovation on the markets had been tested only in 
the climate of an economic expansion. Now that investors 
have experienced a downside correction, whose speed was 
certainly influenced by these innovations, the players 
must make a fundamental re-evaluation of risk. 


211535) 


Financial institutions, for example, are likely to be 
more conservative in their assessment of risk. Bankers 
will probably make a different assessment of the quality of 
certain collateral from what they would have made several 
months ago. Over time, this type of decision will tend to 
increase the overall cost of credit. 


The second fundamental change is that all the players 
in financial markets are now much more sensitized to the 
big systemic issues. In other words, trends in interest rates 
and exchange rates are determined by the forces set in 
play by the stubborn trade imbalances among the major 
industrial countries and the impasse on U.S. fiscal policy. 
This explains the market’s current obsession with the 
monthly U:S. trade figures, for example. 


Ces deux changements d’attitude 4 l’endroit du systéme 
influeront sur le développement économique. Une plus 
grande incertitude chez les consommateurs, les 
producteurs et les investisseurs tendra a réduire les taux 
de croissance réels. Par ailleurs, l’@conomie aura tendance 
4 générer moins d’inflation qu’elle ne l’aurait fait dans des 
sirconstances analogues il y a quelque temps. En outre, en 
‘aison de leur interdépendance accrue, les pays voient 
mecore davantage se réduire l’éventail des mesures 
ndépendantes. Le krach leur a en effet montré que les 
ystémes de télécommunications ultramodernes reliant les 
randes places financiéres mondiales ont également lié les 
finistres des Finances du Groupe des sept et limité leur 
Narge de manoeuvre. 


Markets have decided that what they need to maintain 
heir confidence in this system is evidence that global 
‘balances are unwinding. This means, in effect, that the 
‘Omposition of growth in the United States must shift 


| 
. 
| 


; 
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[Traduction] 


Nous avons néanmoins décelé dans les marchés 
financiers deux changements qualitatifs fondamentaux 
dont les conséquences, 4 notre avis, seront importantes a 
moyen terme. Le premier est ce que j’appellerais une 
nouvelle évaluation des risques associée A un avenir plus 
incertain, et le second, une plus grande sensibilité au 
contexte international. 


Il semble que nous soyons entrés dans une ére ow se 
posent de nouveaux problémes de stabilité des marchés. 
Au cours des cinq derniéres années, nous avons été 
témoins d’un  vigoureux mouvement d’innovation 
financiére, apportant plus de profondeur, de rapidité et de 
liquidités aux transactions financiéres. Jusqu’a la fin de 
1987, l’effet de ce mouvement sur le marché ne s’est 
exercé que dans un climat d’expansion économique, 
c’est-a-dire dans des conditions de marché a la hausse. 
Mais les investisseurs ont fait, depuis, l’expérience d’un 
rajustement a la baisse dont la rapidité a été conditionnée 
par ces mémes innovations, de sorte qu’ils doivent 
maintenant procéder 4 une réévaluation fondamentale de 
leurs risques. 


Les institutions financiéres se montreront 
probablement plus circonspectes dans leur évaluation des 
risques. Elles apprécieront sans doute autrement quil ya 
quelques mois la qualité des biens donnés en 
nantissement. Avec le temps, ces effets auront tendance A 
faire augmenter le cout global du crédit. 


Le second changement fondamental est que tous les 
intervenants du marché sont désormais beaucoup plus 
sensibles au fait que leur sort est lié aux grands problémes 
systémiques. En d’autres termes, les tendances des taux 
d’intérét et des taux de change sont le résultat de 
déséquilibres commerciaux tenaces entre les grands pays 
industriels et de l’impasse de la politique budgétaire 
américaine. Voila ce qui explique, par exemple, 
Vobsession du marché 4 l’égard des données mensuelles 
relatives aux échanges commerciaux des Etats-Unis. 


These two changes in system psychology will have an 
influence on economic development. More uncertainty in 
the minds of consumers, producers and investors will tend 
to depress real growth rates. In addition, economies will 
tend to generate less inflation than they would have under 
similar circumstances in the recent past. Moreover, the 
increased global sensitivity has essentially robbed national 
governments of even more of their scope for independent 
action in the setting of interest rates and in fiscal policy 
choices. In effect, the crash made them realize that those 
fancy telecommunications systems linking trading desks 
around the world have also bound together G-7 finance 
ministers in ways that limit their freedom of choice. 


Les intervenants financiers ont décidé qu’il leur fallait, 
pour garder confiance dans le systéme, des preuves 
tangibles d’une réduction des déséquilibres 
internationaux. Cela signifie, concrétement, que la 
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[Text] 
from being consumption driven to export driven, while 
surplus countries must shift from exports to consumption. 


This is a difficult, but not impossible, transformation to 
do. It does place a heavy responsibility on policy-makers 
to back up the currency realignment with appropriate 
changes in fiscal and monetary policies. 


Although the Canadian economic indicators available 
to date are still buoyant, the most recent U.S. data do 
show that a reassessment of the outlook is now in order, 


A la suite du krach, de nombreux prévisionnistes 
américains ont réduit leurs projections de croissance 
d’environ un point de pourcentage pour 1988 a cause de 
ce que l’on a appelé l’effet de richesse du krach d’octobre. 
Si la méme analyse laisse prévoir un impact bien plus 
faible au Canada étant donné la répartition des actions, il 
n’en demeure pas moins qu’a une croissance plus lente 
aux Etats-Unis correspondra une croissance plus lente des 
exportations canadiennes. 


La nouvelle analyse des perspectives économiques 
réalisée par le Conseil montre que la croissance réelle au 
cours des deux ou trois prochaines années sera un peu 
inférieure a celle qui avait été prévue avant octobre. Nous 
vous soumettons un tableau comparant le scénario de 
référence présenté dans le 24° exposé annuel et un 
nouveau scénario mis au point en janvier. 


This overall assessment leads me to the following 
comments on the medium-term setting for fiscal policy: 


First, the overall direction of the Canadian economy in 
the next few years will be determined largely by events 
outside our borders. 


Second, the top priority must be to plug away at 
control of the federal budget deficit. This does not call for 
Draconian measures, but it does require very tight control 
on expenditures. Obviously the reform of the sales tax in 
stage two of tax reform is critical, from both an efficiency 
and a revenue-raising point of view. 


Before I close, Mr. Chairman, I would like to draw to 
your attention the list of projects currently under way at 
the council. In tune with our medium-term focus, we 
have work under way in such areas as the prairie grain 
economy and new directions for regional development. 
We have work under way on international finance, on 
labour market issues such as employment and the service 
economy, unemployment, and some in-depth work on 
social policy. 
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croissance aux Etats-Unis doit étre surtout mue par 
l’exportation, et non plus par la consommation, alors que 
dans les pays qui affichent des excédents, c’est la 
consommation plutét que l’exportation qui doit devenir le 
moteur de la croissance. 


Toute difficile qu’elle soit, cette transformation n’est 
pas impossible. Elle entraine de lourdes responsabilités 
pour les décideurs de tous ces pays, qui doivent soutenir 
le réalignement des monnaies en apportant des 
modifications appropriées a leurs politiques budgétaires et 
monétaires. 


Bien que les indicateurs économiques canadiens dont 
nous disposons pour le moment demeurent 
encourageants, les données américaines les plus récentes 
montrent qu’il est nécessaire de rajuster nos perspectives. 


Following the crash, many U.S. forecasters reduced 
their projections of growth for 1988 by about one 
percentage point due to the so-called wealth effect 
resulting from the October crash. Because of the 
composition of shareholdings in Canada, a similar 
analysis for Canada yields a much smaller impact. 
Nonetheless, slower growth in the United States will mean 
less growth in Canadian exports. 


The Council’s reassessment of the economic outlook is 
that real growth over the next two or three years will be 
somewhat lower than what we had anticipated prior to 
October. We have attached a chart which compares the 
base case presented in the 24th Annual Review with an 
updated base case prepared in January. 


Cette évaluation globale m’améne 4 faire quelques 
commentaires sur l’élaboration des politiques budgétaires 
a moyen terme. 


Premiérement, l’orientation générale de 1l’économie 
canadienne au cours des prochaines années sera dans une 
large mesure déterminée par des événements extérieurs a 
nos frontiéres. 


Deuxiémement, nous devons en toute priorité nous 
attaquer au contrOle du déficit fédéral. Cela ne signifie pas 
qu’il nous faille prendre des mesures draconiennes, mais 
qu’il faudra cependant exercer un contr6le trés serré des 
dépenses. De toute évidence, la réforme de la taxe de 
vente prévue dans la deuxiéme étape de la réforme fiscale 
revét a cet égard une trés grande importance, tant du 
point de vue de l’efficacité que de celui des recettes. 


Monsieur le président, vous me permettrez d’attirer, er 
terminant, votre attention sur la liste de projet: 
actuellement en cours au Conseil économique du Canada 
Toujours dans une perspective 4 moyen terme, no’ 
travaux actuels portent notamment sur l’économic 
céréaliére des Prairies et les nouveaux mécanismes mis ef 
oeuvre pour favoriser le développement régional. Nou: 
avons aussi entrepris des travaux sur la _financt 
internationale, le marché du travail, c’est-a-dire V’emplo 
et le secteur des services et le chémage, ainsi que de 
travaux d’envergure sur les politiques sociales. | 
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In the visions project, we have undertaken a longer- 
range assessment of the issues facing Canada as we 
approach the year 2000. In preparation for the 25th 
Annual Review, we are doing new work on potential 
economic growth and the natural rate of unemployment. 
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Our next major publication will be a document called 
“Managing Adjustment: Policies for Trade-Sensitive 
Industries”, which is due out early in March, and soon 
after that, we plan to release the council’s assessment of 
the Canada-US. trade agreement. 


Thank you, Mr. Chairman. Those are our opening 
remarks. We look forward to your questions. 


The Vice-Chairman: Thank you, Mrs. Maxwell. It is the 
custom of the committee to go around the table. 
Raymond, perhaps you would like to lead off with 
comments or questions. 


M. Garneau: Madame Maxwell, merci pour votre 
visite. Je suis en train de prendre connaissance du 
document dont vous venez de nous faire lecture. 


Je voudrais revoir avec vous les _ indicateurs 
économiques mis a jour en janvier et que vous nous 
fournissez a la derniére page de votre document. Dans le 
scénario original, on prévoyait des augmentations de 3 p. 
100 du produit intérieur brut en 1988, de 2.3 p. 100, de 2 
p. 100 et de 3.5 p. 100. On voit que ces chiffres ont été 
révisés a la baisse. 


Je regarde la ligne des investissements réels. La 
proportion baisse un peu, mais quelle est la cause 
principale de la baisse du taux de croissance? Une baisse 
des investissements ou un financement plus difficile? 
Comment expliquer cette baisse? Evidemment, il y a eu le 
krach, mais pourquoi cela se produit-il ainsi? Quelles 
variables ont été modifiées dans votre tableau pour 
traduire en taux de croissance réel l’évolution a la baisse 
par rapport au scénario précédent? 


Mr. Ross’ Preston (Senior Project Director, 
Performance and Outlook, Economic Council of 
Canada): The details of the difference, Mr. Chairman, 
between our Original assessment for, let us say, 1988, 
which was 3% real growth, and the new assessment, 
which is 2.5%, are located primarily in the performance 
of both investment and consumption. 


As a result of the crash we have done some analyses 
concerning business confidence and consumer 
confidence, and it is our judgment that the savings rate for 
personal consumers and the business investment rate for 
Producers will in fact go in directions that will knock off 
that half point in growth. 


We have also done a similar analysis for the U.S. For 
the U.S. the growth rate is not down a half percent, but 
almost a full percentage point. The initial pre-crash 


[Traduction] 


Dans le cadre de notre projet sur les «Perspectives 
canadiennes pour 1’an 2000», nous avons entrepris une 
évaluation a plus long terme a laquelle notre pays devra 
faire face. En prévision de notre Vingt-cinquiéme exposé 
annuel, nous avons entrepris un nouveau travail sur la 
croissance économique potentielle et le taux naturel de 
chémage. 


Nos prochaines publications importantes seront: «Sous 
les feux de la concurrence—L’adaptation dans le secteur 
manufacturier» qui doit paraitre au début de mois de 
mars, suivi de prés par une évaluation de l’Accord de 
libre-€change entre le Canada et les Etats-Unis. 


Merci, monsieur le président. Ainsi se termine notre 
exposé liminaire et nous répondrons volontiers A vos 
questions. 


Le vice-président: Merci, madame Maxwell. C’est la 
coutume au Comité de faire un tour de table. Raymond, 
vous accepterez sans doute d’ouvrir la période des 
questions. 


Mr. Garneau: Mrs. Maxwell, thank you for coming 
today. I am still reading through the document from 
which you have just read excerpts. 


I would like to discuss with you the January update of 
the economic indicators, which can be found on the last 
page of your document. In the original scenario, the base 
case projected a 3% increase of the gross domestic 
product in 1988 and increases of 2.3%, 2% and 3.5% in 
the following years. We now see that these projections 
have been revised downward. 


I note that real investments will decrease slightly but 
what major factor explains the decrease in the rate of 
growth? A drop in investments, or greater difficulty in 
finding financing? What explains this decrease? Obviously 
the crash has had some effect, but why this decrease? 
Which changes in the variables in your table have led you 
to revise the base case projection to indicate a downward 
trend in the rate of real growth? 


M. Ross Preston (directeur principal de projet, 
Perspectives économiques, Conseil économique du 
Canada): Monsieur le président, la différence entre le 
scénario de référence qui prévoyait en 1988 un taux de 
croissance réel de 3 p. 100 et le scénario mis 4 jour qui 
prévoit un taux de 2,5 p. 100 s’explique surtout par la 
performance des investissements et de la consommation. 


A la suite du krach, nous avons fait des analyses sur la 
confiance des entreprises et des consommateurs et nous 
avons conclu que le taux d’épargne des consommateurs et 
le taux d’investissement des entreprises exerceront des 
pressions 4 la baisse sur le taux de croissance, qui perdra 
un demi-point de pourcentage. 


Nous avons fait une analyse semblable pour les Etats- 
Unis ou le taux de croissance perdra non pas un demi- 
point de pourcentage mais bien un plein point de 
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notion for growth in the U.S. for 1988 was for numbers 
that were above 3%. The consensus in the U.S. now is for 
numbers that are between 2.5 and 2%. So, the full range 
of final demand activities—exports, some domestic 
consumption, and some investment—is just weaker as a 
result of the reassessment. 


Mr. Garneau: You said that it will be a consequence of 
lower investment and consumption. If we do have a 
difference between the U.S. and Canada, is the difference 
in the way the savings in Canada are structured compared 
to the States? In the States you have more direct 
investment from an individual compared to Canada, 
where the savings are institutionalized through the RRSP 
and things like that. I am trying to understand why in the 
States the decrease in the rate of gross national product 
will be higher or greater than in Canada. Is it the way the 
savings are structured in both countries, or what? 
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Mr. Preston: That is correct, Mr. Chairman. The 
analysis for the U.S. showed that the loss in consumption 
as a proportion of total consumption was much more 
than our anticipated loss in Canada. That is primarily 
because share ownership in the population is a higher 
percentage in the U.S. than in Canada, and second, the 
composition of share ownership in the U.S. versus Canada 
is more slanted toward individual ownership and _ less 
slanted toward ownership in pension funds and places 
like that. 


As an example, the wealth effect as projected in the 
U.S. was thought to be in the range of about 4¢ to 6¢ on 
every dollar of wealth that disappeared. In Canada, it is 
thought to be about 2¢ to 4¢ for every dollar of wealth 
that disappeared, plus less wealth. disappeared in the 
sectors that would make an impact on consumption. So it 
is the composition of savings and the composition of that 
wealth effect. In fact, we had considerable difficulty in 
essentially separating the impact of that wealth effect in 
Canada because it was considerably less than the impact 
we anticipated in the US. 


Mr. Garneau: Is the lower rate of increase on the 
investment side due to the lack of confidence or higher 
costs for financing new investment? 


Mr. Preston: Those numbers that are reported for 
investment include housing, and in our January 
reassessment the performance of the housing sector was 
thought to be a little worse, primarily because the Ontario 
boom is a hard thing to assess in terms of its downside 
effect. We did make some straightforward adjustments, 
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pourcentage. Avant le krach, nous avions calculé que le 
taux de croissance aux Etats-Unis en 1988 franchirait le 
cap des 3 p. 100. Le consensus aux Etats-Unis veut 
maintenant que ce taux se situe entre 2,5 et 2 p. 100. 
Ainsi, toute la gamme des activités liées a la demande 
finale—exportation, certains postes de la consommation 
intérieure et certains investissements—a dt étre revisée a 
la baisse. 


M. Garneau: Vous avez dit que c’est le résultat d’une 
baisse des investissements et de la consommation. La 
différence que nous constatons entre le Canada et les Etats- 
Unis s’explique-t-elle par l’absence d’uniformité dans la 
structure de l’épargne de nos deux pays? Aux Etats-Unis, 
les particuliers investissent plus directement que ceux du 
Canada ou l’épargne est plut6t institutionnalisée étant 
donné la prépondérance des REER et autres mécanismes 
de ce genre. J’essaie de comprendre pourquoi aux Etats- 
Unis le taux de croissance du produit intérieur brut sera 
moins marqué qu’au Canada. Est-ce attribuable au fait 
que l’épargne est structurée différemment dans les deux 


pays? 


M. Preston: C’est exact, monsieur le président. 
L’analyse que nous avons faite des perspectives 
américaines a _ révélé que la diminution de la 


consommation en proportion de la consommation totale 
était supérieure 4 la diminution prévue pour le Canada. 
Cela est surtout attribuable au fait que 1l’actionnariat 
populaire aux Etats-Unis atteint un pourcentage plus 
élevé qu’au Canada et aussi au fait qu’aux Etats-Unis les 
particuliers détiennent en propre davantage d’actions, 
alors qu’au Canada les actions sont davantage détenues 
par des fonds de pension et autres intermédiaires du 
genre. 


Par exemple, nous avons calculé qu’aux Etats-Unis 
Veffet de richesse serait de l’ordre de 4c. 4 6c. pour 
chaque dollar de richesse disparu. Au Canada, nous 
calculons que l’effet de richesse varie entre 2c. et 4c. pour 
chaque dollar de richesse disparu, en plus du fait que 
cette disparition a été enregistrée chez nous dans des 
secteurs qui ont une moins grande incidence sur la 
consommation. Ainsi, les résultats sont attribuables a la 
composition de l’épargne et a celle de cet effet de richesse. 
En fait, nous avons eu énormément de mal 4a isoler 
Vincidence de l’effet de richesse au Canada puisqu’elle 
était beaucoup moins marquée que celle prévue aux Etats- 
Unis. 

M. Garneau: Le plus faible taux d’augmentation des 
investissements est-il attribuable au manque de confiance 
et aux colts plus élevés de financement des nouveaux 
investissements? 


M. Preston: Les statistiques de  1’investissement 
englobent le logement et notre mise a jour de janvier 
refléte le fait que nous prévoyons un ralentissement dans 
le secteur du logement, surtout parce qu’il est difficile 
d’évaluer l’effet des pressions a la baisse sur l’essor 
économique en Ontario. Nous avons toutefois fait certains _ 
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especially in the area of machinery and equipment, 
because we did have some evidence that these decisions 
would be strung out and watched more carefully than 
prior to the crash. 


Mr. Garneau: Talking about the crash, I did not make 
a Survey myself, but I talked to a few investment dealers. I 
am told that their underwriting departments are idle. | do 
not know if it is like that across the country, but those 
with whom I have exchanged points of view are telling me 
they are laying off people, cutting their underwriting 
department by a quarter, by half, by three-quarters in 
some instances. Is it going to be more difficult to finance 
new investment, or will the financing be done through 
debt instead of equity? In fact, it should not change the 
total amount of investment. I wonder if you have made an 
analysis of it. 


Mr. Preston: We have not made any straightforward 
analysis relating to the difficulty or ease with respect to 
equity financing, but my assessment is that equity 
financing would be a lot more difficult to come by after 
the crash than before the crash, primarily because of the 
rate of return effect. 


Mr. Garneau: Also, the other factor you talked about, 
Ms Maxwell, when you said that 


l’analyse des risques sera plus difficile et va limiter un peu 
Vaccés des gens qui prennent les décisions au financement 
de compagnies qui ne sont pas des AAA ou des AA. Est-ce 
bien l’effet? 


Mme Maxwell: Oui. 


M. Garneau: Dans le cas des taux d’intérét, votre mise 
a jour indique qu’il y aura une légére hausse et ensuite 
une baisse des taux réels. Il me semble que j’ai vu tout a 
Pheure 1’évolution des taux d’intérét. Est-ce que je me 
suis trompé ou est-ce bien le taux d’activité? 


Mme Maxwell: Non, les taux d’intérét ne sont pas 


indiqués dans le tableau. 
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M. Garneau: Excusez-moi, c’est le taux d’inflation. Le 
sOuverneur de la Banque du Canada nous disait que le 
drobleme le plus important était encore les perspectives 
Vinflation. Vos chiffres indiquent pluté6t une baisse du 
aux d’inflation au cours des prochaines années. Etes-vous 
accord avec le gouverneur de la Banque du Canada ou 
vec la Chambre de commerce du Canada qui 
commande un relachement de la politique monétaire? 
“ompte tenu de l’évolution de linflation, est-ce qu’il n’y 
| Pas une différence entre votre analyse et celle de la 
anque du Canada? 


| Mme Maxwell: Tout ce que je puis dire, c’est qu’on a 


révu une hausse du taux d’inflation en 1988, puis un 


27629—2 


ajustements qui s’imposaient clairement, particuliérement 


en ce qui a trait au secteur du matériel et de 
l’équipement, puisque nous disposions de données 
indiquant que les projets d’investissement seraient 


échelonnés sur une période plus longue et que les 
décisions d’investissement seraient pesées beaucoup plus 
attentivement qu’avant le krach. 


M. Garneau: Parlant du krach, je n/’ai pas fait 
d’enquéte moi-méme mais jai parlé 4 quelques courtiers 
en placement. Ils m/’ont dit que leurs services de 
souscription sont inactifs. Je ne. sais pas si la méme 
Situation existe partout au Pays mais ceux a qui j’ai parlé 
m’ont indiqué que les maisons de courtage mettent a pied 
des employés, réduisent d’un quart, de moitié, et méme 
des trois quarts dans certains cas, leurs services de 
souscription. Sera-t-il plus difficile A Vavenir de financer 
de nouveaux  investissements Ou est-ce que _ les 
financements par €mprunt seront dorénavant préférés aux 
financements par actions? Le total des investissements ne 
devrait toutefois pas changer. Je me demande si vous avez 
fait une analyse 4 cet égard. 


M. Preston: Nous n’avons pas fait d’analyse comme 
telle de la difficulté ou de la facilité des futurs 
financements par actions mais j’estime pour ma part qu’il 
sera beaucoup plus difficile de lancer des financements 
par actions aprés le krach, surtout a cause de l’effet qu’il 
aura eu sur les taux de rendement. 


M. Garneau: Madame Maxwell, vous avez aussi parlé 
d’un autre facteur quand vous avez dit 


that the assessment of risk will be more difficult in that 
decision makers will tend to restrict access to financing by 
companies who are not rated AAA or AA. Will that be 
the probable effect? 


Ms Maxwell: Yes. 


Mr. Garneau: According to your updated scenario, 
there will be a slight increase followed by a decrease in 
real interest rates. I thought I had seen earlier in the table 
Projections on interest rates. I must have read interest 
rates instead of participation rate. 


Ms Maxwell: Interest rates are not indicated in the 
table. 


Mr. Garneau: Excuse me, I meant the rate of inflation. 
The Governor of the Bank of Canada was telling us that 
the most important problem was still the risk of inflation. 
According to your figures, we should expect a drop in the 
rate of inflation during the forthcoming years. Do you 
agree with the Governor of the Bank of Canada or with 
the Canadian Chamber of Commerce which recommends 
a relaxation of the monetary policy? Keeping in mind the 
change in the rate of inflation, would you not say that 
there is a difference between your analysis and that of the 
Governor of the Bank of Canada? 


Ms Maxwell: All I can say is that we are forecasting an 
increase in the rate of inflation for 1988 followed by a 
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plateau en 1989, et ensuite une baisse. La question de la 
politique monétaire est tres vaste. 


M. Garneau: C’est assez important. Si on se base sur 
votre scénario pour définir les politiques et qu’a moyen 
terme, soit dans un an et demi, on se trouve dans une 
période de déflation, maintenir des taux d’intérét élevés et 
un dollar élevé par une action concertée de la Banque du 
Canada risque d’accentuer la baisse du taux de croissance 
de l’économie. On voit que vous projetez un taux de 
croissance de l’économie qui serait ramené a 1 p. 100 en 
1990 avant de remonter. Est-ce qu’il ne serait pas plus 
sage d’adopter dés maintenant une politique monétaire un 
peu moins restrictive, comme le suggérait la Chambre de 
commerce du Canada, pour essayer d’éliminer les effets 
néfastes du krach boursier, en espérant que le taux de 
croissance ne baissera que d’un quart de point au lieu 
d’un demi point ou d’un point? Compte tenu de votre 
analyse, quelle devrait étre la politique gouvernementale? 


Ms Maxwell: Monetary policy is really a short-term 
instrument of policy. It has to be focused on the here and 
now, whereas what we have tried to focus on in this 
outlook is the medium-term horizon. 


What we have mapped out for you is a situation where 
we sit with Canada at this very moment with a buoyant 
economy, but we see forces accumulating in the 
environment that will lead to a slowdown during the 
medium-term horizon. 


We can talk about a change in the mix of policy over 
that medium-term horizon, in the sense that if we have a 
fiscal policy that is more oriented toward reducing the 
deficit then it would be possible to relax monetary policy, 
particularly in the later part of this time period when we 
see far less pressure on the inflation side. 


However, I do not feel it is appropriate for the council 
to be involved in a comment about where monetary 
policy should be at this point in time. 


I think, though, that any remarks about monetary 
policy over the medium term have to be very much 
couched in the conditional, because we have capital 
markets in Canada that are very strongly integrated with 
the international environment and we see that 
international environment as being highly uncertain over 
the medium term. 


Mr. Garneau: The rate of interest has an impact on the 
value of the Canadian dollar compared to the US. dollar, 
and eventually an impact on our exports. When you are 
making this scenario, what is the evolution of the value of 
the Canadian dollar compared to that of the States? Is it a 
stable dollar? Is it an increasing dollar? 
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Ms Maxwell: In the medium-term timeframe we have a 
very modest upward movement in the Canadian dollar. 
On this time horizon it is driven primarily on the basis of 
the fact that we would expect to see some very modest 
improvement in our terms of trade in the sense that 
export prices would be rising somewhat more quickly in 
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plateau in 1989 and then a decrease. Monetary policy is a 
very intricate question. 


Mr. Garneau: If policies are based on your scenario 
and if within a year and a half we will be faced with 
deflation, maintaining high interest rates and a high dollar 
through a concerted action by the Bank of Canada may 
endanger economic growth. You are forecasting an 
economic growth of only 1% in 1990 after which it will 
start to rise again. Would it not be wiser to have a slightly 
less restrictive monetary policy right away as the Canadian 
Chamber of Commerce was suggesting, in order to 
counter the negative effects of the stock market crash 
while hoping that the growth rate will decrease by one- 
quarter of a point only instead of one-half of a point or a 
whole point. On the basis of your analysis, what should be 
government policy in your view? 


Mme Maxwell: La politique monétaire est un moyen 
d’action a court terme, visant la situation immédiate, alors 
que nous étudions la perspective a moyen terme. 


En ce moment l’activité économique est trés forte mais 
nous prévoyons divers facteurs qui devraient provoquer 
un ralentissement a moyen terme. 


Les politiques pourraient donc étre modifiées a moyen 
terme en ce sens que si la politique fiscale s’attache 
essentiellement a4 réduire le déficit, la politique monétaire 
pourrait étre relachée surtout a partir du moment ou 
inflation commencera a baisser. 


Cela dit, il n’appartient pas au conseil de se prononcer 
sur la politique monétaire actuelle. 


Par contre on ne peut parler de la politique monétaire 
A moyen terme qu’au conditionnel, nos marchés 
financiers étant intégrés aux marchés internationaux, 
lesquels sont tout a fait imprévisibles a moyen terme. 


M. Garneau: Les taux d’intérét se répercutent sur la - 


valeur du dollar canadien par rapport au dollar américain 
et éventuellement sur le niveau de nos exportations. 
Qu’est-ce que vous prévoyez au plan de parité entre le 
dollar canadien et américain? Le dollar canadien restera-t- 
il stable ou devrait-il augmenter? 


Mme Maxwell: A moyen terme, nous prévoyons uné 
légére hausse du dollar canadien, en raison d’une modeste 
amélioration de notre commerce extérieur grace a une 
augmentation plus rapide des prix a l’exportation que des 
prix a l’importation vers la fin de cette période. Mais étant 


donné que nos taux d’intérét se rapprochent toujours de 
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the later part of the period than would import prices. 
Because we have interest rates very much in line with 
those in the United States, we do not see much change in 
the value of the dollar. 


Mr. Garneau: It is the assumption behind this scenario. 


Ms Maxwell: Yes. 


Mr. Garneau: I would like to move to the crash. I do 
not know if you want to continue on this subject and 
come back to the technicality of the crash. After October 
17 we had the Opportunity to discuss it in the House and 
many people raised the point you raised in your paper 
about the consequences of the use of technology and the 
rapid effect on the marketplace. 


Are you aware of any study internationally by the 
Group of Seven or any other group to try to control or 
regulate the use of this new technology to buy or sell and 
the consequences it could have on the economy in the 
future? Are you aware of any studies or recommendations 
made by any brilliant minds around the world? 


Ms Maxwell: As I understand it, the United States has 
four separate inquiries under way to look at the 
mechanics of the way the market is handled and the 
incredible wave of sell orders that came in on the 
morning of the October 19. Hearings are going on before 
a congressional committee this week in Washington to 
review the results of some of those reports. 


Whether it is going to lead the regulatory authorities in 
the United States to issue regulations limiting the degree 
to which players in the market can use program trading 
or portfolio insurance, I am not sure. I think there is a 
whole other aspect to this question, which is that a lot of 
the players in the market have probably learned a great 
deal about how those new means of trading actually 
Operate when the market has a downside vulnerability. 
We may see some changes in practice as well as some 
Changes in regulation. 


I think the point we were making is that we feel the 
types of innovation we are studying in a project we started 
€arlier last year probably contributed to the speed of 
adjustment. Nonetheless the size of the adjustment in asset 
values can be explained by fundamental economic forces. 
Perhaps in earlier days the size of the adjustment would 
have taken place over a matter of weeks or even months, 
father than in a few hours. We have to remember that 
some aspects of the technology would be very difficult to 
unwind. The markets are global and the psychology can 
move from one time zone to another almost 
instantaneously. We cannot turn back the clock on issues 
of that sort. 


Mr. Cassidy: I have a number of questions. I want to 
‘hank you, Ms Maxwell, and the council for responding to 
vhat I think was the spirit of what the committee was 
trying to do when it asked the council to come before us 
‘n this pre-budget period. I helped to initiate that and | 
hink perhaps we should broaden it in the future. I think 
Our comments here, particularly some comments in 
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ceux des Etats-Unis, la valeur de dollar Canadien ne 
devrait pas trop fluctuer. 


M. Garneau: C’est donc hypothése que vous avez 
retenue pour votre scénario. 


Mme Maxwell: Oui. 


M. Garneau: Je voudrais maintenant passer au krach 
boursier. Aprés les événements du 17 octobre, on en a 
discuté a la Chambre et il a été question notamment des 
consé€quences de l’informatisation du courtage et de ses 
répercussions sur le marché financier. 


A votre connaissance,le Groupe des Sept ou d’autres 
instances ont-ils cherché 4 réglementer le courtage 
informatisé afin de réduire ses répercussions futures sur 


économie. Les spécialistes ont-ils avancé des 
recommandations 4 cet effet? 
Mme Maxwell: Aux Etats-Unis, quatre enquétes 


séparées suivent actuellement leur cours pour étudier 
justement le fonctionnement des marchés financiers et les 
raisons du déluge d’ordres de vente intervenu le matin du 
19 octobre. Des audiences doivent avoir lieu devant une 
commission du Congrés cette semaine méme 4 
Washington pour examiner ces rapports. 


Mais je ne sais pas si tout ceci aménera les autorités 
américaines 4 mettre en place une réglementation 
limitant le recours au courtage programmé et 4 
assurance des portefeuilles. Un autre aspect de la 
question, c’est que les spécialistes de la Bourse ont 
beaucoup appris sur la fagon dont ces nouvelles 
techniques fonctionnent en cas de crise. Il se pourrait 
donc qu’ils décident d’eux-mémes de Changer leur facon 
de procéder en dehors de toute réglementation. 


Les innovations qui ont fait Vobjet d’une étude que 
nous avions entreprises au début de l’an dernier ont 
certainement contribué 4 la chute des prix. Néanmoins, 
l’ampleur de la baisse peut toujours s’expliquer par des 
facteurs économiques fondamentaux. fl se peut 
qu’autrefois cette baisse se fat étalée sur plusieurs 
semaines ou plusieurs mois plutot qu’en quelques heures. 
Mais certains aspects de cette nouvelle technologie sont 
difficiles a défaire. Les marchés financiers se sont 
globalisés et les effets psychologiques se feront ressentir 4 
Véchelle internationale plus ou moins simultanément. II 
n’y a pas moyen de revenir en arriére. 


M. Cassidy: J’ai toute une série de questions a poser. Je 
voudrais remercier M'™® Maxwell ainsi que le Conseil de 
comparaitre devant le Comité en cette période qui 
précéde le dépét du budget. Ce que vous nous avez dit 
concernant l’évolution des marchés financiers aprés 
quatre Ou cinq ans d’une internalisation accélérée, est fort 
intéressant, méme si je ne suis pas d’accord avec vous. 


138502 


[Text] 

terms of the changing nature of the market after four or 
five years of very substantial internationalization of the 
financial markets, are helpful and provocative. I do not 
necessarily agree with them all, but they are a useful 
contribution. 


I would like to begin with the question of 
unemployment. I want to ask a couple of things in this 
area and the first is related to your forecasts. As I 
understand it from the material you have enclosed with 
the statement, your updated forecasts in 1988 anticipate 
an unemployment rate for 1988 averaging 8.5% over the 
year. There was a very sharp run-up of employment or a 
run-down of unemployment that was much faster than 
had been anticipated in the latter months of 1987. I 
presume, because everything else is changed, that this is a 
fairly well thought through and intensively modelled 
conclusion, which suggests that the unemployment rate in 
Canada has probably bottomed out, and that there will be 
some modest and somewhat unfortunate increase in the 
unemployment rate during the course of 1988, partly 
related to that slowing down of growth. Is that right? 
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Mr. Preston: Let me try to answer. If you look at 
employment growth and labour force growth, you will 
note that in years when you get continued substantial 
employment growth, at the same time, you get a pick-up 
in labour force growth from 2% to 2.5%. 


Part of the reason you are seeing a planing-off of the 
unemployment rate is primarily that the substantial pick- 
up in activity during the end of 1987 and early part of 
1988 is going to draw people into the labour force. This 
means you are getting a supply-side slowdown in the rate 
at which the unemployment rate can go down. In a sense, 
this is not something that we find to be peculiar or 
strange at the end of a long expansion, especially when 
you get a sort of a refueling of the expansion during its 
extended period of growth. You have to look at both the 
supply side and the demand side -to understand the 
reasons why we feel unemployment rates are going to be 
hard to continue to push down as fast as they went down 
in 1987. 


Mr. Cassidy: Let me be more specific. You have 
explained one of the reasons, which is that there will be a 
fairly substantial continued increase in the participation 
rate in 1988. People are drawn into the labour market 
because more jobs are available to them than there were 
before. For example, I am sure in Toronto now that in the 
informal market someone is calling a friend who used to 
work for him four or five years ago to say he has some 
jobs open and would appreciate it if the friend would 
come back to work, maybe half-time. So people are drawn 
back in through the informal networks as well. 


The figures here say the unemployment rate we will 
see month by month in 1988, as reported by StatsCan, is 
going to be upwards of 8.5% during much of the year, 
since its beginning in 1988 at 8.1%. You estimate an 
average of 8.5% for the year. 
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Je voudrais commencer si vous le permettez par le 
chémage. D’aprés vos tableaux annexés a votre expose, 
vous prévoyez pour 1988 un taux de chOmage de 8,5 p. 
100 en moyenne. L’accélération de la création d’emplois 
et la baisse du chOmage durant les derniers mois de 1987 
ont été plus fortes que prévu. Faut-il conclure d’apreés vos 
prévisions que le taux actuel de chomage a atteint un 
minimum et qu’il devrait enregistrer une légére hausse en 
1988 imputable en partie au ralentissement de la 
croissance? 


M. Preston: Si l’on examine les courbes de loffre 
d’emploi et de la main-d’oeuvre active, on constate que 
les périodes de croissance de l’emploi concordent avec 
augmentation de la main-d’oeuvre active qui passe 
notamment de 2 a 2.5 p. 100. 


La ralentissement du taux de chémage est dt en partie 
a la relance intervenue vers la fin de 1987 et au début de 
1988 qui permet un accroissement de la main-d’oeuvre 
active. Le rythme de ralentissement du taux de chomage 
est donc fonction de l’offre. C’est tout a fait normal 
d’ailleurs au bout d’une longue période d’expansion qui 
vient de connaitre un rebondissement. Il faut donc tenir 
compte aussi bien de l’offre que de la demande pour 
comprendre pourquoi nous prévoyons que la baisse du 
taux de chOmage ne pourra pas suivre le méme rythme 
que celui de 1987. 


M. Cassidy: Vous venez donc de nous expliquer que le 
taux de participation a la main-d’oeuvre active continuera _ 
a croitre en 1988. Le nombre d’offres d’emploi va donc 
augmenter. Ainsi 4 Toronto je suis sur qu’il y a moyen de 
trouver de l’emploi en s’adressant 4 un ami pour lequel 
on a travaillé il y a quatre ou cing ans et qui pourrait 
peut-étre vous offrir 4 nouveau un travail, ne serait-ce 
qu’a temps partiel. C’est donc un moyen paralléle de 
trouver du travail. 


Vous prévoyez donc pour 1988 un taux de chomage 
moyen de 8,5 p. 100 par rapport a 8,1 p. 100 en début 
d’année. 


2-2-1988 Finances et affaires économiques 1385213 
[Texte] 


Mr. Preston: This is not inconsistent with the growth 
rate that is below 2% or 3%. In 1987 we had a growth 
rate that was pretty near 4%. It had a tendency to be very 
intensive with respect to job creation. The backside effect 
of it is its drawing of people into a labour market that is 
now very buoyant. 


This is not something that is extraordinary or hard to 
understand, given the real slowdown from the kind of 
activity we have experienced in 1987, not only in Canada 
but also in the U.S. as a North American market. 


Mr. Cassidy: I would like to turn to then a second 
question, which is— 


The Vice-Chairman: Michael, could I interrupt just 
one minute? Your line of questioning prompted me to 
wonder whether in the statistical forecast we have in front 
of us, which you are referring to in terms of future labour 
force and employment development, the trade agreement 
effects, as they might have been anticipated by the 
Economic Council of Canada, have been factored into 
these forecasts. 


Ms Maxwell: No, Mr. Chairman, there is no free trade 
effect in here. 


Mr. Cassidy: In other words in 1989 it will be on the— 


Ms Maxwell: The base case does not assume that the 
free trade agreement is put in place. 


Mr. Cassidy: Not even the jobs created 
constituency by people arguing pro and con. 


in my 


The Vice-Chairman: I was wondering about the ones 
the council had forecast, which we were so proud of. 


Mr. Cassidy: May I turn then to my second question? 
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When the council produced the report last August— 
and the council was criticized, I think with some justice, 
because of the fact that very quickly this whole fat volume 
was thrown aside by the proponents of the trade 
igreement once they could see 350,000 jobs. That was it. 
in fact, I believe at one point it was estimated at about 
375,000. A lot of assumptions were built in, in which 
nost of the projected increases in employment occurred 
N the services sector despite the fact that the impact of 
he trade agreement on services was not considered by the 
Ouncil and you assumed there would be no change in 
zrms of treatment of services. And assumptions were 
tade about productivity which were arbitrary, as most 
ssumptions are, I grant you. Nonetheless, you injected 
»mething in there which people found perhaps a bit 
nrealistic. 


At that time and later, I understand the council has 
ven reassessing its forecasts and, in fact, so has the 
€partment of Finance. Whereas the Prime Minister was 
ling us a year ago that the trade agreement meant half a 


[Traduction] 


M. Preston: Ceci est tout a fait conforme A un taux de 
Croissance qui sera sans doute inférieur a 3, voire 2 p. 100, 
alors qu’en 1987, ce taux de croissance avait presque 
atteint 4 p. 100. Or tout taux de croissance assez élevé se 
répercute nécessairement sur la création d’emplois. Le 
marché du travail est donc trés actif en ce moment. 


Donc cette évolution découle naturellement du 
ralentissement de la conjoncture par rapport a ce que 
nous avons connu en 1987, non seulement au Canada 
mais dans l’ensemble de l’Amérique du Nord. 


M. Cassidy: Je voudrais maintenant 
deuxiéme question. . . 


passer a ma 


Le vice-président: Un instant, s’il vous plait. Je 
voudrais savoir si dans vos prévisions relatives 4 la main- 
d’oeuvre active et au taux de chomage, il a été tenu 
compte des effets de l’accord commercial entre le Canada 
et les Etats-Unis. 


Mme Maxwell: Non, nous n’en avons pas tenu compte, 
monsieur le président. 


M. Cassidy: Donc en 1989. . . 


Mme Maxwell: Nos prévisions ne sont pas basées sur la 
mise en vigueur de l’accord de libre-échange. 


M. Cassidy: Vous n’avez méme pas tenu compte des 
emplois créés dans ma circonscription par les partisans et 
les adversaires de cet accord. 


Le vice-président: Je me posais la question au sujet de 
la création d’emplois dont nous sommes tous tellement 
fiers et qui a d’ailleurs été prévue par le Conseil. 


M. Cassidy: Je voudrais donc maintenant passer a ma 
deuxiéme question. 


Dans votre rapport du mois d’aott dernier, qui a 
d’ailleurs été justement critiqué 4 mon avis, vous faisiez 
valoir que l’accord de libre-€change créerait 350,000 
emplois nouveaux. Ensuite il a méme été question de 
375,000 emplois nouveaux. La plupart de ces emplois 
seraient créés dans le secteur des services mais, bien que 
vous n’ayez pas tenu compte des répercussions de l’accord 
sur ce secteur, partant du principe que les conditions de 
ce secteur resteraient inchangées. Les hypothéses en 
matiére de productivité étaient également arbitraires, ce 
qui est d’ailleurs le cas de la plupart des hypothéses. Donc 
certaines de vos prévisions peuvent étre  taxées 
d’irréalisme. 


Depuis lors, le Conseil a réexaminé ses prévisions ainsi 
d’ailleurs que le ministére des Finances. Alors qu’il yaun 
an le premier ministre affirmait que l’accord de 
libre-€change se traduirait par la création d’un demi- 
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million jobs, when the government brought out their 
paper on the assessment of the free trade agreement on 
January 14, 1988, they cut that down to 120,000 jobs. 


The Vice-Chairman: For the first five years. 


Mr. Cassidy: In the first five years. That is sharply at 
variance with the upper end of the council’s projections 
which were for some 350,000 jobs in more or less the 
same timeframe, after four or five years. Now the council 
is reassessing and I understand that your projections have 
in fact been scaled down. I wonder if you could indicate 
what the council’s estimate is now, if you have one, in 
terms of the potential jobs at risk on the one hand and the 
potential for job creation, and the assumptions on which 
that is based. 


Ms Maxwell: I would be very pleased to talk about that 
whole subject area. You have raised a lot of questions that 
I would like to try to speak to. 


First of all, I do not accept the criticisms you have 
offered of the work we did last summer. I think as it turns 
out, the assumptions we made in our simulations with 
respect to services were quite appropriate given what 
turned out to be in the legal text. I do not think it is 
appropriate to call the council’s work on productivity 
arbitrary. I think it is the best thought out and carefully 
researched piece of analysis of what is a difficult area, I 
agree. There is certainly room for differences of opinion, 
but in fact the work we have done on the productivity 
side is very highly respected by professionals in the field 
and I do not think your criticisms are appropriate. 


Since we received the legal text in December, we have 
been reworking, using the same methodology and trying 
to adapt to take into account, in the quantitative sense, all 
that is in that agreement. Also, we have a much more 
ambitious project in this case in the sense that we are 
redoing the simulations but the council is also planning 
to issue a statement that will evaluate the free trade 
agreement between the two countries in a more 
comprehensive way. We are going to be discussing that 
with our council members in a few weeks’ time and we 
hope to publish it before Easter. 


I cannnot give you any advance warning as to where 
the numbers will come out but I could just describe for 
you, if you want, the similarities and the differences 
between the hypothetical deal the council did simulate 
and release in the month of August and the actual 
agreement that has recently been signed. 


The two cases are pretty much identical as far as tariffs 
are concerned. There are some fairly important 
differences with respect to non-tariff barriers in the sense 
that we had assumed that more of those non-tariff barriers 
would be removed than actually were removed in the deal 
that has been signed. For example, we had assumed the 
softwood lumber export tax would disappear, but in fact 
that has not been the case. There is also a smaller deal 
with respect to procurement than what we had initially 
included. We had assumed that all federal procurement 
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million d’emplois nouveaux, le 14 janvier dernier au 
moment de la publication du rapport du gouvernement 
sur l’accord de libre-échange, ce chiffre a été ramené a 
120,000 emplois. 


Le vice-président: Pour les cinq premiéres années. 


M. Cassidy: C’est exact. C’est une forte chute par 
rapport aux 350,000 emplois prévus par le Conseil pour 
ces mémes cing premiéres années. Il parait d’ailleurs que 
vous auriez réduit vos propres prévisions. Je voudrais 
donc savoir ce que vous prévoyez au plan de la création 
d’emplois nouveaux ainsi que de la perte d’emplois 
imputable a l’accord de libre-échange ainsi que les 
hypothéses sur lesquelles vous fondez vos calculs. 


Mme Maxwell: C’est avec plaisir que je vais essayer de 
répondre a vos nombreuses questions. 


Pour commencer, je ne saurais admettre vos critiques 
en ce qui concerne nos études de l’été dernier. Les 
hypotheses sur lesquelles nous nous sommes basés pour 
nos prévisions dans le secteur des services étaient les 
bonnes compte tenu du document juridique. Il est faux 
par ailleurs de dire que nos travaux sur la productivité 
étaient arbitraires. J’estime au contraire qu’ils constituent 
une excellente analyse trés bien détaillée d’une question 
fort complexe. Les points de vue peuvent diverger bien 
entendu, mais tous les spécialistes vous diront que nos 
études sur la productivité sont d’un trés haut calibre et je 
ne saurais donc accepter vos critiques. 


Depuis que nous avons obtenu en décembre le texte de 
l'accord, nous avons remanié notre étude en prenant en 
compte toutes les données quantitatives figurant dans 
l'accord. Nous avons donc repris toutes les prévisions et, 
en outre, le Conseil compte publier une évaluation 
globale de l’accord de libre-échange entre nos deux pays. 
Nous devons justement discuter avec nos membres d’ici 
quelques semaines et notre rapport devrait sortir avant 
Paques. 


Je ne peux pas vous dire d’ores et déja quels seront les 
chiffres précis, mais il m’est possible par contre de faire 
ressortir les différences entre le scénario hypothétique 
publié par nous au mois d’aout et le texte de l’accord qui 
vient d’étre conclu. 


En ce qui concerne les droits de douane, il n’y a pas 
Mf 


beaucoup de changements. Par contre, d’importants 
changements sont intervenus en ce qui concerne les 
obstacles non tarifaires, car nous avions exagéré le 
nombre de ces derniers qui ont été supprimés. Ainsi, nous 


pensions que la taxe 4 l’exportation sur le bois d’oeuvre | 


serait supprimée, ce qui n’est pas le cas. Les changements 


au plan des marchés publics sont également moindres que | 
Nous étions partis de ' 


ce que nous avions prévu. 
V’hypothése que les marchés publics fédéraux de part et 


Texte 


on both sides of the border, with the exception of some 
aspects of military purchasing, would be opened up for 
competition across the border. We have in fact gotten very 
little access on procurement at the federal level and of 
course none at the provincial or municipal level. 
However, we had never assumed that. 
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Areas in which we had not considered possible 
changes, but which now have to be analyzed, are the auto 
pact and energy. We have been doing a considerable 
amount of work there. 


However, in the area of services where none of the 
existing barriers to trade have been altered, I do not think 
there is any reason for us to change in the quantitative 
sense. I think we all have to do some thinking about how 
trade and services between the two countries will evolve, 
in light of the fact that there is a standstill and no new 
barriers can be introduced. 


I should possibily also clarify one other point, which is 
that the council’s projections took place over an eight- 
year period and assumed immediate phasing in of all 
changes in the year of Start-up, which at that time was the 
year 1987. There is therefore quite a difference in the time 
horizon between the Finance analysis released two weeks 
ago and what we had done and released in August. 


I think the basic conclusion the council drew from our 
analysis in those simulations—and I perhaps should 
distinguish it from the conclusion some of our readers 
drew—was that the overall impact of a Canada-U:S. trade 
agreement would be positive but modest on the Canadian 
economy. 


I think you would draw the same conclusion from the 
Department of Finance study, which has used a different 
methodology, a different type of model, and a different 
time horizon. Therefore I cannot give you a job-per-job 
comparison between the two studies. ; 


Mr. Cassidy: What I am hearing you say, therefore, is 
that because your initial projection assumed that tariffs 
and the other changes would be implemented on day one, 
and although it remains to be seen what your numbers 
come out to, rather than applying in 1995, we are talking 
about a potential effect sometime at or beyond the turn of 
the century. Is that correct? 


Ms Maxwell: In this case where we have phasing in 
Over a 10-year period there will obviously be some 
industries whose tariffs disappear right away, and they feel 
very immediate effects, whereas others will have a 
gradually phased-in effect. 


| In our research we actually did two simulations, one 
With no phasing and one with phasing evenly over an 
tight-year period, and what we found was that at the end 
of the line the effects were identical. The phasing in is 
erhaps the strongest instrument that governments have 
0 give people a chance to adjust in an orderly way. 


. 


| 
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d’autre de la frontiére, 4 l'exception des fournitures pour 
Varmée, feraient l'objet d’appels d’offres dans nos deux 
pays. Or, en réalité et contrairement a nos prévisions, les 
marchés publics fédéraux restent pratiquement exclus tout 
comme l’ont toujours été les marchés publics provinciaux 
et municipaux. 


Par contre, nous n’avions pas envisagé de changements 
en ce qui concerne le Pacte automobile et l’énergie et 
nous allons donc devoir étudier ce dossier. 


En ce qui concerne le secteur des services ou les 
obstacles ont été maintenus, nos Pr€visions sont toujours 
valables. Il va falloir étudier plus en détail l’évolution du 
commerce et des services entre nos deux pays, étant donné 
qu’il sera désormais interdit d’instaurer de nouveaux 
obstacles non tarifaires. 


Je tiens par ailleurs a préciser que nos prévisions ont 
été calculées pour une période de huit ans en partant de 
’hypothése que la totalité des changements entrerait en 
vigueur au départ, c’est-a-dire en 1987. L’analyse publiée 
il y a 15 jours par le ministére des Finances et notre étude 
du mois d’aoit dernier portent donc sur des périodes tout 
a fait différentes. 


Je dirais donc que contrairement a certains de nos 
lecteurs, nous sommes arrivés a la conclusion que l’accord 
de libre-échange entre le Canada et les Etats-Unis aurait 
un impact positif mais modeste sur notre économie. 


Il faut a mon avis tirer les mémes conclusions de 
’étude du ministére des Finances qui utilise une 
méthodologie, un modéle et un horizon différents. Il est 
donc impossible de comparer les deux études en fonction 
des différents métiers. 


M. Cassidy: Etant donné que dans votre premiére 
étude, vous étiez partis du principe que tous les 
changements tarifaires seraient mis en vigueur dés le 
départ plutét qu’en 1995, ce n’est que vers la fin du siécle 
qu’on commencera 4a ressentir les effets de Vaccord. 


Mme Maxwell: Puisqu’il a été décidé d’instituer une 
période de transition de 10 ans, les industries dans 
lesquelles les droits de  douane disparaitront 
ummé€diatement se ressentiront aussitét des effets de 
accord alors que dans les autres secteurs, ces effets 
viendront petit a petit. 


Notre étude a d’ailleurs fait deux prévisions: dans un 
cas, les changements seraient institués immédiatement et, 
dans l’autre, au cours d’une période de huit ans; or, nous 
avons constaté que dans les deux cas, les effets seraient 
identiques. En appliquant les changements graduellement, 
les gens pourront s’y habituer petit a petit. 
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We felt that in those simulations it was appropriate to 
publish only the numbers that had immediate 


implementation, because it meant that we could work 
through those simulations over an eight-year time 
horizon, which is the time horizon in which we have the 
highest degree of confidence in the model. When you get 
past 10 years into 15 years, the models become more 
mechanical. 


Mr. Cassidy: Can I be specific then. You are saying that 
the overall conclusion is that there are positive but 
modest impacts according to your numbers, and I would 
have to say from my knowledge of economics that to 
some extent the nature of the models makes it almost 
inevitable that will be the result. 


However, if one took a specific year, say 1993, which is 
the year used by the Department of Finance, then what 
you are saying is that comparing your numbers now, 
based on phased-in implementations, with the numbers 
used in speeches and so on a few months ago, based on 
immediate implementation, for that intermediate period 
there was a sharp decrease in the projected number of 
jobs that will be or might be created by the the trade 
agreement, let us say for four or five years after its 
implementation. 


SIGS 


Ms Maxwell: I am not sure if I have captured all the 
negatives in your question. Let me state it this way. If you 
were to phase in the deal according to a schedule similar 
to the one that has been agreed on, then you would 
stretch out those employment effects over a much longer 
period of time. So with immediate implementation, we 
found that by the eighth year in the hypothetical deal 
there were 350,000 jobs. What I could tell you now is that, 
if you had phasing in, you probably would not get to 
350,000 jobs until maybe year 13 or year 12. 


Mr. Cassidy: Therefore, in any year prior to the eighth 
year, the same kind of moderating effect will take place. 


Ms Maxwell: Perhaps I could add one more point. I 
want to make it clear that we do not have any precise 
numbers to release that refer specifically to the trade 
agreement released by the government, but we do plan to 
release those numbers before Easter. 


Mr. Cassidy: Okay. 


Mr. Minaker: Mr. Chairman, I believe the study the 
government has put out of the 120,000 is based on five 
years, is it not? 


The Vice-Chairman: That is right. 


Mr. Minaker: My question to Ms Maxwell is this. In 
your study, in which you have the figure of 350,000 
phased in over eight years, have you compared what the 
actual increase might be within five years to see how 
closely the two figures co-ordinate with one another? 


Ms Maxwell: I cannot give you a number that 
compares directly with the Finance numbers in terms of 
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Nous avons décidé de ne publier que les chiffres qui 
seraient mis en vigueur immédiatement, ce qui nous a 
notamment permis de faire des prévisions pour une 
période de huit ans qui est la durée la plus fiable pour ce 
genre d’opérations. Quand on essaie de prévoir a 10 ou 15 
ans, les résultats sont plus aléatoires. 


M. Cassidy: Donc, d’aprés vos calculs, l’effet global de 
Vaccord de libre-6change sera positif mais modeste, 
conclusion qui devait découler automatiquement des 
modeéles que vous avez retenus. 


Si on prend l’année 1993 utilisée également par le 
ministére des Finances, et compte tenu d’une mise en 
oeuvre graduelle de l’accord, les prévisions de création 
d’emplois sont en nette diminution par rapport aux 
chiffres avancés il y a quelques mois dans différents 
discours. 


Mme Maxwell: Vous étes extrémement fort quand il 
s’agit de présenter l’aspect négatif des choses. Si l’accord 
doit étre mis en vigueur selon le calendrier prévu, effet 
sur la création d’emplois va logiquement étre étalé sur le 
temps. Si J’accord avait été mis en _ vigueur 
immédiatement, au bout de huit ans 350,000 emplois 
auraient été créés. L’accord devant étre mis en vigueur 
par étape, ces 350,000 emplois nouveaux ne seront créés 
qu’au bout de douze ou treize ans. 


M. Cassidy: Donc, au cours de chaque année jusqu’a la 
huitiéme année, le nombre d’emplois nouveaux ne sera 
pas aussi important que prévu. 


Mme Maxwell: Je tiens 4 préciser que nous n’avons pas 
de chiffres précis 4 vous donner en ce qui concerne le 
texte sur laccord de libre-échange publié par le 
gouvernement. Nous devrions avoir des chiffres d’ici 
Paques. 


M. Cassidy: Trés bien. 


M. Minaker: Les 120,000 emplois nouveaux évoqués 
par le gouvernement sont calculés pour une période de 
cing ans, n’est-ce pas? 

Le vice-président: C’est exact. 

M. Minaker: Dans votre étude ou il est question de 
350,000 emplois nouveaux sur une période de huit ans, 


avez-vous également essayé de prévoir le nombre 
d’emplois nouveaux au bout de cing ans? 


Mme Maxwell: Je n’ai pas de chiffres que je puisse 
comparer a ceux publiés par le ministére des Finances. 
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phasing. As I said earlier, 
differences in methodology and in the substance of the 
two deals, because they were modelling the actual 
agreement and we were doing a hypothetical agreement. I 
am sorry, I do not have them with me. But I can give you 
a copy of the table where we did show the effects on a 
year-by-year basis. 


Mr. Minaker: On 
straight line? 


there are many, many 


your gross, did it always stay in a 


Ms Maxwell: It was a fairly smooth curve. 


Mr. Minaker: So you probably would be around 
150,000 or 180,000 or maybe 200,000 within five years 
anyway, even on your curve. With a straight line, you 
would go five-eighths of 350,000, which would be 205,000. 


Ms Maxwell: I am sorry, I do not think we should try 
to extrapolate numbers on a curve we are all imagining. 


Mr. Minaker: But that would be possibly the difference 
in the values. One is based on five years, and you say 
yours is based on eight years and that there is a— 


Ms Maxwell: In the discussion Paper we released in 
August, I believe there are some intermediate data given, 
and we could give it to you from that. But I am sorry, I 
did not bring a copy with me. 


Mr. Cassidy: None of us, of course, would like to draw 
any political capital from any comments you might make. 


Ms Maxwell: Of course not. 


Mr. Cassidy: In fact, you are not going to come out 
with the specific results yet. What we can conclude, 
though, is that because of the phasing, because it is a 
different deal than you assumed, therefore in the medium 
term—that is, five years from implementation, for 
example—the number of jobs that might be created, even 
according to your numbers, will be quite - substantially 
below what you had estimated in terms of the impact after 
five years of total implementation. 


Ms Maxwell: Because of the phasing, the timing of 
when the job gains would occur will be altered, yes. 


Mr. Cassidy: Now I would like to ask about the 

regional impact. When Richard Lipsey appeared before 
the House of Commons Committee on Trade and 
International Affairs, he indicated as a very respected and 
respectable economist that the regional problem, the 
regional disparities in this country, would continue. In 
Other words, hopes that Newfoundland would suddenly 
come down to rates of unemployment or levels of income 
Comparable to central Canada because of the trade 
(agreement were perhaps a bit jejune. The Finance 
Department study also indicates it anticipates rates of 
growth that in fact are slightly higher after a trade deal in 
Ontario than they are in the Prairies or Atlantic Canada. 


[Traduction] 


Nos méthodologies ont l’air tout a fait différentes vu que 
le ministére des Finances s’est basé sur Vaccord tel qu’il a 
été conclu alors que nous partions d’un accord purement 
hypothétique. Je n’ai donc pas ces chiffres, mais par 
contre je pourrai vous remettre un tableau qui montre les 
effets pour les différentes années. 


M. Minaker: Est-ce que ces chiffres sont toujours restés 
sur une ligne droite? 


Mme Maxwell: Sur une courbe plus ou moins égale. 


M. Minaker: Donc méme d’aprés vos prévisions, on 
devrait pouvoir compter sur 150,000 ou 180,000 voire 
200,000 emplois nouveaux au bout de cing ans. Si on 
parle d’une ligne droite on arrive a cing huitiémes de 
350,000, soit 205,000. 


Mme Maxwell: On ne peut pas extrapoler des chiffres a 
partir d’une courbe imaginaire. 


M. Minaker: Les calculs du ministére des Finances sont 
basés sur une période de cing ans, alors que vous avez 
calculé sur une période de huit ans. 


Mme Maxwell: Notre étude du mois d’aott contenait 
des chiffres pour les intermédiaires, mais 
malheureusement je n’en ai pas un exemplaire sur moi. 


M. Cassidy: N’allez surtout pas croire que nous allons 
essayer de profiter de ce que vous pourriez nous dire. 


Mme Maxwell: Bien entendu. 


M. Cassidy: D’ailleurs, pour le moment, vous ne 
pouvez pas nous donner des chiffres concrets. Ce qui est 
certain c’est que la mise en vigueur de l’accord conclu 
devant €tre étalée dans le temps, vos prévisions quant au 
nombre d’emplois créés doivent étre revues a la baisse 
pour la période de cinq ans aprés l’entrée en vigueur de 
Vaccord. 


Mme Maxwell: Etant donné l’entrée en vigueur 
graduelle de l’accord, la création d’emplois nouveaux 
différera effectivement dans le temps. 


M. Cassidy: Je voudrais maintenant vous poser 
quelques questions concernant les répercussions au plan 
régional. Lorsque M. Richard Lipsey a comparu devant le 
Comité sur le commerce et les affaires internationales, il 
nous a _ expliqué que les _ disparités régionales 
subsisteraient. Ainsi il serait naif d’espérer que les taux de 
chomage 4 Terre-Neuve seraient brusquement ramenés au 
niveau de ceux du Canada central grace a la magie de 
l'accord de libre-échange. D’aprés l’étude du ministére 
des Finances, le taux de croissance en Ontario, aprés 
l'accord commercial, devrait étre légérement Supérieur a 
celui des Prairies et des Maritimes. 
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The Prime Minister, on the other hand, has spoken in 
different regions of the country—the poorer regions or 
regions that have had setbacks like Alberta—and _ told 
them they will be rich like Ontario if the trade deal goes 
through. I would like to ask you if, in the opinion of the 
Economic Council, the Prime Minister is correct in 
saying those regions will be rich like Ontario, or is 
Richard Lipsey, who is one of our most eminent 
economists, and the Department of Finance people. . . are 
they correct in suggesting the regions would be lucky if 
their growth rates exceed the growth rates of Ontario after 
a trade deal? 


Mr. Garneau: That is a very good question. 


The Vice-Chairman: It is a good thing he does not want 
to be political. 


Ms Maxwell: Well, I am glad you are not being 
political, Mr. Cassidy. 


What our research showed, as published in that 
discussion paper and in the annual review, is that the 
beneficial economic impacts are very evenly spread across 
the country, that the rate of increase in employment 
growth or in output growth was slightly lower in Quebec 
and Ontario than it was in the west and the eastern 
provinces. 


I cannot tell you for sure whether that would stand up 
when we redo our simulations to reflect the actual 
agreement, because as I said to you, there are a number of 
important assumptions we have to change. So I would 
judge that the trade agreement per se, at least to the extent 
that we can model its quantitative effects, is not going to 
make a big difference in regional disparities in this 
country. In fact, the council has a research project under 
way at the moment that is trying to get at the question of 
what are the ingredients of successful regional policies, 
because we see that as being an important issue for the 
country to deal with in the 1990s. 


Miss Nicholson: Mrs. Maxwell, am I right in thinking 
that the Lipsey studies and others were based on an 
assumption of pre-existing full employment in Canada, 
and if that is so, would that not result in a large 
overestimate of the jobs being created? 


Ms Maxwell: Well, I do not think Prof. Lipsey has done 
very much quantitative work on this question. He has 
done some of the most important thinking, I think, in the 
country on this question, but the people who have done 
quantitative work are using two quite different types of 
models. The general equilibrium model, which is the one 
that does assume full employment, is the one you use to 
measure the effects over the very long term, say a 20-year 
horizon. What you are really trying to capture is how a 


[Translation] 


Le premier ministre, d’un autre cote, a fait des discours 
ici et 1a au Canada—et notamment dans les provinces les 
plus pauvres, ou dans celles qui ont connu certains revers, 
comme l’Alberta—en leur promettant une prospérité 
comparable a celle de l’Ontario, au cas ou l’accord 
commercial serait approuvé. J’aimerais savoir ce qu’en 
pense le Conseil économique du Canada: le premier 
ministre a-t-il effectivement raison d’annoncer 4 ces 
régions qu’elles seront aussi riches que l’Ontario, ou est- 
ce Richard Lipsey, l'un de nos économistes les plus 
éminents, et le ministére des Finances qui sont du cote de 
la vérité lorsqu’ils pensent que ces régions auraient bien 
de la chance si leur taux de croissance dépassait celui de 
Ontario, au cas ow l’accord commercial passerait? 


M. Garneau: Voila une trés bonne question. 


Le vice-président: Heureusement qu’il a décidé de ne 
pas s’engager sur le chantier de la politique. 


Mme Maxwell: Je m’en félicite également, monsieur 
Cassidy. 


Ce qui ressort de notre recherche, comme c’est indiqué 
dans le document de travail et dans le rapport annuel, 
cest que les bénéfices économiques sont également 
répartis dans l’ensemble du pays, et que les gains de 
croissance dans le domaine de l’emploi ou de la 
production sont légérement inférieurs au Québec et en 
Ontario de ce qu’ils sont dans l’Ouest et dans les 
Maritimes. 


Je ne peux pas vous garantir de fagon absolue que les 
conclusions resteraient les mémes si nous reprenions nos 
modéles et simulations, en tenant compte de l’accord 
actuel, car, comme je vous l’ai dit, il y a un certain 
nombre de paramétres importants qu’il faudrait modifier. 
A mon avis, cet accord commercial, dans la mesure ou 
nous pouvons en mesurer les effets quantitatifs grace a un 
modéle, ne va pas modifier radicalement le probleme des 
disparités régionales dans ce pays. Le Conseil a d’ailleurs 
un projet de recherche en cours, a l’heure actuelle, qui 
devrait permettre de préciser quelles doivent étre les 
composantes d’une bonne politique régionale, question 
qui se posera de fagon aigué dans les années 90. 


Mme Nicholson: Madame Maxwell, je pensais 
justement que les études de M. Lipsey, et certaines autres, . 
partaient d’une situation de plein emploi, ce qui a mon 
avis risque de donner lieu 4 une surestimation assez — 
grossiére du nombre d’emplois qui seraient créés. Qu’en — 
pensez-vous? | 


Mme Maxwell: Je ne pense pas que le professeur 
Lipsey ait fait beaucoup d’études quantitatives sur la. 
question. Il fait partie de ceux qui ont beaucoup réfléchi a 
la question, dans ce pays, mais les études quantitatives » 
utilisent en fait deux types de modéle complétement — 
différents. Le modéle de Véquilibre général, qui 
fonctionne en situation de plein emploi, et celui dont on | 
se sert pour mesurer les effets 4 trés long terme, a 20 ans 
par exemple. Ce que vous cherchez alors a saisir c’est | 

{ 
| 
| 
| 
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Shock like a trade agreement would affect the structure of 
the economy. 


It is important to ask the question with that kind of an 
analytical tool, but we also need to ask the question: How 
would the economy make the transition from where it is 
now to a reasonably fully digested trade agreement? That 
is the kind of question we have asked in the work we have 
been releasing, using a macro-economic model. In that 
case you do not assume full employment. You start with 
the level of employment already existing in the economy, 
and then you try to figure out what the impacts will be on 
a year-by-year basis, allowing for the fact that the labour 
force will increase and that sort of thing. 


In a sense, the macro-economic approach is there to 
help you try to get a measure of what kind of adjustment 
problems need to be dealt with, whereas the general 
equilibrium approach is there to give you a sense of the 
long-term structural changes that occur. In fact, we feel at 
the council that it is appropriate to look at it both ways, 
that you can learn from both types of analysis, and we 
have had some contract research done by some people at 
McMaster University to do the general equilibrium type 
of analysis for us, so that when we release all of our 
technical work on this you will be able to see both 
approaches. 
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The general equilibrium work in Canada has been 
done by the Department of Finance and by Harris and 
Cox, and I believe by one other researcher, John Walley. 
The macro-economic work has been done by the council, 
Informetrica, and one or two other groups. 


Mr. Warner: In your presentation you mentioned the 
need for improved co-operation among the major 
economies in co-ordinating their economic policies. This 
is something we have heard from many international 
bodies over the last couple of years—the OECD, the 
IMF... 


How do you assess the work that has been done in that 
area in the last couple years to date, and how do you 
Project ongoing meetings as being effective in meeting 
these goals? 


Ms Maxwell: We are watching a very difficult political 
Process unfold, which we can all understand. 
‘Governments are elected to govern within a particular set 
of borders and their constituencies are internal, so their 
‘Motivations for making policy tend to be very much 
domestically driven. 


becomes quite difficult for governments to 
icknowledge the constraints that come from the 
nternational arena, and particularly very difficult when 
fou have a globalized system like the one we have now, 


| 
It 
vhere each government is called upon in one way or 


| 
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Vonde de choc a laquelle serait soumise la structure de 
notre €conomie en cas d’accord de libre-€change. 


Ce genre d’outil analytique permet de poser la 
question, et c’est important, mais il y a une autre question 
a laquelle il faudrait répondre: comment notre économie 
peut-elle faire la transition entre l’état actuel des choses et 
une situation ot JVaccord commercial aura été 
raisonnablement bien digéré. Voila donc la question que 
pose le travail que nous avons publié, et dans lequel nous 
utilisons un modéle macro-€conomique. Dans ce genre de 
modeéle vous ne partez pas du plein emploi. Vous partez 
du niveau réel de Yemploi, et vous essayez ensuite de 
suivre la situation d’année en année, en tenant compte de 
l’évolution possible de certains facteurs, population active, 
etc. 


L’approche macro-€conomique d’une certaine manieére 
doit vous aider 4 mesurer a quels problémes d’ajustement 
vous aurez a faire face, alors que le modéle de l’€quilibre 
général doit vous donner une idée de l’évolution 
structurelle a long terme prévisible. Le Conseil estime que 
les deux modéles sont utiles, que les deux types d’analyses 
ont des enseignements 4 vous apporter, et nous avons 
d’ailleurs fait faire sous contrat, a l’université McMaster, 
certaines recherches se servant du modéle de l’équilibre 
général, et lorsque nous publierons toutes nos études 
techniques sur la question, vous verrez que nous nous 
servons des deux modéles. 


Le modéle de l’équilibre général a été utilisé par le 
ministére des Finances, par Harris et Cox, et si je ne me 


trompe par John Walley également. Le  conseil 
Informétrica, ainsi que un ou deux autres groupes 
d’économistes se sont servis du modeéle 


macro-€conomique. 


M. Warner: Dans votre exposé, vous parlez de la 
nécessité d’améliorer la coopération entre les grandes 
économies nationales. C’est également ce que nous ont 
répété depuis deux ans certaines grandes organisations 
internationales, VOCDE, le FMI... 


Que pensez-vous du travail qui a pu étre fait depuis 
deux ans pour essayer de progresser dans ce sens, et 
pensez-vous que les réunions qui ont lieu réguliérement 
permettront effectivement d’aboutir? 


Mme Maxwell: Le processus politique 4 la mise en 
place duquel nous assistons est laborieux, et ce n’est pas 
Surprenant. Les gouvernements nationaux sont élus pour 
agir a l’intérieur d’un certain cadre, leurs premiéres 
responsabilités sont a l’égard de leurs électeurs, et leurs 
décisions politiques répondent surtout a des impératifs 
nationaux. 


Il est alors trés difficile pour les gouvernements 
d’accepter les contraintes de la scéne internationale, et a 
Vheure du village global il leur reste difficile de faire les 
concessions que l’on demande aux uns et aux autres pour 
permettre a l’ensemble du systéme de fonctionner sans 
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another to make some kind of a contribution to the 
smooth functioning of the system as a whole. There are 
unquestionably tensions between the domestic motivation 
and the sense of global responsibility. 


We have seen numerous meetings by the Group of 
Seven, and groups of five and groups of three. In fact, one 
wag wrote an article saying that the group of five was at 
sixes and sevens; I think that was his title. 


The evaluations I have seen put a lot of emphasis on 
the constructive contributions that have been made by 
such things as the Plaza Meeting of September 1985 and 
on the importance of the Louvres Agreement of one year 
ago. 


Mr. Warner: On that agreement, at that time, which 
was about a year ago, they agreed to attempt to stabilize 
major currencies at approximately the same level, but 
during the last year we saw anything but stability. 


Would you not say that the co-operation and the efforts 
seem to have failed miserably and would indicate that 
perhaps this process is closer to being impossible than to 
being merely difficult? 


Ms Maxwell: Well, there is no question that they 
picked the wrong floor. If you think of it in terms of the 
Plaza Agreement, that was an agreement for a soft landing 
on the depreciation of the dollar. The Louvres Agreement 
in a sense was a decision to try to find the floor for that 
defence of the dollar, but the markets did not accept that 
as being the floor so we have had significant further 
depreciation of the U.S. dollar. 


Also, what markets have become increasingly impatient 
about is the lack of progress on the U.S. trade deficit and 
the lack of progress on USS. fiscal policy. In fact, 
economists do expect to see that the depreciation will 
begin to have a significant impact on the trade figures 
some time soon. There is evidence in the volumes of trade 
flows, in fact, that there is an impact there. 


The things in play here are the impatience of markets 
wanting to see progress and the reluctance of governments 
to make policy decisions that go beyond where they wish 
to be in terms of their own domestic context. 


On the question you asked me—is it going to be 
possible or is it going to be too difficult?—events like the 
crash and the fear of failing, the fear of what could 
happen if in fact appropriate policy measures are not 
taken, will have an important bearing on policy decisions. 
It is a form of brinkmanship, if you want, which is quite 
uncomfortable for participants. 


° 1630 


Mr. Warner: Two of the currencies that have tended to 
be fairly close together have been the U.S. dollar and the 


[Translation] 


accroc. Il y a donc, cela ne fait aucun doute, les tensions 
résultant de ce jeu de V’intérét national et de la 
responsabilité globale. 


Nous avons assisté 4 un certain nombre de réunions du 
Groupe des Sept, de celui des 5 ou des 3. Un plaisantin a 
méme un jour écrit un article en disant que le groupe des 
5 faisait maintenant 6 et 7; je crois que c’était le titre de 
l’article. 


Les constats dont j’ai pu prendre connaissance mettent 
Vaccent sur l’aspect constructif de reunions comme celle 
du Plaza de 1985, ainsi que sur l’importance des accords 
du Louvre d’il y a un an. 


M. Warner: A l’époque, c’est-a-dire il y a environ un 
an, les intervenants s’étaient entendus pour stabiliser les 
grandes monnaies au niveau auquel elles se trouvaient, ce 
A quoi nous assistons depuis un an c’est tout sauf de la 
stabilité. 


N’avez-vous pas l’impression que cette coopération, et 
les efforts qui sont déployés dans ce sens, ont échoué 
lamentablement, ce qui pourrait nous laisser penser que 
tout cela est en fait pratiquement impossible, plutot que 
simplement laborieux? 


Mme Maxwell: Il ne fait aucun doute qu’ils se sont 
trompés sur la valeur plancher. Cela vaut pour Vaccord 
du Canada, qui devait aménager une dévalorisation en 
douceur du dollar, mais également en ce qui concerne 
Vaccord du Louvre, qui prévoyait la fixation d’une valeur 
limite pour la défense du dollar, valeur que les marchés 
n’ont pas du tout acceptée si bien que le recul du dollar 
s’est poursuivi de fagon importante. 


Il est vrai également que les marchés ont été de plus en 
plus irrités par le fait que le déficit commercial américain 
et le déficit budgétaire ne s’amélioraient guére. De leur 
cété les économistes pensent que la dévalorisation du 
dollar va commencer trés bient6t a avoir des 
répercussions non négligeables sur les échanges. Le 
volume des échanges commerciaux I’atteste déja. 


Ce qui est en jeu ici c’est l’impatience des marchés, qui 
aimeraient voir les choses progresser alors que les 
gouvernements hésitent encore a prendre des décisions 
politiques qui seraient contraires a leurs intéréts 
nationaux. 


Revenons a la question que vous m’avez posée: est-ce 
que ga va étre possible, ou est-ce trop difficile? La 
derniére catastrophe boursiére, la crainte de 1’échec, la 
crainte de ce qui pourrait se passer si l’on se trompe de | 
politique, tout cela va avoir des répercussions importantes — 
au niveau de la prise de décisions politiques. Il y a un 
espéce de quitte ou double, si vous voulez, tout a fait | 
inconfortable pour les acteurs du drame. 


M. Warner: Il y a deux monnaies qui restent en général | 
trés proches l’une de l’autre, le dollar américain et le | 
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Canadian dollar, which of course is very important for us, 
and probably has been very encouraging, because that is 
probably one of the most Significant currency exchanges 
that affects us. 


You were here one time when the Canadian dollar was 
around the 70¢ level. You indicated then that an 
economist basket of goods could be purchased—$1 could 
purchase about 80¢ in the United States of this 
hypothetical basket. I am wondering what our dollar 
would purchase today. Are you still looking at the 80¢ 
basket of goods? Can our dollar now purchase more? 


Ms Maxwell: In the last couple of years, the rates of 
inflation in our two countries have been relatively close. 
The U.S. rate of inflation has been slightly lower than 
Canada’s, but basically the two countries have been 
tracking. So there should not have been very much 
change in the purchasing-power parity analysis of relative 
exchange rates. 


Mr. Warner: What pressures do you see now on the 
U.S.-Canadian dollar exchange rate? I know it is hard to 
do. If you could predict the trends, that would be great, 
but do you see pressures coming out of the free trade 
agreement that may affect our dollar, and which way 
would that be? Or do you see other factors that may have 
tendencies to push the dollar one way or the other? 


Ms Maxwell: In the medium to long term, the factors 
that will alter the value of a Currency are relative rates of 
inflation. On that count, Canada and the United States 
seem to be very close these days. There is no reason to 
Suggest a significant change in the exchange rate on that 
count. Another factor that will influence it is relative rates 
of productivity growth, and neither country has been 
performing all that well in recent years. I think maybe we 
have been a bit ahead in the last couple of years. Is that 
correct, Ross? 


I guess the question would be whether you believe the 
trade agreement would be a greater stimulus to 
Productivity growth in Canada than it would in the 
United States, and, if SO, Over time any acceleration in 
growth in productivity here could then lead to a 
comparable increase in the exchange rate. 


The third factor influencing the exchange rate is capital 
flow, and it seems to me that in the last year this has in 
fact been the most important factor for Canada, in the 
sense we have become an attractive investment location 
for overseas investors, especially Japanese investors, I 
yather. That choice of where international pools of funds 
‘hoose to go is based on a whole array of factors, which 
nclude confidence in the way the country is run, but in 
his case may even reflect a sense that if there is going to 
ea Canada-US. trade agreement this might be a good 
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dollar canadien; cela n’est pas sans importance pour nous, 
et c’est méme sans doute trés encourageant, étant donné le 
role que joue pour notre économie le rapport entre nos 
deux monnaies. 


Nous vous avons entendu 4 une €poque ow le dollar 
canadien valait a peu pres 70c. U.S. Cela veut dire, 
comme vous nous I’aviez expliqué, qu’on pouvait, en 
prenant un certain nombre de biens et marchandises 
témoins, acheter, avec un dollar canadien, pour 80c. US. 
de ces marchandises. Que permettrait aujourd’hui 
d’acheter notre dollar? Aurions-nous encore l’€quivalent 
de 80c. U.S. de marchandises? Ou est-ce que ce serait 
plus? 


Mme Maxwell: Depuis deux ans les taux d’inflation de 
nos deux pays sont restés relativement solidaires. Le taux 
d’inflation américain a été légérement inférieur au taux 
Canadien, mais on peut dire en gros qu’ils ont évolué de 
fagon paralléle. La parité des monnaies est donc restée a 
peu prés la méme, et le pouvoir d’achat de notre dollar 
également. 


M. Warner: A quelles pressions va étre sOumise, a votre 
avis, cette parité? Je sais qu'il est difficile de prévoir les 
tendances, ce serait évidemment merveilleux; est-ce qu’a 
votre avis cet accord commercial va avoir des 
répercussions sur la tenue de notre dollar, et dans quel 
sens? Pouvez-vous d’ores et déja prévoir un certain 
nombre d’autres facteurs d’une évolution dans un sens ou 
dans Il’autre? 


Mme Maxwell: A moyen ou 4 long terme, c’est le 
différentiel des taux d’inflation qui risque le plus 
d’affecter la valeur de notre monnaie. Dans ce domaine la 
situation canadienne et celle des Etats-Unis continuent a 
évoluer de fagon paralléle. Rien ne laisse donc penser 
qu’il y aura une évolution radicale de cette parité. Il y a 
également un autre élément qui entre en ligne de compte, 
et c’est celui de la productivité et de sa Croissance, 
domaine dans lequel ni l’un ni l’autre des Pays n’a obtenu 
récemment de trés bons résultats. Peut-étre avons-nous été 
un petit peu en avance sur les Américains dans ce 
domaine au cours des deux derniéres années. Est-ce que je 
me trompe, Ross? 


La question qui se poserait serait celle de Savoir si cet 
accord commercial se traduira par des gains de 
productivité plus importants au Canada qu’aux Etats- 
Unis, et dans ce cas, cela pourrait se traduire, a long 
terme, par un raffermissement de notre dollar. 


Le troisiéme facteur qui influence ce taux de change est 
celui des mouvements de capitaux, phénoméne qui a joué 
un role important dans l’économie canadienne 1|’an 
dernier, puisque nous sommes devenus un pole 
d’attraction des capitaux étrangers, et notamment 
japonais. Le choix des investisseurs étrangers se fait en 
fonction d’un ensemble de facteurs, et notamment la 
confiance qu’ils peuvent avoir dans la direction du pays, 
mais dans ce cas précis je pense que l’éventualité d’un 
accord commercial canado-américain a redonné de 
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place to invest. So it could influence on the second factor 
as well. 


Mr. Warner: Perhaps just on that basis, the government 
would get a good report card. As far as international 
investors are concerned, they find Canada very attractive. 
If the government had not been managing the economy in 
a responsible way, or a way they perceived as being 
responsible, this would not have happened. So we can 
take that as being very positive. 


Mr. Minaker: In the factors you deal with, predictions 
and so on, you mention about the confidence in the way 
the country is run. Would the council take into 
consideration such things as the Meech Lake accord, 
where we have now pulled the country together as a 
single unit and we are working together, in the eyes of the 
outsiders? Do you take that into account when you 
predict or try to project foreign investment, and so on, or 
the confidence in the country? 


° 1635 


Ms Maxwell: I would not presume to put myself inside 
the head of these international— 


Mr. Minaker: No, I am talking about when you 
evaluate these non-tangible items you use. 


Ms Maxwell: Certainly I think intangible small nis 
political judgments on a country have an impact. It is 
interesting to note that the point at which the Japanese 
investors appeared to take a renewed interest in Canada 
was the point at which they became less interested in 
holding so many of their assets in U.S. dollars and were 
looking for a way of diversifying their risk by making 
investments in other currencies and in other countries. 


So, yes, good management is important, but I guess it 
depends on whether you are viewed as being better or 
worse than other potential locations for their choices of 
investment. 


Mr. Minaker: That is not the point I am raising. You 
are talking management would be looking after your 
deficit and what have you. I am talking about the fact 
where you could have half or a quarter of your country 
not happy with the other three-quarters and that there 
seems to be a concern that they try to break away. I would 
imagine that would have some impact on foreign 
investment, would it not? 


Ms Maxwell: Yes, I think that would probably be one 
consideration. But, again, investors go through a very 
complex process in terms of choosing how they will 
balance their portfolios. 


Miss Nicholson: I note on page 2 of the council’s view 
that we will see a demand for equity investment on the 
part of financial institutions wishing to enhance their own 
ability to withstand any future market shocks that should 
occur. 


[Translation] 

Vintérét a notre pays. Ce qui, en retour, pourrait 
également influencer le deuxiéme facteur dont je vous 
parlais. 


M. Warner: On peut donc s’attendre a ce que le 
bulletin du gouvernement s’en ressente dans le sens 
positif. Les investisseurs étrangers ne s’intéresseraient pas 
au Canada si notre gouvernement n’avait pas géeré 
Véconomie du pays de fagon responsable, ou du moins 
d’une fagon que l’on juge responsable. Voila donc 
quelque chose de trés positif. 


M. Minaker: Parmi ces éléments dont tiennent compte 
les investisseurs pour prendre leurs décisions et faire des 
prévisions, vous citez la confiance dans la direction du 
pays. Le Conseil citerait-il alors au nombre de ces 
éléments, l’accord du lac Meech, dans lequel les étrangers 
pourraient voir un facteur d’unité et de collaboration 
entre Canadiens? Et puisque vous parlez de la confiance 
que les investisseurs €trangers peuvent avoir dans nos 
gouvernants, est-ce que vous en tenez compte quand vous 
cherchez a prévoir les mouvements de capitaux? 


Mme Maxwell: Il serait peut-étre un peu présomptueux 
de croire que je peux prévoir. . . 


M. Minaker: Non, je veux parler de ces éléments qui 
ne sont pas mesurables, et dont vous tenez compte. 


Mme Maxwell: Il y a effectivement toujours un 
élément appréciation politique, avec un petit «p», et il 
faut en tenir compte. II est intéressant de remarquer, par 
exemple, que les investisseurs japonais ont recommencé a 
s’intéresser au Canada le jour ow ils ont décidé qu’il était 
préférable pour eux de ne pas détenir tous leurs actifs en 
dollars américains, et donc de diversifier leurs risques en 
investissant dans d’autres pays, et dans d’autres monnaies. 


La bonne gestion est effectivement quelque chose 
d’important, mais c’est un élément qui fait Vobjet d’une 
appréciation comparative, en fonction des autres choix 
d’investissements qui s’offrent a vous. 


M. Minaker: Ce n’est pas ce dont je veux parler. Vous 
parlez de gestion, de réduction du déficit, et cetera. Je 
veux parler d’une situation dans laquelle la moitié ou un 
quart du pays donnerait Vimpression de vouloir faire 
sécession. J’imagine que cela influencerait le choix des 
investisseurs étrangers, n’est-ce pas? 


Mme Maxwell: Oui, je crois qu’ils en tiendraient 
compte. Mais, encore, les investisseurs prennent en 
considération toute une liste d’éléments trés complexes a 
partir desquels ils décident de la composition de leurs’ 
portefeuilles. 


Mme Nicholson: A la page 2 de votre document, vous 
parlez d’une demande d’investissement accrue de la part 
des institutions financiéres désireuses de se protéger des 
aléas du marché. 


Texte] 

How do you see this 
messages the government 
financial institutions? 


playing with the contradictory 
has been giving in relation to 


On the one hand we have the Superintendent of 
Financial Institutions encouraging banks to make better 
provision for loan losses. I think he has taken this kind of 
view in his speeches, as has the Governor of the Bank of 
Canada in speeches about Third World debt. Yet in the 
white paper on taxation we see a proposal to require 
banks to maintain their reserves out of after-tax dollars 
and we see a pressure on them to take reserves into 
income. So it seems as though the people in the tax policy 
branch of the Department of Finance have one approach, 
which is related to getting as much revenue as possible, 
the people in the Superintendent of Financial Institutions 
office have a different approach, which has more concern 
with solvency. 


Ms Maxwell: The effect we are describing here is that 
certainly institutions will be looking for a more robust 
capital base, for a greater ability to withstand shocks in 
terms of possible corrections in capital markets. 


The most obvious example of this sort of thing would 
be what you have seen taking place—investment dealers 
have been undergoing mergers, partly of course because 
they have suddenly been permitted to do that, but also 
because they very much needed to expand their capital 
base. That is the kind of choice we were thinking of in 
giving that illustration of how the changed perception of 
risk. in the marketplace will probably affect decision- 
making by managers of financial institutions. 


I am afraid I do not know enough about the taxation of 
financial institutions to be able to follow through on the 
comment you have made about raising more revenue 
from the banking system. 


Miss Nicholson: Thank you. 


The Vice-Chairman: Excuse me if I may, Miss 
Nicholson. In the conversation I was reminded that in the 
list of factors that tend to have the major impact on the 
exchange rate of our dollar, I noticed that something 
which in my mind had always been a major factor was 
missing, interest rates. They can almost be manipulated by 
monetary policy, by government and—this is a question 
my colleague, Mr. Minaker, raised earlier—whether the 
xchange rate would also reflect those decisions. You 
Mentioned that you do not see much difference in 
nflation rates or some of the other factors between 
yurselves and the United States. Do you see a possibility 
f distortion coming out of. political intent on interest 
ates? 


° 1640 
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Ms Maxwell: I neglected to discuss interest rate spreads 
ad you are quite correct to raise it as an issue. I think a 
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Etant donné par ailleurs les injonctions contradictoires 
du gouvernement aux institutions financiéres, comment 
cela se passera-t-il? 


Nous avons vu d’un cété le surintendant responsable 
des institutions financiéres encourager les banques 4a 
augmenter les provisions qu’elles font pour les préts non 
remboursés. C’est ce qu’il a dit dans ses discours, de 
méme d’ailleurs que le gouverneur de la Banque du 
Canada, dans des discours qui concernaient la dette des 
pays du Tiers monde. Pourtant, dans le Livre blanc 
concernant la taxation, il serait prévu de demander aux 
banques de se constituer des réserves 4 partir des bénéfices 
nets, et il semble que 1’on fasse pression sur elles pour 
qu’elles amalgament réserves et revenus. Les responsables 
de l’imp6t, au ministére des Finances, ont une fagon de 
procéder qui consiste a présenter les choses de telle facon 
que le revenu soit le plus important possible. Au bureau 
du surintendant des institutions financiéres, les choses 
sont complétement différentes, c’est surtout l’argument de 
la solvabilité qui leur importe. 


Mme Maxwell: Ce dont nous parlons ici, c’est de la 
tendance des institutions 4 accroitre leur base en capital, 
afin de mieux résister aux chocs et, éventuellement, 
intervenir sur les marchés des Capitaux. 


C’est exactement ce qui s’est passé chez les négociants 
en valeurs lorsqu’ils ont procédé a des fusions, sans doute 
en ‘partie parce que cela leur était soudainement permis, 
mais également parce qu’ils avaient besoin de consolider 
leurs portefeuilles d’actions. Les risques du marché sont 
pergus de fagon différente maintenant, et nous pensons 
que cela aura des répercussions sur les décisions des 
responsables des institutions financiéres, voila pourquoi 
nous vous avons cité cet exemple. _ 


Je ne connais pas suffisamment la question de 
imposition des institutions financiéres pour répondre 
plus en détail 4 votre question portant sur l’accroissement 
de la recette fiscale provenant du systéme bancaire. 


Mme Nicholson: Merci. 


Le vice-président: Excusez-moi, s’il vous plait, madame 
Nicholson. Dans tout cet échange portant sur les facteurs 
déterminants de la parité de notre dollar, j’ai remarqué 
que l’on avait oublié un élément important, a savoir les 
taux d’intérét. Or, comme vous le savez, ceux-ci peuvent 
étre littéralement manipulés par les politiques monétaires, 
c’est-a-dire par les décisions des gouvernements et. . . c’est 
une question que mon collégue, M. Minaker, a posée tout 
a Vheure... j’aimerais savoir quelles en seraient les 
conséquences pour notre taux de change. D’aprés vous, 
les autres facteurs, comme le taux d’inflation, par 
exemple, devraient rester 4 peu prés constants, si l’on fait 
une comparaison entre le Canada et les Etats-Unis. Pensez- 
vous qu’une quelconque distorsion puisse venir de ces 
décisions politiques concernant les taux d’intérét? 


Mme Maxwell: J’ai effectivement oublié de vous parler 
du différentiel des taux d’intérét, et vous avez tout a fait 
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diverence in monetary policy between Canada and the 
United States, because one country, for example, was 
more concerned about inflation or had a different policy 
objective from the other, would tend to have a bearing on 
the value of the exchange rate. In a sense it is more of a 
short-term transitional effect, but the other factors I was 
talking about are the underlying economic forces, the 
relative rates of inflation, the productivity growth and the 
balance of capital flows. However, it certainly has an 
important bearing. 


Mr. Cassidy: I would like to ask you about the 
questions we had when Governor Crow was here last 
week. 


The Vice-Chairman: May I interrupt you? I had 
assured my colleague that he would have a first-round 
turn and I did not give it to him. Would you excuse me if 
I went back to him? 


Mr. Cassidy: Yes, of course. 
The Vice-Chairman: Thank you. Mr. Minaker. 


Mr. Minaker: Under your policy any political capital 
gains would be fully taxable. I wonder if I could get some 
clarification on the charts and tables attached to the 
opening remarks. On the selected economic indicators, 
the 1980 update, is anything taken into account about the 
sales tax in the tax reform? 


Ms Maxwell: No. We have included phase one of tax 
reform in these projections, but not phase two. 


Mr. Minaker: The consumer price index would not 
have any impact on what might happen there. 


Ms Maxwell: No. 


Mr. Minaker: For clarification on the government’s 
federal surplus or deficit, is this a proportion of the gross 
domestic product? 


Ms Maxwell: Yes. 


Mr. Minaker: Will the deficit go down by these 
percentage points? I am trying to get a definition of the 
negative value. 


Ms Maxwell: No, it is the total value of the deficit as a 
percentage of gross domestic products. We are saying that 
in 1988 the federal deficit will be approximately 3.9% of 
GDP. The negative is to indicate that it is a deficit rather 
than a surplus. 


Mr. Minaker: It will go up by one tenth of a percent in 
your projections. 


Ms Maxwell: Yes. 


Mr. Minaker: You show employment and participation 
going up and considered the differences that will occur 
there. The participation rate is increasing aS our 


[Translation] 

raison de poser la question. Lorsque les Etats-Unis et le 
Canada ont des politiques monétaires différentes, du fait 
que l’un des pays, par exemple, met la lutte contre 
inflation au premier rang de ses préoccupations, ou que 
ses objectifs politiques different de ceux de l’autre, les taux 
de change s’en ressentent. Mais les effets sont assez 
transitoires et de court terme, alors que les autres facteurs 
dont je parlais concernaient plus les forces économiques 
sous-jacentes, telles que les taux d’inflation relatifs, les 
gains de productivité, Véquilibre des mouvements de 
capitaux. Mais il est vrai que c’est un facteur non 
négligeable. 


M. Cassidy: J’aimerais reprendre certaines des 
questions que nous avons posées lorsque le gouverneur 
Crow a comparu, la semaine derniere. 


Le vice-président: Puis-je vous interrompre? J’avais 
promis 4 mon collégue de lui donner la parole au 
premier tour, et je ne Vai toujours pas fait. Accepteriez- 
vous que je lui donne la parole? 


M. Cassidy: Oui, bien sir. 
Le vice-président: Merci. Monsieur Minaker. 


M. Minaker: D’aprés vos scénarios, les gains en capital 
d’origine politique seraient imposés 4 100 p. 100. 
Jaimerais avoir quelques explications supplémentaires 
concernant les tableaux que vous avez joints a votre 
exposé. Au tableau des indicateurs économiques choisis, 
mis a jour en 1980, est-il tenu compte de la réforme 
fiscale, et notamment de la taxe de vente? 


Mme Maxwell: Non. Nous avons intégré la phase un de 
la réforme fiscale a nos projections, mais pas la phase 


deux. 


M. Minaker: Le tableau ne tient donc pas compte de 
Vindice des prix 4 la consommation. 


Mme Maxwell: Non. 


M. Minaker: J’aimerais aussi avoir quelques 
explications sur ces chiffres concernant le déficit ou 
Vexcédent des finances fédéral; est-ce un pourcentage du 
produit intérieur brut? 


Mme Maxwell: Oui. 


M. Minaker: Cela veut-il dire que le déficit va 
régresser? J’essaie de comprendre cette valeur négative. 


Mme Maxwell: Non, il s’agit de la valeur totale du 
déficit en pourcentage du produit intérieur brut. En 1988, 
ce déficit du trésor fédéral sera environ de 3.9 p. 100 du 
PIB. Le signe moins indique qu’il s’agit d’un déficit et 
non d’un excédent. 


M. Minaker: Il va donc augmenter d’un dixiéme de 
point de pourcentage, d’aprés vos projections. 


Mme Maxwell: Oui. 


M. Minaker: L’emploi progresse, le taux d’activité 
également, et vous suivez ensuite l’évolution. Le taux 
d’activité progresse alors que le taux de chomage 
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unemployment level increases in 1990 from 1989. How do 
you account for that? 


Ms Maxwell: We have observed it as the behavior of the 
labour force over recent years. The only time in recent 
years when we have actually had a drop in the 
participation rate, if I remember correctly, was in 1982. 
You will remember what kind of shock there was in 
terms of unemployment rates in 1982. It takes quite a 
severe shock to encourage people to withdraw from the 
labour force once they are in it. When growth slows down 
you see a slower rate of increase in the participation rate, 
but it is a very significant increase from 1987 to 1988, 
almost a full percentage point. 


Mr. Minaker: Perhaps it is because your upper-end age 
is between the classification of 15 years and... 
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Ms Maxwell: Yes. 


Mr. Minaker: Maybe there is a shrinkage in the 
population at that point, and that is why there is a greater 
participation in there. Do you see what I am saying? 


Ms Maxwell: Yes. 
Mr. Minaker: The unemployment increases though. 
Ms Maxwell: Yes. 


Mr. Minaker: Okay. The question I would like to raise 
is on another subject, regarding the study that you 
indicated is going on—we talked about it last time you 
were here—looking at the future of prairie grain 
economy. Is the council now going to update all that 
information with the impact of free trade? I understand 
Our markets will be either assured or even maybe 
expanded in the red beef industry, as well as the seed oil 
industry which with what is being proposed, -I think, has 
great potential now. I do not pretend to be a farmer, but I 
understand that canola seed oils are much more 
productive in terms of oil per bushel, or whatever, than 
soybean. Will the council look at all these particular 
items? 


Ms Maxwell: Yes, we will. Although I should say that a 
very substantial portion of the research is focused on the 
‘grain economy—the more traditional grains, because that 
As still the biggest portion of production, we are looking at 
diversification and at oilseeds, but in lesser detail. 


| I must say that the big emphasis in the project has been 
© look at offshore markets, because we see the biggest 
otential growth in developing countries and newly 
ndustrialized countries, but we are looking at all possible 
markets. So, there will be some assessment of. the 
\Otential impact of the free trade agreement. 
1 


augmente également entre 1989 et 1990. Comment 


expliquez-vous cela? 


Mme Maxwell: C’est un phénoméne que nous avons 
Observé au cours des études de la population active que 
nous avons faites ces derniéres années. La seule fois, au 
cours de ces années, ot le taux d’activité a régressé, si je 
m’en souviens bien, c’est en 1982. Vous vous souviendrez 
de la situation catastrophique du chémage cette année-la. 
Et il faut effectivement qu’elle ait été catastrophique, pour 
qu’on ait encouragé certaines personnes 4a se retirer de la 
population active, alors qu’elles en  faisaient partie. 
Lorsque la croissance ralentit, le taux d’activité augmente 
également moins vite, mais l’on constate une progression 
importante entre 1987 et 1988, puisqu’elle est de prés 
d’un point de pourcentage. 


M. Minaker: Cela vient peut-etre du fait que vous 
calculez a partir de 15 ans jusqu’a. . . 


Mme Maxwell: Oui. 


M. Minaker: Cela correspond peut-étre 4 un recul 
démographique, ce qui expliquerait un meilleur taux 
d’activité. Vous comprenez ce que je veux dire? 


Mme Maxwell: Qui. 
M. Minaker: Mais le chomage augmente également. 
Mme Maxwell: Oui. 


M. Minaker: Trés bien. Je voudrais maintenant passer a 
un autre domaine, a savoir celui de l’avenir de l’économie 
cér€aliére de nos Prairies, Puisque vous nous avez parlé de 
cette nouvelle étude en cours—nous en avions parlé la 
derniére fois que vous étiez ici. Le Conseil va-t-il tenir 
compte des répercussions probables du libre-€change? 
D’aprés ce qu’on nous dit, nos débouchés sont assurés, le 
marché va méme peut-étre prendre de l’expansion dans le 
domaine de la viande rouge, et le secteur des oléagineux 
devrait lui aussi en profiter largement. Je ne prétends pas 
€tre spécialiste des questions agricoles, mais je crois savoir 
que les graines de canola sont beaucoup plus riches en 
huile, si l’on fait le calcul par boisseau, par exemple, que 
le soja. Le Conseil va-t-il tenir compte de tout cela? 


Mme Maxwell: Oui. Bien que ce soit surtout la 
question des grains et céréales qui nous intéresse dans 
notre recherche, c’est-a-dire les  céréales plus 
traditionnelles, qui représentent la plus grande partie de 
notre production, nous nous intéressons également 4 la 
diversification possible, et nous tenons compte des 
oléagineux, sans pousser la recherche aussi loin. 


Je dois dire que nous nous intéressons surtout aux 
marchés extérieurs au continent nord-américain. .. Pays 
en voie de développement, pays nouvellement 
industrialisés. .. parce que c’est 1a, A notre avis, que nos 
débouchés connaitront la croissance la plus importante. 
Mais nous n’excluons pas les autres marchés éventuels, et 
nous allons effectivement tenir compte de ce nouvel 
élément qu’est l’accord de libre-échange. 
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Mr. Minaker: I am going to be sort of politically 
facetious here. Whereabouts will you be getting that 
information? I know when I raised the question the last 
time you were here, that the province I come from, the 
province of Manitoba, had not made any financial 
contribution towards this study, but you said they may be 
providing you with information. As you may be aware 
they are very strongly opposed to any free trade 
agreement, so I would hope that your sources of free trade 
information might not be solely received from the NDP 
Government of Manitoba. It may be biased to some 
degree. 


Ms Maxwell: I can assure you that our sources are 
quite diversified and that our work will include the best 
professional judgments about future demand for Canadian 
products and also the best options in terms of how we 
should use our production base. 


Mr. Minaker: Very good. Thank you. 


fhe Vice-Chairman: If I could intervene, just for a 
minute. I noticed that in the employment participation 
rate question, and the comments that evoked, these two 
years we are going into represent significant differences 
when you accumulate those two. With the participation 
rate increasing so dramatically between 1987 and 1989, 
1.4% total, and the unemployment rate forecast to drop 
by what it does, the accumulative total represents more 
than 2.3%, whereas other years, if you follow that on, are 
pretty stable. So, this must be a period in which relatively 
substantial economic positive change is occurring. I do 
not see how those two statistics marry up with the kind of 
reduced or modest forecasts that we are hearing. 


Ms Maxwell: Well, first of all let me just underline 
here that these are very summary statistics. I think what is 
perhaps the best news of all, lying behind the decline in 
unemployment rates we have seen in the last six or eight 
months, is that there has been very strong employment 
growth in the Atlantic and in British Columbia. In fact, 
the west and the east have begun to join in this expansion 
at a very late stage. 


What Ross Preston was explaining earlier is that we 
have had a tremendous surge of employment growth in 
recent months, which is carrying over into the early 
months of 1988. The natural response is for the labour 
force to grow. People notice that jobs are available and 
therefore make themselves available for work, having 
probably been discouraged earlier on by the lack of 
availability of jobs. We do anticipate that there will be a 
very strong response on the participation rate side. 


* 1650 


If we could put in another ratio there, which is the 
ratio of total employment to total population, the good 
news out of these numbers is we are getting a substantial 


[Translation] 


M. Minaker: Si vous voulez bien, je vais me faire un 
petit peu politique, maintenant. Ow allez-vous obtenir 
cette information? La derniére fois que vous étiez ici, 
lorsque j’ai expliqué que la province du Manitoba, dont je 
viens, n’avait pas contribué au budget de l’étude, vous 
m’avez répondu qu’elle vous fournirait peut-étre 
Vinformation dont vous pourriez avoir besoin. Comme 
vous le savez, cette province est fermement opposée a 
Vaccord de libre-échange, et j’espérerais que le 
gouvernement NPD du Manitoba ne sera pas votre seule 
source d’information dans ce domaine. Elle risquerait de 
ne pas étre absolument objective. 


Mme Maxwell: Je peux vous assurer que nos sources 
d’information sont trés diverses, et que nous faisons appel 
aux meilleurs spécialistes pour évaluer l’avenir des 
débouchés des produits canadiens et pour faire des 
propositions en ce qui concerne la meilleure utilisation 
possible de nos facteurs de production. 


M. Minaker: Trés bien. Merci. 


Le vice-président: Si vous permettez, je vais me donner 
une minute de temps de parole. Vous avez parlé tout a 
Vheure du taux d’activité, et lorsque je fais le total de nos 
deux années actuelles, je vois que cela représente une 
évolution radicale de la situation. Le taux d’activite 
augmente de fagon considérable entre 1987 et 1989, a 
savoir de 1.4 p. 100 au total, alors que, pendant les deux 
mémes années, le taux de chomage devrait chuter de plus 
de 2.3 p. 100; pour les années suivantes, la courbe reste 
assez stable. Cela indiquerait que nous nous trouvons dans 
une période d’évolution économique extrémement 
positive. Voila donc des statistiques qui contredisent 
complétement ceux qui ont tendance A sous-estimer ce qui 
se passe en ce moment. 


Mme Maxwell: Permettez-moi tout d’abord de dire 
qu’il s’agit ici de résumés statistiques. En méme temps que 
cette régression du taux de chémage 4 laquelle nous avons 
assisté depuis six ou huit mois, ce qu’il y a de plus 
encourageant, c’est que l’emploi a connu une croissance 
tres soutenue dans les provinces Maritimes et en 
Colombie-Britannique. On peut donc dire que Vouest et 
Vest du pays commencent, un peu tard, a profiter du 
mouvement d’expansion. 


Comme Ross Preston l’a expliqué tout a l’heure, la 
progression impressionnante de Vemploi au cours des 
derniers mois s’est poursuivie pendant les premiers mois 
de année 1988. A ce phénoméne, répond un phénomene 
dexpansion de la _ population active. Les gens 
s’apercoivent qu’il y a du travail, ils se mettent eux-mémes 
a la recherche d’un emploi, alors que, par le passé, ils 
avaient été découragés et ne faisaient méme plus partie 
des demandeurs d’emploi. Nous prévoyons effectivement 
que le taux d’activité accusera une hausse trés vigoureuse. 


Si Von y ajoute le rapport entre le nombre total 
d’emplois et le chiffre total de la population, 1a 
conclusion heureuse qui se dégage de ces chiffres c’est que 
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increase in the total Proportion of the population that is 
employed. 


The Vice-Chairman: [ believe Miss Nicholson also 


wanted a supplementary. 


Miss Nicholson: Just two supplementaries. One follows 
on the question of the growth you mentioned in the 
increase in employment, Mrs. Maxwell. Do you also have 
figures about the quality of these jobs—the pay scale, 
whether part time or full time? Also, is the big increase in 
unskilled jobs or other kinds of jobs? 


Ms Maxwell: I would like to ask my colleague, Mr. 
Lazar, to describe some research we are just starting in 
that area. 


Mr. Harvey Lazar (Director, Economic Council of 
Canada): The question you raise is a matter we will be 
looking at in very considerble detail over the coming year. 
Mrs. Maxwell referred earlier to one of the subjects listed 
in the documents we left with you on employment and 
the service sector. That particular piece of work is going 
to cover a number of dimensions, but one of them is 
going to focus very heavily on the quality of jobs within 
the service sector—looking at incomes, Stability, the 
amount of education required, and a series of questions 
that. I think follow very much from the kind of concern 
you have. I cannot predict now what the outcome of that 
work will be, but it is going to be a very heavy focus in 
the project that has just been launched over the last 
couple of months. 


Miss Nicholson: The other question I have is on this 
chart—your projected growth in GDP of 2.5% in 1988 as 
Opposed to 3.7% in 1987, a further drop to 1.8% in 1989, 
and so on, and then not climbing again until 2.3% in 
1991. At the same time as the first two of these years of 
lower growth, you are also projecting higher inflation, it 
would appear; at least the CPI is higher. Could you 
possibly explain that or some of the factors in that? 


Mr. Preston: What usually happens, Mr. Chairman, at 
the later stages of a business cycle is you move towards 
higher levels of Capacity utilization; you begin to use 
facilities that are less efficient in production. Also, there is 
usually a change in the mix of output that occurs. Usually 
the very high productivity sectors, such as autos, begin to 
Tail off. What you are left with is the lower productivity 
‘ectors, such as services. Therefore what you are seeing 
ere are pressures that evolve partly from the cost 
tructure of production in terms of the inflation rate. This 
i a natural consequence of what happens as you move to 
he end of a long period of expansion. 


ur terms of trade during this period that is leading to 


‘me changes in prices within the domestic system. We 


. . . . 
| The other point is we are seeing a certain small shift in 


€ also seeing a small resurgence in what you might call 
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la proportion de la population qui occupe un emploi a 
augmenté considérablement. 


Le vice-président: Je pense que M!€ Nicholson voulait 
aussi poser une question supplémentaire. 


Mme Nicholson: Deux Supplémentaires. La premiére 
fait suite 4 la question sur la Croissance dont vous avez 
parlé au sujet de augmentation des emplois, madame 
Maxwell. Avez-vous des chiffres sur la qualité de ces 
emplois: l’échelle de salaires, s’agit-il d’emplois 4 temps 
plein ou a temps partiel? Aussi, cette forte augmentation 
est-elle survenue dans le nombre d’emplois non 
sp€cialisés ou d’autres sortes d’emplois? 


Mme Maxwell: Je vais demander a mon collégue, M. 
Lazar, de décrire les travaux de recherche que nous 
venons d’entreprendre dans ce domaine. 


M. Harvey Lazar (directeur, Conseil économique du 
Canada): La question que vous soulevez sera examinée 
dans le détail dans l’année qui vient. M™® Maxwell a fait 
allusion tout 4 l’heure a I’un des domaines de recherche 
énumeérés dans les documents que nous vous avons remis 
sur l’emploi et le secteur tertiaire. Cette étude va porter 
sur un certain nombre de facettes, mais dans un cas nous 
allons concentrer notre attention sur la qualité des 
emplois du secteur tertiaire: le revenu, la stabilité, la 
scolarité nécessaire et toute une série de questions qui 
vont tout a fait dans le sens de vos préoccupations. Je ne 
peux pas prédire ce que sera l’issue de ces travaux, mais 
ils Occuperont une place trés importante dans le projet 
qui vient d’étre lancé ces derniers mois. 


Mme Nicholson: L’autre question porte sur ce tableau. 
Vous projetez une croissance de 2,5 p. 100 du PIB en 
1988 par rapport a 3,7 p. 100 en 1987, un fléchissement 
supplémentaire 4 1,8 p. 100 en 1989, et ainsi de suite, puis 
une remontée jusqu’a 2,3 p. 100 en 1991. Au cours de la 
premiére de ces deux années de Croissance ralentie, vous 
projetez aussi une inflation plus forte, semble-t-il; en tout 
cas, l’IPC est plus élevé. Pouvez-vous m’expliquer a quoi 
cela tient ou nous décrire les facteurs qui entrent en jeu? 


M. Preston: D’ordinaire, monsieur le président, a la fin 
d’un cycle économique on constate généralement une 
utilisation plus soutenue des capacités de production; on 
commence 4a se servir d’installations qui sont moins 
efficaces. On constate aussi normalement que la 
production change de composition. Les secteurs a trés 
forte productivité, comme  J’industrie automobile, 
commencent a s’essouffler. Ce qui reste, ce sont les 
secteurs a productivité plus faible, comme le secteur 
tertiaire. Ce que l’on observe donc ici, ce sont les effets de 
la structure de cotts de la production exprimés en taux 
d’inflation. C’est la conséquence naturelle de ce qui se 
produit lorsque l’on arrive a la fin d’une longue période 
d’expansion. 


On observe aussi un léger changement de nos échanges 
commerciaux pendant cette période, ce qui améne une 
fluctuation des prix sur le marché intérieur. On constate 
aussi une petite remontée dans 1’abaissement général des 
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the fall-off in energy prices. So what you have is a 
number that was normally steady or falling turning into a 
number that is slightly rising, and that in a sense gives 
what you might call a statistical illusion of inflation. 


All of these pressures are building at the end of the 
period to essentially produce an inflation rate that is a 
little higher than what we have seen in the past two years. 


Mr. Cassidy: Mr. Chairman, I have a couple of general 
comments I want to make. One is that I look forward 
with some interest to your report and visions of the year 
2000. I have been thinking about some of the process 
myself, and of course in planning you try to work out 
where we are now, where we are going, and how to get 
there. 
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Secondly, I had the opportunity to meet with one of 
your staff, I think Mr. Pullen, who was doing some rather 
interesting outreach on behalf of the council in the area 
of strategic planning, for which I congratulate you. 


I wanted to first turn to the revamped estimates of 
economic indicators which you have prepared, because I 
have noticed here, as we will look at this in more detail, 
that your estimates of the federal government deficit as a 
percentage of GDP, in the years beyond 1988, are sharply 
at variance with the ones you anticipated in your annual 
report in the fall. If you translate that into numbers, and 
if you assume that federal deficit on a national accounts 
basis is somewhat similar to financial requirements— 


Ms Maxwell: Yes it is. 


Mr. Cassidy: —what I get, looking at the figures that 
appeared in the government’s fiscal paper which I think 
appeared in December, the Economic and Fiscal Outlook 
and which Mr. Waslander has thoughtfully provided for 
us, is that the financial requirements that were trending 
downward towards the 1990s will in fact start to trend 
upward. In 1989 they look to be dbout $26 billion as 
opposed to about a $21 billion forecast, and in calendar 
1990 something like $30 billion as opposed to about an 
$18 billion forecast. 


Those are very much back-of-an-envelope calculations, 
but there is a sharp divergence in terms of the council’s 
own projections based on your models about the deficit in 
national accounts terms. What is going on, and can you 
explain that? I ask this because I think that is a serious 
element, particularly if it is an uncontrolled deficit as 
opposed to one which is deliberately entered into for 
reasons of fiscal stimulation. 


Mr. Preston: The deficit calculations that fall out of our 
analysis come out from deeply within the calculation. 
They are not something that we set initially when we do 
the analysis. They fall out of the analysis. 


If you take a look at the average growth rate over 1987 
to 1992 that was published in the review, you will see in 
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prix de l’énergie. Imaginez une tendance stationnaire ou a 
la baisse qui remonte légérement et cela provoque ce que 
Von pourrait appeler une illusion statistique d’inflation. 


Ces effets se conjuguent a la fin de la période et 
produisent un taux d’inflation légérement supérieur a ce 
que nous avons connu ces deux derniéres années. 


M. Cassidy: Monsieur le président, jaimerais faire 
quelques observations d’ordre général. D’abord, j’ai hate 
de lire votre rapport et vos prédictions pour Van 2000. 
Moi-méme je me suis penché sur la question et j’ai essayé 
de faire le point sur la situation actuelle et la direction 
vers laquelle elle évolue et sur les moyens d’aboutir la ou 
nous voulons en arriver. 


En deuxiéme lieu, j’ai rencontré l’un de vos employés, 
M. Pullen, je crois, qui cherchait a obtenir des 
renseignements pour le compte du Conseil sur des 
questions de planification stratégique, ce pourquoi je le 
félicite. 

Je voudrais d’abord parler des estimations révisées des 
indicateurs économiques que vous avez préparées. Je 
constate que votre estimation du déficit du gouvernement 
fédéral exprimée en pourcentage du PIB, pour les années 
ultérieures A 1988, est trés différente de celle qui figure 
dans votre rapport annuel de l’automne. Exprimée en 
chiffres, et en admettant que le déficit fédéral sous forme 
de comptes nationaux s’apparente aux besoins 
financiers. . . 


Mme Maxwell: C’est le cas. 


M. Cassidy: ... je conclus, si je regarde les chiffres 
parus dans le document fiscal du gouvernement qui, je 
pense, a paru en décembre, Perspectives économiques et 
fiscales, que M. Waslander a eu la gentillesse de nous 
fournir, que les besoins financiers qui marquaient une 
tendance A la baisse jusqu’a la fin des années 1990 vont en 
fait commencer a accuser une hausse. En 1989, cela 
semblait étre environ 26 milliards de dollars par 
opposition a la prévision de 21 milliards de dollars, tandis 
que pour l’année civile 1990 on parle d’environ 30 
milliards de dollars par rapport aux 18 milliards prévus. 


Ce sont évidemment 1a des calculs trés approximatifs, _ 
mais cela est trés ioin des prédictions du Conseil fondées 
sur les modéles que vous avez du déficit exprimé sous la 
forme des comptes nationaux. Que se passe-t-il, et pouvez 
vous l’expliquer? Si je pose la question, c’est que cela me 
semble étre un élément important, en particulier s’il s’agit 
d’un déficit débridé par rapport 4 un déficit créé pour 
stimuler l’économie. 


M. Preston: Les calculs du déficit issus de notre analyse 
se dégagent de l’ensemble de nos calculs. Ce n’est pas le 
résultat de l’objectif premier de l’analyse. Ils n’en sont 
qu’une conséquence. 


Si vous prenez le taux de croissance moyen de 1987 4 
1992, publié dans le rapport, vous verrez qu’en termes 
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real terms it was 2.8%. If you take a look at the average 
growth rate in the revised Projection, it is 2.4%. We are 
talking about a five-year period, or a four-year period. 
That four-tenths of a percentage point over that period of 
time also has an impact on the tax base. 


-In other words, you are talking about one-and-a-half 
points in real terms missing from the tax base over this 
period. So part of the growth in the deficit that we 
anticipate as a result of the re-evaluation comes from a 
weaker economic outlook in real terms. That, in part, 
comes not only from our reassessment of the crash now, 
but it come from a reassessment of the effect on the US. 
and our reassessment of the global environment. 


So the deficit calculation we show there should more 
be viewed as an indication of how sensitive the deficit is 
to the environment we anticipate we are going to face, 
and not so much an_ indication of will financial 
requirements have to be 10, 15 or 20, be it more, five or 
ten years out, because things will intervene in the 
projection period that may make this worse or may make 
it better. So to a certain extent, the softness of the deficit, 
Or the increase in the deficit numbers, are directly 
consistent with the weakening of the economic outlook. 


There is also another point, and that is tax bases on the 
indirect side, and that is sales taxes, depend not only on 
the real base but upon inflation rates. And when you get a 
winding down of inflation you get essentially less bang for 
your buck out of the indirect taxes that emanate from the 
base of spending in nominal terms. What we are seeing 
here also is a wind-down in inflation. 


Mr. Cassidy: If I can ask one Other question related to 
this. This is one of those dirty little questions which has 
not been asked yet in the House, and we have not had a 
chance to ask it in this committee either. 
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The trade deal presupposes the elimination of $2 
billion on an annual basis in tariffs on goods from the 
United States entering Canada. I think about two-thirds of 
that will be off in year five; that is, there is a front-end 
loading of the tariff cuts because certain goods go to zero 
‘mmediately and others are phased over five rather than 
en years. 


Have you done any estimates of the impact on revenues 
‘nd of the economic impact of increased taxes in order to 
‘ake up for that loss of revenues due to the loss of tariffs 
n US. goods entering Canada if the trade deal goes 
‘rough? 

_ Ms Maxwell: Let me just explain; Ross may wish to 
?»mment on this as well. In the simulations the council 
d of a hypothetical trade agreement, we did it on a 
Cally neutral basis; that is, all the lost tariff revenue was 
Placed by slight modifications in the personal income 


réels il s’agit d’un taux de 2,8 p. 100. Le taux de 
croissance moyen des prédictions révisées est de 2,4 p. 
100. Il s’agit d’une période de cing ans ou de quatre ans. 
Ces quatre diziémes de 1 p. 100 sur cette période ont aussi 
un effet sur l’assiette fiscale. 


Autrement dit, il s’agit d’une compression de l’assiette 
fiscale d’un point et demi en termes réels pendant cette 
période. Une partie de la croissance du déficit que nous 
prévoyons maintenant est attribuable 4 une perspective 
économique plus sombre en termes réels. Cela provient 
non seulement de notre réévaluation du krach mais aussi 
de la réévaluation de l’effet sur les Etats-Unis et de notre 
réévaluation de notre environnement mondial. 


Le déficit qui figure ici devrait donc €étre percu 
davantage comme une indication de la sensibilité du 
déficit 4 l’environnement auquel nous prévoyons d’étre 
confrontés, et moins un signe de ce que seront les besoins 
financiers dans 10, 15 ou 20 ans parce que des événements 
Surviendront pendant la période projetée qui pourront 
avoir un effet positif ou négatif. Dans une certaine 
mesure, donc, l’alourdissement du déficit est directement 
tributaire de l’affaiblissement de l’économie. 


En outre, l’assiette fiscale indirecte, la taxe de vente, 
dépend non seulement de I’assiette réelle mais aussi du 
taux d’inflation. Lorsque J’inflation baisse, les taxes 
indirectes prélevées sur les achats rapportent moins en 
réalité. Ce que l’on voit ici, c’est un ralentissement de 
inflation. 


M. Cassidy: J’aimerais poser une autre question dans la 
méme veine. C’est une de ces petites questions embétantes 
qui n’a pas encore été posée a la Chambre, pas plus qu’ici. 


L’entente de libre-€change suppose l’élimination des? 
milliards de dollars en droits douaniers annuels sur les 
produits américains qui entrent au Canada. Je pense qu’a 
peu pres les deux tiers de cette somme auront été éliminés 
dans la cinquiéme année. C’est donc dire que la plus 
grande partie des droits sera supprimée au début parce 
que certains produits seront exemptés en entier de droits 
de douane dés le début tandis que pour d’autres la 
suppression s’étalera sur cing ans plutét que dix ans. 


Avez-vous fait des estimations des conséquences sur les 
recettes fiscales et des conséquences économiques de 
augmentation des impéts qui seront nécessaires pour 


compenser cette perte de revenu attribuable 4 la 
disparition des droits de douane sur les produits 
américains qui entrent au Canada si Yentente de 


libre-€change est mise en oeuvre? 


Mme Maxwell: Laissez-moi vous expliquer. Ross 
voudra peut-étre lui aussi intervenir. Nos simulations 
d’une éventuelle entente de libre-€change ont été faites de 
maniére 4 n’avoir aucun effet sur les recettes fiscales. Cela 
signifie que tous les droits douaniers non pergus ont été 
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tax. It was a’ very widely diffused replacement of the 
revenue. All the impacts that were shown by the council’s 
original work were driven by the pure trade effect. 


Mr. Cassidy: You did assume there would be increases 
in income taxes to offset the loss of tariff revenues. 


I would like to go to a wider question now, which is 
provoked in part by some comments you make in 
Reaching Outward. I realize in looking through it that 
perhaps we should spend more attention, particularly 
since you have now obligingly begun to slim the 
document down from the size of previous years. 


You comment in the conclusion about the problem of 
the U.S. interpretation of subsidies, particularly in the 
omnibus trade bill, and state that the interpretation is so 
broad and sweeping that it could encompass virtually any 
government program and therefore be used as a basis for 
countervailing action against an almost unlimited number 
of imports. You say that this plus something in the Senate 
bill could be used as a direct threat to Canada’s well-being 
and to its capacity as a sovereign nation to implement its 
own industrial and social policies. 


Earlier on in your discussion of Canada-United States 
relations, you speak directly of this question of regional 
and industrial initiatives and point out that there were 
very real problems because the Americans are more 
subtle and more decentralized in their stimulation to 
industry than we have tended to be. We tend to be more 
open and honest about them and with good reason; we 
have no apologies for them. 


You point out there too that a number of these 
programs have in fact been already subjected to 
countervail by the United States. Although you do not say 
it, it is certainly implicit that because we are so much 
more trade-dependent on exports to them than they are to 
us, even if a subsidy by a province or by the federal 
government to an industry in Canada is treated for trade 
purposes the same way as it is treated to a similar firm in 
similar circumstances in the United States, the firm in the 
United States can quite easily laugh it off because it is 
only interfering with 5% or 8% of its sales, whereas for 
the firm in Canada it may be interfering with 30% or 
40% of its sales. Therefore it is a relatively insignificant 
factor for the American firm, even if Canada was tough 
with the countervail and it is a very major interference 
with our ability to handle things. 


What do most industrial nations do in terms of having 
the freedom to apply different types of incentive and 
industrial support programs as part of their industrial 
strategies? Am I right in understanding that every 
country, including the United States, has different kinds 
of industrial policies? With the exception perhaps of 


[Translation| 

remplacés par de légéres transformations de l’impét sur le 
revenu personnel. C’était une fagon de répartir trés 
largement l’origine des recettes. Toutes les conséquences 
relevées dans les premiers travaux du Conseil provenaient 
exclusivement des résultats des échanges commerciaux. 


M. Cassidy: Vous avez donc effectivement posé en 
hypothése qu’il y aurait augmentation de Vimpot sur le 
revenu pour compenser la perte des droits de douane. 


Je voudrais maintenant passer 4 une question plus 
vaste, inspirée en partie par des passages tirés du 
document Un pari stratégique. Je constate qu’on devrait 
peut-étre accorder une plus grande attention a ce 
document, surtout que vous avez eu l’obligeance de 
Vamincir considérablement par rapport aux éditions 
précédentes. 


Dans la conclusion, vous parlez de la difficulté posée 
par l’interprétation que les Etats-Unis donnent aux 
subventions, en particulier dans la loi omnibus sur le 
commerce, et vous affirmez que Vinterprétation est si 
vaste qu’elle englobe 4 peu prés tous les programmes du 
gouvernement et peut donc servir de justification a des 
mesures de rétorsion s’appliquant 4 un nombre presque 
illimité d’importations. Vous dites que cette disposition 
ajoutée 4 une autre d’une loi du Sénat pourrait étre 
invoquée pour menacer directement le bien-étre du 
Canada et compromettre son droit souverain de mettre en 
oeuvre ses propres politiques industrielles et sociales. 


Lorsque vous parliez des relations canado-ameéricaines 
tout a l’heure, vous avez évoqué directement la question 
des initiatives régionales et industrielles et avez signalé 
existence de difficultés trés réelles dues au fait que les 
Américains sont beaucoup plus subtils et beaucoup plus 
décentralisés que nous ne le sommes dans leur fagon de 
stimuler l’industrie. Nous avons tendance a en parler plus 
ouvertement et plus honnétement et cela se justifie tout a 
fait: nous n’avons pas a nous en excuser. 


Vous dites aussi qu’un certain nombre de ces 
programmes ont été frappés de mesures de représailles. 
arnéricaines. Méme si vous ne le dites pas explicitement, il 
est bien évident que parce que nous dépendons beaucoup 
plus qu’eux des exportations, méme si une subvention par 
une province ou par le gouvernement fédéral versée a une. 
industrie au Canada est traitée pour les fins du commerce) 
de la méme fagon qu’est traitée une subvention semblable: 
aux Etats-Unis ca ne fera pas un pli a Ventreprise 
américaine parce que ¢a ne vient troubler que 5 ou 8 p. 
100 de ses ventes, tandis que l’entreprise canadienne verra) 
30 ou 40 p. 100 de ses ventes toucher. Cela joue donc peu 
dans le cas d’entreprises américaines méme si le Canada 
prenait des mesures de rétorsion vigoureuses. C’est done: 
une ingérence majeure dans la conduite de nos affaires. 


Comment la plupart des pays industriels exercent-ils 
leur liberté d’appliquer differents programmes, de 
stimulation industrielle? Chaque pays, y compris les Ea 
Unis, n’a-t-il pas ses propres politiques industrielles? A 
Vexception possible des pays entrepots comme Singapour 
et Hong Kong, dont la politique industrielle est 
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entrepot states like Singapore and Hong Kong, whose 

industrial policy is not to have an industrial policy but 

just to let the market rip, virtually every other industrial 
state has different types of industrial policies. 


If I am right about that, then are we not running very 
grave risks because of the degree to which we have 
foresworn our ability in future to exercise industrial 
policies in Canada through the trade deal as we know it 
now, specifically to the degree to which the United States 
and its industries have demonstrated a willingness to 
interfere with Canada’s sovereign ability to have its own 
industrial policies through the use of a countervail? 


2705 


I will stop the argument there and ask you for a 
response, but I think that is a very appropriate question. I 
am very worried about future governments, be they 
Conservative, Liberal or New Democrat, being able to 
take action. For example, will they be able to continue 
the regional agencies which you cite in the annual 
teport—if that is the Conservative version of industrial 
policy—given the possibility of continued and systematic 
interference by the United States? 


Ms Maxwell: The great threat, which we were trying to 
highlight there, was in the way the U.S. has been using its 
trade remedy laws to go well beyond the rules that are 
laid down in the GATT. In chapter 4 of the annual 
review, we gO to some lengths to talk about industrial, 
regional, and social policy and what we see as being 
Canada’s minimum rights in terms of our being 
internationally responsible. We point to the fact that the 
key decision rule, under accepted international rules, is 
that any subsidy or support to a particular firm or region 
should not be one that discriminates and therefore distorts 
either trade flows or investment flows. 


_ So the degree to which you are using policies in order 
lo redistribute income within the country, or redistribute 
growth within the country, should not be of concern to 
-ompetitors outside the country. 


We do not know what is going to end up being in that 


omnibus trade bill in Washington, but the bits and Pieces 
hat have been surfaced by various members of the House 
‘f Representatives and the Senate have been potentially 
‘xtremely damaging not only to Canada’s interests but 
Aso to people globally. Therefore, what the council was 
irecting your attention to was the fact that there are 
stablished rules and obligations under the GATT which 
© feel give us scope for undertaking domestic policies 
tat we think are appropriate. 


| I think we are putting a lot of emphasis in the work we 

€ doing on the trade agreement, which is yet again 
other issue here, to look at actually the rule-making 
-Ocess and the impact of all of the different elements in 
at agreement on the security of our access to the US. 
arket. 


précisément de ne pas en avoir mais de laisser libre cours 
aux forces du marché, Presque tous les autres Etats 
industrialisés ont une politique industrielle, 


Dans ce cas, ne courons-nous pas de graves risques en 
abandonnant notre droit d’adopter des politiques 
industrielles, surtout vu le fait que les Etats-Unis ont 
montré qu’ils étaient préts 4 empiéter sur notre droit 
souverain de déterminer nos propres politiques 
industrielles en recourant aux mesures de rétorsion? 


Je m/arréte 14 pour l’instant et je vous demande de 
répondre. Je pense que ma question est tout 4 fait 
pertinente. Je crains que les futurs gouvernements, qu’ils 
soient conservateurs, libéraux Ou néo-démocrates, ne 
puissent intervenir. Par exemple, pourront-ils maintenir 
les organismes régionaux dont vous parlez dans votre 
rapport annuel—s’il s’agit de la version conservatrice de la 
politique industrielle—étant donné le fait que les Etats- 
Unis pourront continuer de faire de Vingérence? 


Mme Maxwell: La grande menace, que nous avons 
essayé d’illustrer ici, c’est la maniére dont les Etats-Unis 
se sont servis de leurs lois commerciales pour aller bien 
plus loin que ce que n’autorise le GATT. Au chapitre 4 de 
notre rapport annuel, nous discutons abondamment de la 
politique industrielle, régionale et sociale, et de ce qui 
nous semble étre les droits minimaux du Canada dans la 
communauté internationale. Nous Soulignons le fait que 
la décision déterminante qui a été rendue aux termes du 
droit international, c’est que toute subvention ou soutien 
financier 4 une entreprise ou a une région en particulier 


ne doit pas avoir d’effet discriminatoire et, partant, 
distorsionner les mouvements commerciaux ou de 
placement. 


La mesure dans laquelle on a recours A des politiques 
pour répartir le revenu dans un Pays ou répartir la 
croissance dans un pays ne regarde donc pas les 
concurrents de l’étranger. 


Nous ignorons ce qui finira Par se retrouver dans cette 
Loi sur le commerce a Washington, mais les bribes qui 
nous sont venues de divers membres de la Chambre des 
représentants et du Sénat semblent tre hautement 
préjudiciables non seulement pour le Canada mais aussi 
pour les autres pays. Le Conseil essayait donc d’attirer 
votre attention sur le fait qu’il existe des régles et des 
obligations en vertu du GATT qui, a notre avis, nous 
donnent la liberté de manoeuvre pour mettre en place les 
politiques intérieures que nous jugeons appropriées. 


Dans les travaux que nous effectuons sur Ventente de 
libre-€change, qui est une autre question en soi, nous 
insistons beaucoup sur le processus de détermination des 
régles et sur l’effet de chacun des éléments de l’entente 
sur la sécurité d’accés au marché américain. 
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Mr. Cassidy: In my view, this is clearly one of the 
central areas and one of the central problems in the trade 
agreement. It lies at the heart of a lot of the misgivings 
that my party has expressed over the trade agreement. In 
fact, in the conclusion you state that these provisions are a 
direct threat to our weli-being and to our capacity as a 
nation to implement its own industrial and social policies. 


Am I right in saying that almost every industrial 
country, with very rare exceptions, does have industrial 
policies in which it seeks to influence the levels, the 
location, and the types of industrial activity that take 
place within its borders? 


Ms Maxwell: Yes, I think that is true. Within the 
European Common Market, or within the European Free 
Trade Association, you can see countries that take very 
different approaches to the questions of industrial and 
regional policy, and still apparently conform to the rules 
of the game within those trading blocks. They remain 
amicable trading partners. Their industrial and regional 
policy does not often become a bone of contention. 


I would draw to your attention the Netherlands, which 
lives next door to West Germany. The Netherlands trades 
heavily with West Germany and with France, but I 
understand it takes quite a different approach not only to 
industrial policy but also to social policy. 


* 1710 


Mr. Cassidy: We are caught not in a relationship with 
10 or 11 countries but in a two-party trade agreement, and 
it is a bit like my merging my country store with Sears. 
There is always a danger that the way Sears does things is 
going to be what prevails 90% or 99% of the time. What 
advice do you have to this committee, and through this 
committee to government, in terms of resolving that kind 
of question? ; 


If the relative tolerance you say exists on different 
industrial and regional policies in the Common Market 
does not exist between Canada and the United States, and 
if instead, partly because of the decentralized power of 
initiation or the fact that industries can initiate the 
countervail and contingent protection moves in the States, 
what if we find that, systematically, the Americans are 
using their powers under their trade laws to interfere with 
the way we do things in Canada? 


Ms Maxwell: Well, I think you and I are both on the 
same side here. We are against protectionism in the 
United States, and what we were trying in this particular 
paragraph was to draw Canadians’ attention to the fact 
that there are still very serious protectionist risks, threats 
if you want, in the United States that will affect the 
Canadian interests. 


[Translation| 

M. Cassidy: D’aprés moi, il s’agit 1a d’un des éléments 
et des problémes fondamentaux de Ventente de 
libre-€change. C’est 4 cela que tiennent beaucoup des 
réserves que nous avons exprimées au sujet de l’entente. 
En fait, dans la conclusion, vous affirmez que ces 
dispositions sont une menace directe pour notre bien-€tre 
et notre aptitude en tant que pays 4 mettre en oeuvre nos 
politiques industrielles et sociales. 


Ai-je raison d’affirmer que presque tous les pays 
industrialisés, 4 quelques rares exceptions pres, ont des 
politiques industrielles qui cherchent a _ influencer 
Vampleur, lV’emplacement et la nature de l’activité 
industrielle qui s’exerce a l’intérieur de leurs frontieres? 


Mme Maxwell: Oui, je pense que cela est vrai. Au sein 
du Marché commun européen ou de 1l’Association 
européenne de libre-échange, les pays membres abordent 
de facon trés différente les questions de la politique 
industrielle et régionale, tout en se conformant, semble-t- 
il, aux régles qui président a leur association 
commerciale. Ce sont toujours des partenaires 
économiques entre qui la bonne entente régne. Il est rare 
que leurs politiques industrielles et régionales soient une 
pomme de discorde. 


Je pense en particulier aux Pays-Bas, pays limitrophes 
de l’Allemagne de 1l’Ouest. Les Pays-Bas commercent 
beaucoup avec l’Allemagne de l’Ouest et la France, mais 
je crois savoir qu’ils adoptent une politique industrielle et 
sociale trés différente. 


M. Cassidy: Nous ne sommes pas liés a dix ou onze 
pays, mais a un seul autre, et c’est comme fusionner un 
magasin général et Sears. Il y a bien des chances que la 
facon dont Sears fait les choses va prévaloir 90 ou 99 p. 
100 du temps. Quels conseils pouvez-vous donner au 
Comité et au gouvernement pour résoudre cette question? 


Si la tolérance relative qui selon vous existe a propos 
des différentes politiques industrielles et régionales du 
Marché commun ne régne pas entre le Canada et les Etats- 
Unis et si a sa place, en partie 4 cause de la) | 
décentralisation du pouvoir de lancer des mesures de. 
rétorsion ou du fait que les industries peuvent lancer ces 
mesures et parallélement prendre des mesures de — 
protection aux Etats-Unis, que se passera-t-il Si, 
systematiquement, les Américains exercent les pouvoirs » 
que leur conférent leurs lois commerciales pour s’ingérer | 
dans la conduite de nos affaires ici? 


Mme Maxwell: Eh bien, je pense que nous sommes | 
tous les deux du méme avis. Nous sommes contre le. 
protectionnisme aux Etats-Unis, et dans ce paragraphe, » 
nous essayons d’attirer l’attention des Canadiens sur le fait 
qu’il existe toujours des menaces sérieuses de 
protectionnisme aux Etats-Unis qui toucheront les intéréts 
du Canada. 
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Clearly, what the two countries need is agreed rules of 
the game. That piece of legislation may or may not 
become law. If it does become law, these particular 
provisions may or may not be in there. It seems to me 
that if those kinds of provisions were in there, then we 
would see the United States being in contravention of the 
standstill agreement that is associated with the trade 
agreement. So I think there are very important 
repercussions that flow from this. 


Mr. Cassidy: Well, let us assume the omnibus trade bill 
did not get adopted, or that it was sO watered down it is 
not significant for this discussion. In softwood lumber and 
in fish, to take two recent examples, the Americans have 
used their trade law or their market power to reach into 
areas of Canadian programs and to either penalize them 
or to impose their own policies on Canada. Is it fair to say 
that, albeit to a lesser extent, even the existing American 
trade laws permit the Americans to threaten our Capacity 
as a sovereign nation to implement our own industrial 
and social policies? 


Ms Maxwell: Well, I am not enough of an expert in 
trade law to be able to answer that question. I think it is 
quite clear, though, that Canada has been very 
disappointed, in several cases, with the kinds of decisions 
that have flowed from those U.S. trade laws, as they were 
being enforced. 


I think perhaps a final point I would like to make on 
this is that provisions such as this are very much against 
the interests of the United States as well. If you think of 
the fact that the currency realignment that has taken place 
over the past three years... the whole momentum of that 
S$ to improve the USS. trade position; it is going to be in a 
d0sition to increase its market share around the world. It 
S going to need market access in order to succeed, and 
he further the U.S. goes in the direction of protectionism 
gainst any of its trading partners, the more difficult it is 
Oing to be for the United States to succeed in that 
urnaround in its trade deficit. 


Mr. Cassidy: What bargaining chips do we have during 
ue six or seven years that lie ahead in discussion of 
Absidies—and we know that was the area where there was 
0 meeting of minds at all in the trade discussions—in 
tder to try to get a sufficient softening of the sharp edges 
1 those American trade laws so that they will not 
‘\reaten Our sovereignty and our ability to implement our 
wn industrial policies within, let us say, the kinds of 
‘mits the council suggests are appropriate? 


| Mr. Lazar: I go back to the softwood lumber example 
u used. Here I will just reflect the views passed on to 
'& by a series of trade law lawyers who practice in the 
Id, both in the United States and Canada. There is a 
up of four of them who I would say are relatively 
butral to partisan Canadian considerations, a lot of them 
‘1th of the border. 


[Traduction] 


De toute évidence, il faut d’abord que les deux pays 
s’entendent sur les régles du jeu. Ce projet de loi ne sera 
peut-€tre pas adopté. S’il Vest, les dispositions dont on 
vient de parler n’y figureront peut-étre pas. Si elles y sont, 
les Etats-Unis seraient en contravention de l’accord de 
statu quo associé a l’entente de libre-€change. Cela a donc 
des ramifications trés importantes. 


M. Cassidy: Supposons que le projet de loi omnibus en 
matiére de commerce ne soit pas adopté, ou qu’il est dilué 
au point de ne plus avoir de poids dans ce débat. Dans 
Vaffaire du bois d’oeuvre et du Poisson, pour prendre 
deux exemples récents, les Américains Ont invoqué leurs 
lois commerciales ou ont usé de leurs pouvoirs sur les 
marchés pour  s’ingérer dans certains volets de 
programmes canadiens pour les frapper de mesures de 
rétorsion ou pour imposer au Canada leurs propres 
politiques. Est-il juste d’affirmer que dans une moindre 
mesure méme les lois commerciales américaines actuelles 
permettent aux Américains de menacer nos droits de pays 
souverain de mettre en oeuvre notre propre politique 
industrielle et sociale? 


Mme Maxwell: Je connais trop peu le droit 
commercial pour pouvoir répondre. Ce qui est clair, c’est 
que le Canada a souvent été trés dégu des décisions prises 
en vertu des lois commerciales américaines et de leur 
application. 


Pour terminer, je voudrais dire que des dispositions 
comme celles-la vont nettement a l’encontre des intéréts 
des Etats-Unis aussi. Si vous considérez le réalignement 
des devises survenu au cours des trois derniéres années. . . 
le but de Jl’opération est d’améliorer la situation 
commerciale des Etats-Unis. Ils seront en position 
d’accroitre leur portion du marché partout dans le 
monde. I] leur faudra avoir accés aux marchés pour y 
parvenir, et plus les Etats-Unis courtisent le 
protectionnisme vis-a-vis de leurs _ partenaires 
commerciaux, plus il leur sera difficile d’éponger le 
déficit de la balance commerciale. 


M. Cassidy: Quels jetons de marchandage avons-nous 
au cours des six ou sept années qui viennent lors des 
discussions sur les subventions? Au fait, nous savons que 
c’est le sujet sur lequel il n’y a eu aucune entente lors des 
négociations. Comment allons-nous émousser les lois 
commerciales américaines de maniére A ce qu’elles ne 
menacent pas notre souveraineté et notre aptitude a 
appliquer nos propres politiques industrielles a Vintérieur 
du cadre que le Conseil juge approprié? 


M. Lazar: Je reviens a l’exemple du bois d’oeuvre que 
vous avez utilisé. Je vais me contenter de répéter les avis 
que m’ont donnés tout un groupe d’avocats spécialisés en 
droit commercial et qui pratiquent aux Etats-Unis et au 
Canada. Quatre d’entre eux, 4 mon avis, sont relativement 
impartiaux, beaucoup d’entre eux viennent des Etats- 
Unis. 
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When the Canadian government confronted what it 
should do about the softwood lumber case, they believed 
the Canadian government realized that the US. 
government would take every step of legal appeal that was 
available to the U.S. government in the event that the 
ruling got overthrown at one of the levels along the way. 
So the minimum the Canadian government faced in terms 
of fighting the U.S. decision was two years—and the more 
likely result would be three to four years—before that 
could ultimately be resolved through the U.S. legal 
system. 


The advice of all these people who are trade law 
experts is this. Had the deal the two governments have 
signed been in place at that time, the timeframe within 
which a definitive final decision was taken would have 
been something less than one year. Therefore, when the 
Canadian government came to make a calculation—do we 
negotiate a compromise or do we let this thing play itself 
out to the ultimate extent?—it would have been very 
different. Facing the possibility of 10 or 11 months of 
uncertainty versus three or four years of uncertainty is 
very different. 


In short, the message we were getting from this 
particular group of people is that, first, the change in the 
time dimension to the proposed dispute settlement 
mechanism versus the status quo, versus the situation 
today, would have meant a marked improvement for the 
Canadian government. I might say that the group of 
lawyers from both sides of the border was pretty much of 
the view that the decision would not have been upheld in 
that case. 


So if I can analogize from that—and I am not sure how 
widely one can analogize—there was a body of opinion 
there of a non-partisan sort saying that we might have had 
a very different result had the proposed set of rules been 
in effect. ; 


The Vice-Chairman: Michael, we need to terminate 
because our colleagues have to go. There is a situation 
over at the House that I guess is catching their attention. 
Do you want one more question? Because you have your 
opportunity, I would be happy to grant it. But if you have 
had a good review and you can come back on another 
occasion, I am sure we will look forward to the next visit, 
particularly after the report that you have indicated will 
be coming down before Easter. I am sure it will catch the 
attention of all of us, and we will be happy then, I think, 
to have another review. 


Mr. Cassidy: I think that is a useful idea. Perhaps when 
the council comes out with its next assessment, some of 
these questions then can be raised and discussed. I think 
they are very real questions, and I think this is a bit of a 
precedent in the sense that we have actually asked the 
council for advice rather than simply coming to meet 
with them once a year to look over the annual review. 


[Translation] 


Quand le gouvernement du Canada a di décider ce 
qu’il devait faire dans le cas du bois d’oeuvre, ils croyaient 
que le gouvernement du Canada réalisait que le 
gouvernement des Etats-Unis allait prendre toutes les 
mesures juridiques possibles au cas ot la décision serait 
renversée a un palier ou a un autre. La contestation par le 
gouvernement du Canada de la décision américaine allait 
prendre au moins deux ans—et vraisemblablement trois 
ou quatre ans—devant les tribunaux américains. 


Voici ce que nous ont conseillé les experts en droit 
commercial. Si Jentente négociée par les deux 
gouvernements avait été en place a ce moment-la, le délai 
nécessaire a une décision définitive aurait été inférieur a 
un an. Donc, quand le gouvernement du Canada s’est 
demandé s’il fallait négocier un compromis ou laisser les 
choses suivre leur cours—cela a été trés différent. Il y a 
toute une différence entre étre dans l’incertitude pendant 
dix ou onze mois et trois ou quatre ans. 


Bref, ce groupe nous a dit qu’un changement des délais 
prévus dans le mécanisme proposé de réglement des 
différends aurait été une nette amélioration pour le 
Canada. J’ajoute que les avocats des deux pays estimaient 
que la décision n’aurait pas été maintenue dans ce cas-Cci. 


Si on peut essayer d’établir une analogie, et je n’en suis 
pas certain, des experts impartiaux nous disaient que nous 
aurions pu aboutir 4 un résultat trés different si les régles 
proposées avaient été en vigueur. 

| 


Le vice-président: Michael, il faut lever la seance parce 
que nos collégues doivent s’en aller. Il se passe quelque 
chose a la Chambre qui exige leur attention. Voulez-vous 
poser une derniére question? Je vous y autoriserai 
volontiers si vous le voulez. Mais si vous estimez avoir fait 
le tour de la question et voulez revenir une autre fois, 
nous serons heureux de vous revoir surtout aprés la sortié 
du rapport qui sera publié avant Paques. Je suis certain 
qu’il retiendra notre attention a tous et que nous serons 
heureux de faire 4 nouveau le tour de la situation. 


M. Cassidy: Je pense que c’est une bonne idée. Lorsque 
le Conseil aura publié sa prochaine évaluation, on pourra 
soulever et débattre certaines de ces questions. Ce sont dés 
questions trés concrétes. Nous avons aussi créé ul 
précédent en ce sens que nous avons demandé des avis aU 
Conseil plutét que de passer en revue leur rapport! 
annuel. 
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The Vice-Chairman: Hear, hear! 


Mr. Cassidy: I hope that is a precedent that is not 
ignored but is pursued in future. 


The Vice-Chairman: Noted and to be remembered. 


I thank our guests and witnesses, Mrs. Maxwell, Mr. 
Lazar and Mr. Preston, for contributing to the 
committee’s work. We will look forward to that next visit. 
Thank you. 


Ms Maxwell: Thank you very much, Mr. Chairman. 
The Vice-Chairman: The meeting is adjourned. 


Le vice-président: Bravo. 


M. Cassidy: J’espére que ce précédent nous inspirera A 
V’avenir. 


Le vice-président: Vu et noté. 


Je remercie nos invités et les teémoins, M™e Maxwell, 
M. Lazar et M. Preston, d’avoir contribué aux travaux du 
Comité. Nous serons heureux de vous recevoir 4 nouveau. 
Je vous remercie. 


Mme Maxwell: Merci beaucoup, monsieur le président. 
Le vice-président: La séance est levée. 
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MINUTES OF PROCEEDINGS 

THURSDAY, FEBRUARY 4, 1988 

(210) 

[Text] 

The Standing Committee on Finance and Economic 


Affairs met at 9:38 o'clock a.m. this day, in Room 269) 
West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Michael Cassidy, Mary Collins, Robert Layton, Paul 
McCrossan and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. 
Witnesses: From Informetrica Limited: | Michael 


McCracken, President. From the University of Manitoba: 
Paul Phillips, Professor. From the University of Ottawa: 
Duncan Cameron, Professor. 


In accordance with its mandate under Standing Order 
96(2), the Committee resumed consideration of questions 
relative to the economic outlook. (See Minutes of 
Proceedings and Evidence for Thursday, January 21, 1988, 
Issue No. 132.) 


Michael McCracken made an opening statement and 
answered questions. 


At 11:08 o’clock a.m., the sitting was suspended. 
At 11:15 o’clock a.m., the sitting was resumed. 


Paul Phillips and Duncan Cameron made Opening 
Statements and answered questions. 


At 12:09 o’clock p.m., the Committee adjourned to the 
Call of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE JEUDI 4 FEVRIER 1988 
(210) 


[Traduction| 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui a 9 h 38, dans la piece 
269 de l’Edifice de l’ouest, sous la présidence de Don 
Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Robert Layton, Paul McCrossan et 
Norman Warner. 


Aussi présent: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. 


Témoins: De Informetrica Limited: Michael 
McCracken, président. De l’Université du Manitoba: 
Professeur Paul Phillips. De l’Université d’Ottawa: 


Professeur Duncan Cameron. 


Conformément au mandat que lui confie le paragraphe 
96(2) du Réglement, le Comité examine de nouveau les 
questions relatives aux perspectives économiques. (Voir 
Procés-verbaux et témoignages du jeudi 21 janvier 1988, 
fascicule n° 132.) 


Michael McCracken fait une déclaration préliminaire 
et répond aux questions. 


A 11 h 08, le Comité interrompt les travaux. 
Allh 15, le Comité reprend les travaux. 


Paul Phillips et Duncan Cameron font des déclarations 
préliminaires et répondent aux questions. 


A 12 h 09, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 


Is9ea4 


EVIDENCE 

[Recorded by Electronic Apparatus| 
| Texte] 

Thursday, February 4, 1988 


seal 


The Chairman: Order, please. 


Pursuant to Standing Order 96.(2), we are having a 
study of economic issues prior to the budget. 


Our first witness this morning is Michael McCracken, 
President of Informetrica Limited. Mr. McCracken has 
what are said to be speaking notes, 72 pages of speaking 
notes, with tables on the rest of it. If you could do the 
five- or six-minute routine, then we could ask some 
questions, Mike. 


Mr. Michael McCracken (President, Informetrica 
Limited): Thank you, Mr. Chairman. As always, I will be 
brief. 


The matters I would like to take this opportunity to 
address today are some observations on the outlook for 
the United States economy and the Canadian economy. 
Given that this is a pre-budget discussion or 
backgrounder, I would also like to draw to your attention 
certain things about the current stance of fiscal policy and 
perhaps add a few comments to the debate on monetary 
policy, since you have been pursuing a_ better 
understanding of that with the testimony of the Governor 
of the Bank of Canada recently. So you will have some 
thoughts about what you might want to do later, I would 
like to suggest a couple of items for your future agenda. 
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I do plan to give you some forecasts, but I caution you, 
as I do always, that the future is not “forecastable”, and I 
usually add the word “fortunately”. The first part is 
simply a warning to you that things can change, as you no 
doubt have found. There are shocks, policy changes, and 
other changes in behaviour that have not yet occurred or 
been anticipated. 


However, the hopeful sign is that if you do not like 
what you see or hear in these forecasts, you should be 
aware that there is an opportunity for change. 


Let us turn to the external environment. I will focus 
principally on the U.S., but in some sense we might think 
of this as a broader assessment of the world economy. It is 
our Current expectation that world growth will continue 
in 1988, with expansion occurring in almost all countries, 
perhaps a bit slower paced than in 1987. 


With the rearrangement of exchange rates that has 
occurred between the U.S. and Japan and the U.S. and 
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TEMOIGNAGES 
[Enregistrement électronique| 
[| Traduction| 

Le jeudi 4 février 1988 


Le président: A l’ordre s’il vous plait. La séance est 
ouverte. 


En vertu du paragraphe 96.(2) du Reglement, nous 
poursuivons notre examen prébudgétaire de certaines 
questions économiques. 


Notre premier témoin ce matin est Michael 
McCracken, président d’Informetrica Limited. M. 
McCracken a apporté pour faire son exposé «quelques» 
notes avec tableaux et tout. Michael, je vous inviterais a 
nous le présenter en cinq ou six minutes, comme 
d’habitude, aprés quoi nous pourrons poser des questions. 


M. Michael McCracken (président, Informetrica 
Limited): Merci, monsieur le président. Comme toujours, 
je serai concis. 


J’aimerais profiter de cette occasion qui m’est donnée 
aujourd’hui pour faire quelques observations sur les 
perspectives économiques des Etats-Unis et du Canada. 
Comme cette réunion s’inscrit dans le cadre de 
discussions prébudgétaires, j’aimerais aussi mettre en 
relief certains éléments de la politique fimanciere et 
ajouter mon grain de sel au débat sur la politique 
monétaire qui vous intéresse aussi puisque vous avez 
récemment invité a comparaitre le gouverneur de la 
Banque du Canada. Ensuite, j’aimerais vous proposer 
quelques sujets que vous pourriez inscrire a de futurs 
ordres du jour. 


Je compte en outre vous faire quelques prévisions en 
vous rappelant, comme je le fais toujours, que l’avenir 
n’est pas «prévisible», ce a quoi j’ajoute habituellement 
«heureusement». Je tiens d’abord a vous faire une mise en 
garde, a savoir que rien n’est statique, comme vous l’avez 
sans doute constaté. Il se produit parfois des chocs, de 
nouvelles orientations en matiére de politique et des 
changements de comportement qui surviennent pour la 
premiére fois ou qui n’avaient pas été prévus. 


Ainsi, si ces prévisions que je vais vous faire ne vous 
plaisent pas, vous pourrez toujours vous dire que tout 
changement n’est pas exclu. 


Parlons d’abord de la conjoncture internationale. Je 
mettrai surtout l’accent sur les Etats-Unis mais cela 
servira, dans un certain sens, a une €valuation plus large 
de l’économie mondiale. Nous prévoyons actuellement 
que la croissance mondiale se poursuivra en 1988 dans 
presque tous les pays mais a un rythme légérement plus 
lent qu’en 1987. 


_ Le réalignement des taux de change intervenu entre les 
Etats-Unis et le Japon et les Etats-Unis et la plupart des 
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most European countries, it would suggest that 
production will exceed the domestic expenditures or 
demand in the United States and the Opposite will be the 
case in Europe and Japan, with demand for expenditures 
exceeding their production. 


This should not be something that we get terribly 
excited about. It is an integral part of an adjustment 
process that will eventually lead to lower trade deficits for 
the U.S. and countries linked to the U.S. dollar and 
smaller surpluses for Japan and Europe. 


Let us move to the U.S. economy. The forecasts of key 
parameters there would be a continued expansion in the 
2% to 3% range, in real terms, in 1988, slightly less rapid 
than 1987. The unemployment rate is remaining close to 
6%. The consumer price index is increasing between 4% 
and 5% and nominal interest rates are increasing by some 
50 to 150 basis points, or 0.5 or 1.5 percentage points. 
That is the year 1988. 


In the period 1989-92, again over that period one 
should expect continued expansion, moderate inflation, 
stable, or slightly declining unemployment rates, although 
Over that period one should not be surprised to see several 
quarters of weak output or even negative growth which 
could be described as a recession or a growth pause. 


What I am giving you is in a sense a base view, one that 
I think would be held in some form by most corporate 
planners and people not simply trying to grab headlines. 
But it could be quite wrong. In fact, the U.S. economy 
could grow much more rapidly than I have indicated, or 
suffer a much more severe setback than that which I have 
noted. 


We could have this departure occur anytime. It could 
in fact already be under way. For example, I have 
provided for you, in each of the next three years, a not 
implausible reason why there may be a recession and 
hopefully a not too implausible reason why economic 
growth may come in dramatically and more rapidly than 
is currently anticipated. 


The favourite reason in 1988 is that we have much 
lower growth triggered by yet another drop in equity 
prices on Wall Street, leading to a break in consumer and 
‘Dusiness confidence and a collapse, perhaps thrown in for 
‘lavour, of several key financial institutions. This would 
Ao doubt lead to substantially lower growth or a major 
“ecession. 

_ We should also keep in mind the possibility of an 
yiptick; the recovery in business investment is more 
‘igorous than what we had anticipated. Net exports could 
“‘Mprove in real terms much more dramatically, and this 


| 


[Traduction| 


pays européens donne a penser qu’aux Etats-Unis la 
production sera supérieure a la demande intérieure alors 
qu’en Europe et au Japon la demande sera supérieure a la 
production. 


Il n’y a toutefois pas lieu de se préoccuper de cette 
Situation. Elle s’inscrit en fait dans le cadre d’un 
processus d’ajustement qui se soldera par une diminution 
du déficit commercial aux Etats-Unis et dans les pays dont 
les résultats sont étroitement liés a la valeur du dollar 
américain, et par une réduction des excédents du Japon et 
de l’Europe. 


. 


Passons maintenant a l’économie américaine. Les 
principaux indicateurs permettent de prévoir pour 1988 
une expansion soutenue située entre 2 et 3 p. 100 en 
termes réels, soit une progression légérement moins 
rapide qu’en 1987. Le taux de chémage se maintiendra 
aux environs de 6 p. 100. L’augmentation de l’indice des 
prix a la consommation se situe entre 4 et 5 p. 100 et les 
taux d’intérét nominaux gagneront entre 50 et 150 points 
de base ou 0.5 ou 1.5 point de pourcentage, toujours en 
1988. 


Pour la période allant de 1989 a 1992, on peut 
s'attendre a une expansion graduelle, a des taux 
d’inflation modérés, 4 un taux de chomage stable ou 
légerement a la baisse méme si, au cours de cette méme 
période, il ne serait pas surprenant qu’il y ait, pendant 
plusieurs trimestres, un fléchissement de la production, 
voire méme un taux de croissance négatif, ce qui 
constituerait en quelque sorte une récession ou une pause 
dans la croissance. 


Ce que je vous décris essentiellement, c’est le scénario 
que retiendraient la plupart des planificateurs des sociétés 
et la plupart de ceux qui ne cherchent pas uniquement a 
faire la manchette. II est peut-étre tout a fait faux. En fait, 
l'économie américaine pourrait connaitre une croissance 
beaucoup plus rapide ou un ralentissement beaucoup plus 
marque que ne le laissent entrevoir mes projections. 


Ce scénario pourrait étre invalidé n’importe quand. Le 
revirement pourrait déja étre en cours. Par exemple, je 
vous ai proposé pour les trois années 4 venir une 
explication plausible d’une é€ventuelle récession et, je 
Vespére, une explication tout aussi plausible d’une reprise 
de la croissance Economique qui serait plus marquée et 
plus rapide que celle prévue actuellement. 


L’explication préférée en 1988, c’est celle d’un 
ralentissement de la croissance provoqué par un nouveau 
recul du cours des actions 4 Wall Street, suivi d’un 
affaiblissement de la confiance des consommateurs et des 
entreprises et, en prime, de l’effondrement de plusieurs 
des principales institutions financiéres. Cela entrainerait 
sans aucun doute un relentissement considérable de la 
croissance Ou une profonde récession. 


Nous ne devons pas exclure non plus la possibilité d’un 
redressement; la reprise des investissements des 
entreprises est plus vigoureuse que nous ne l’avions 
prévu. Les exportations nettes pourraient s’améliorer de 
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[Text] 


would flow from a specially strong performance in the 
trade-sensitive manufacturing sectors. 


In 1989 the stories usually change a bit. There, the 
downside is either actual, or expected, or apprehended 
inflation, leading to substantial monetary restrictions, 
triggering the collapse in investment and consumption. 
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The flip side, of course, would be that interest rates 
decline to a point at which rates are reasonable for the 
first time in many years, providing a base for continued 
investment expansion, increased housing and a stable, 
federal deficit. So 1989 you could think of as the flip side 
of a change in a rather steady-as-you-go monetary policy. 


In 1990 the explanation for the downside triggers on a 
new Congress and a new President hammering out in 
1989 a fiscal package of tax increases and expenditure 
cuts, the net consequence of which is to reduce economic 
growth sharply when implemented in 1990. 


Of course there could be a flip side to that, but rather 
than that, perhaps 1990 might also be coloured by some 
change or shock on resource prices; one example of 
which might be world oil prices slipping further, 
providing some stimulus to the economy overall, although 
hurting oil and gas investment. 


Well, I think you get an idea or a flavour of how the 
outiook in the U.S. might evolve and also the notion that 
obviously it is not known with any certainty when one 
can think of half a dozen not implausible alternative 
scenarios. 


In Canada we are looking forward to continued 
economic growth in 1988. We think this year will come 
in at about 3.7%, 3.8%. In 1988 we expect real growth in 
gross domestic products of about 3% on a year-over-year 
basis. What this implies, you should be aware, is a pace of 
about 2% from the fourth quarter of 1987 through the 
fourth quarter of 1988. So if people are coming in to you 
and giving you other forecasts of let us say, 2.5 or 2 on a 
year-over-year basis, the implication of that would be a 
much slower pace on a fourth quarter to fourth quarter 
basis. That is just the way the arithmetic works out and it 
works the same for everyone. 


The implication of that is that if you are growing, let us 
say, at a pace from the fourth quarter of 1987 to the 
fourth quarter of 1988 at about 2%, that is slightly below 
what we believe the potentials of the Canadian economy 
are and we will find out if that is the case. If we are 
growing slower than potential, a consequence is a rising 
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facon beaucoup plus dramatique en termes réels un cas de 
performance particuliérement bonne dans le secteur des 
biens manufacturés faisant Vobjet d’échanges 
internationaux. 


Pour 1989, les indicateurs sont généralement moins 
encourageants. Le ralentissement est soit confirmé ou 
prévu et le resserrement de la politique monétaire, par 
crainte d’une recrudescence de Ul inflation, pourrait 
provoquer une chute trés marquée des investissements et 
de la consommation. 


Au contraire, les taux d’intérét pourraient baisser et 
atteindre un niveau raisonnable pour la premiere fois 
depuis de nombreuses années, favorisant une progression 
constante des investissements, une augmentation des 
constructions résidentielles et la stabilisation du déficit 
fédéral. Ainsi, 1989 ne sera pas sans doute l’année du 
changement de cap pour ce qui est de la politique 
monétaire. 


Le ralentissement prévu pour 1990 est attribuable a 
Vélection en 1989 d’un nouveau Congres et d’un nouveau 
président qui prépareront un budget, fait d’augmentations 
d’impéts et de réductions de dépenses, dont le résultat net 
sera de réduire considérablement la croissance 
économique lorsqu’il sera mis en oeuvre en 1990. 


La encore, c’est tout le contraire qui pourrait se 
produire en 1990 s’il y avait effondrement des prix des 
matiéres premiéres; par exemple, les cours mondiaux du 
pétrole pourraient chuter davantage, stimulant ainsi 
économie dans son ensemble au détriment des 
investissements dans le secteur des hydrocarbures. 


Cela vous donne une idée, quoique imprécise, des 
perspectives économiques des Etats-Unis, et le fait qu’il 
existe une demi-douzaine de scénarios aussi plausibles les 
uns que les autres illustre bien l’incertitude entourant ces 
projections. 


Au Canada, nous pouvons nous attendre a une 
croissance économique soutenue en 1988. Le taux de 
croisssance devrait se situer aux environs de 3.7 ou de 3.8 
p. 100. En 1988, le taux de croissance réel du produit 
intérieur brut devrait étre d’environ 3 p. 100 d’une année 
a V’autre. Je vous signale toutefois que cela signifie un 
taux de croissance d’environ 2 p. 100 du quatriéme 
trimestre de 1987 jusqu’au quatriéme trimestre de 1988. 
Ainsi, si certains vous prédisent un taux de croissance de 
2.5 p. 100 ou de 2 p. 100 d’une année a l’autre, il faudra 
alors s’attendre a un rythme de croissance beaucoup plus 
lent d’un quatriéme trimestre a l’autre. C’est un simple 
calcul arithmétique qui donne le méme résultat pour 
tous. 


Ce qu’il faut retenir, c’est que si le taux de croissance 
de l’économie est de 2 p. 100 entre le quatriéme trimestre 
de 1987 et le quatriéme trimestre de 1988, ce sera 
légerement en deca du_ potentiel de 1l’économie 
canadienne et nous en jugerons le moment venu. Or, si la 
croissance est plus lente qu’elle ne pourrait 1’étre, il faut 
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unemployment rate. Our estimate would Suggest that we 
will rise slowly so that an average of 8.4% for the year 
1988 will be recorded and since we were at 8.1% in 
December 1987, sure enough, we have to rise to get that 
average. This is of course a good example of an area in 
which forecasters hope very much that they are wrong, 
and I will not be taking any steps to try to reach that 
number. 


Inflation, in our forecasts, will again be in the 4% 
range, much as it has been since 1984. We all know that 
in 1988 we have higher indirect taxes, boosting this 
apparent rate on CPI, although the appreciation that has 
occurred both in 1987 and as anticipated in 1988 should 
help reduce the rate of inflation. Certainly, in our view at 
least, unit labour costs remain moderate in 1988. 


I am also talking briefly about the period 1989-92, 
because in the budget documents you will be seeing their 
forecasts for that period since this encompasses then the 
five-year fiscal framework that the Department of Finance 
adopted a number of years ago. Over this second part of 
the period, again continued growth averaging perhaps a 
bit less than 3%. To the extent that we have that US. 
growth pause I mentioned earlier, a similar pause will 
occur here. 


The problem with this average pace of growth is that it 
is again only barely above the potential rate of growth of 
the economy and hence only slow progress is made on the 
unemployment rate. At present, we are expecting that 
unemployment rate to remain above 7% through 1992. 


CPI increases, as you would expect, are modest in that 
kind of environment, except of course for the possible 
indirect tax increases that may occur. 


Now, about policy—we have assumed in this base case 
or reference view that there are no new major moves 
towards fiscal restraint; that interest rates remain high in 
_ teal terms, high at least on a historical basis, but that 
there is some reduction in the differentials between 
' Canada and the United States. The exchange rate is 
expected to appreciate slightly from the current level of 
, about 75.4¢ in 1987 to over 80¢ in the early 1990s. 
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On the regional side, the pattern that emerges from 
this kind of growth is one in which the inverted teacup 
| kind of growth patterns continue. That is, central Canada 
,and Manitoba will grow more rapidly than average or at 
‘the average, and the Atlantic provinces, Saskatchewan, 
Alberta and B.C. will grow substantially below average, 
levith the Northwest Territories and the Yukon dominated 


by whether or not certain major projects go ahead. So you 
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s’attendre 4 une augmentation du taux de chomage. Nous 
prévoyons déja pour 1988 un taux de chomage moyen de 
8.4 p. 100 et, comme il était 4 8.1 p. 100 en décembre 
1987, il faudra manifestement qu'il y ait augmentation 
pour que nous atteignions ce taux moyen. II va sans dire 
que les prévisionnistes espérent bien se tromper sur cet 
indicateur et je ne prendrai aucune mesure pour obtenir 
ce résultat. 


D’aprés nos prévisions, linflation se situera aux 
environs de 4 p. 100 comme c’est le cas depuis 1984. Nous 
savons tous qu’en 1988 les taxes indirectes seront plus 
élevées et exerceront des pressions a la hausse sur VIPC, 
mais la hausse enregistrée en 1987 et prévue pour 1988 
devrait contribuer a réduire le taux d’inflation. Nous 
avons constat€é pour notre part que les cotits unitaires de 
la main-d’oeuvre demeurent modérés en 1988. 


Je mentionne briévement la période allant de 1989 4 
1992, parce que le ministére des Finances incluera ses 
prévisions pour cette période dans les documents 
budgetaires que vous verrez bientdt, étant donné qu’il y a 
recoupement avec le plan financier quinquennal adopté 
par le ministére il y a quelques années. Pour la deuxiéme 
moitié de la période, le taux de croissance moyen 
demeurera légérement inférieur 4 3 p. 100. Nous devrions 
connaitre une pause dans la croissance semblable a celle 
des Etats-Unis, dont j’ai déja parlé. 


Comme ce taux de croissance moyen n’est que 
légérement supérieur au taux de croisssance potentiel de 
l’€conomie, nous ne pourrons réduire rapidement le taux 
de chomage. A l’heure actuelle, nous prévoyons que le 
taux de chodmage demeurera au-dessus des 7 p. 100 
pendant tout 1992. 


Comme il faut s’y attendre dans pareille conjoncture, 
les augmentations de l’IPC demeureront modestes mais 
refléteront, bien sur, les éventuelles augmentations des 
taxes indirectes. 


Passons maintenant a la politique. Nous avons supposé 
dans ce scénario de référence que le gouvernement 
n’imposerait pas de nouvelles mesures importantes de 
restrictions budgétaires, que les taux d’intérét réels 
demeureraient élevés, du moins par comparaison aux taux 
connus récemment, mais qu’il y aurait réduction de 
V’écart entre les taux canadiens et américains. Nous 
prévoyons que le dollar canadien s’appréciera légérement 
pour passer de 75,4c. en 1987 a plus de 80c. au début des 
années 90. 


Nous constatons que les taux de _ croissance 
continueront de varier selon les régions, le graphique 
ressemblant a une tasse inversée. Autrement dit, le centre 
du pays et le Manitoba continueront de connaitre une 
croissance plus rapide ou aussi rapide que la moyenne 
alors que les provinces de |’Atlantique, la Saskatchewan, 
V’Alberta et la Colombie-Britannique afficheront un taux 
inférieur a la moyenne, celui des Territoires du Nord- 
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could have plus six or you could have zero there, 
depending on one or two projects. 


In the year 1988, it will appear as if things are getting 
better, because the growth rates in Quebec, Ontario and 
British Columbia will be down from where they were in 
1987, and in Quebec and Ontario perhaps substantially 
so, although they will still remain above average. 


Most other regions will expand more rapidly in 1988 
than in 1987, but not more rapidly than central Canada. 
So the gap does not get smaller; it just maintains its 
position. Unemployment rates remain high outside of 
Ontario and Manitoba, with little progress through 1992. 


Again, there are risks to this forecast. The U.S. ones, 
obviously. . . independent of the kinds of scenarios there, 
we could certainly find that business investment, which is 
already expected to be a fairly strong component of 
economic growth over the next several years, could be 
even more so, particularly if there is some serious move 
on the part of business to restructure in anticipation of 
the free trade agreement. 


Oil and gas investment is expected to turn around in 
1988, or at least stop falling. Recent weaknesses in oil 
prices, of course, could trigger substantially further 
declines. 


We do not expect the consumer to be as vigorous in 
the next several years as he has been in the past several. 
Recent declines in the savings rate are not expected to 
continue, and real incomes are muted by the slow growth 
in real wages and fiscal restraint, but the consumer could 
Surprise us again and further declines in the net savings 
rate could occur. The rate at the moment is about 9%, 
about twice that of the United States. - 


Much of the current level of the savings rate in 
Canada, we feel, is attributable to high levels of what we 
call contractual savings in the form of company pensions 
and RRSPs, and when you adjust for that it appears there 
is little room for further declines in what we might call 
discretionary savings. 


Well, so much for the outlook. I will be happy to look 
at additional questions. Very quickly, on the federal fiscal 
policy, it is important to know where we are at, and what 
happens if the policy packages we currently have remain. 


I bring to your attention to the report of the Auditor 
General tabled recently, and I have included in here the 
annex chart and some of the data behind that chart for 
your information. 
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Ouest et du Yukon dépendant de la décision d’aller de 
Vavant avec certains grands projets. Dans ces deux 
derniéres régions, le taux de croissance pourrait varier 
entre zéro et six p. 100, selon la réalisation ou le report 
d’un ou deux projets. 


En 1988, la situation semblera s’améliorer parce que 
les taux de croissance au Québec, en Ontario et en 
Colombie-Britannique seront inférieurs a ceux de 1987, 
voire méme beaucoup moins bons au Québec et en 
Ontario, méme s’ils demeurent au-dessus de la moyenne. 


La plupart des autres régions connaitront une 
expansion beaucoup plus rapide en 1988 qu’en 1987, mais 
le rythme de croissance sera beaucoup moins rapide que 
dans le centre du pays. Ainsi, l’écart ne se rétrécit pas; il 
demeure stable. Sauf en Ontario et au Manitoba, les taux 
de ch6mage demeureront élevés jusqu’en 1992. 


La encore, ces prévisions n’ont rien de certain. Il est 
clair qu’aux  Etats-Unis.... indépendamment de 
V’évolution des indicateurs aux Etats-Unis, nous pourrions 
certainement constater que les _ investissements des 
entreprises, dont on prévoit déja qu’ils stimuleront 
fortement la croissance €conomique au cours des années a 
venir, seront un facteur encore plus important de la 
croissance, surtout si les entreprises décident de 
restructurer leurs opérations en prévision de |l’entrée en 
vigueur de l’accord de libre-€change. 


Nous prévoyons qu’il y aura reprise des investissements 
dans le secteur des hydrocarbures en 1988 ou 4a tout le 
moins qu’ils cesseront de chuter. Le niveau peu élevé des 
prix du pétrole, ces derniers temps, pourrait toutefois 
provoquer de nouvelles baisses. 


Nous prévoyons pour les quelques années a venir un 
fléchissement de la demande des consommateurs par 
rapport au niveau des dernieres années. Les taux 
d’épargne devraient cesser de diminuer et les revenus 
réels diminuent en raison de la lente croissance des 
salaires réels et des mesures de restriction budgétaire, mais 
le consommateur pourrait nous surprendre et réduire 
encore le taux d’épargne net. A l’heure actuelle, il est 
d’environ 9 p. 100, soit le double de celui des Américains. 


A notre avis, le niveau actuel de l’épargne au Canada 
est attribuable en grande partie au niveau élevé de ce qu’il 
est convenu d’appeler l’€pargne contractuelle, c’est-a-dire 
les caisses de retraite des sociétés et les REER. Compte- 
tenu de cette composante de lépargne, l’épargne 
discrétionnaire ne saurait baisser beaucoup plus. 


Voila qui met fin a mon survol des perspectives 
économiques. Si vous avez des questions a poser a ce sujet, 
j’y répondrai avec plaisir. En ce qui concerne la politique 
budgétaire fédérale, je dirai briévement qu’il est important 
de faire le point et de voir ce qui se produira si la 
politique actuelle est maintenue. 


Je vous rappelle que le vérificateur général a déposé 
récemment son rapport et j’ai inclus en annexe, pour 
votre gouverne, le tableau et certaines des données 
d’accompagnement. 


} 
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The key message to take away from the disaggregation 
of the deficit into its three principal components is that 
there has been a move _ towards discretionary fiscal 
restraint, as reflected in what we call the primary 
structural balance, moving from a deficit of about $6 
billion in 1985 to a surplus of $1.4 billion in 1986 and a 
similar level in 1987. 


Current policies move towards even further restraint in 
1988, with a projected primary structural surplus of some 
$9.6 billion and continuing surpluses in the years 1989 to 
1991. I would suggest that those who claim the 
government has not done anything are not looking at the 
numbers. 


In fact, the National Accounts deficit, which is what 
this framework we are just looking at refers to, is in fact 
running in the first three quarters of 1987 at an annual 
rate of about $23 billion. That is below the finance 
forecast of some $25.7 billion made in June 1987, almost 
$3 billion lower. This will probably turn out to reflect the 
somewhat stronger economy than had been anticipated, 
and reduce the cyclical component of this disaggregation 
with little change to the other components. 


° 0955 


Therefore, with an economic outlook, which at least I 
consider not vigorous, with a continued high level of 
unemployment and little progress, perhaps in fact some 
backsliding in 1988, I would be concerned if we applied 
even further restraint in the February 1988 budget. 


Even with what is already planned, there is some risk 
of tipping the economy towards slower growth. A similar 
shift, in 1981 for example, I would suggest, contributed to 
the deep recession of 1982, and the consumer was also 
vulnerable then. 


I am not suggesting that the primary structural balance 
being in surplus means we have no problems. It is only 
one of the three components. The cyclical component will 
remain negative as long as we continue to operate below 
the potential of the economy, net interest payments 
continue to increase, although at a slower rate, reflecting 
the accumulating debt, and high nominal interest rates. 


It is to that latter issue I would like to turn briefly, the 
debt-ratio’s instability, because the same forecast from the 
Department of Finance, in June, is a pattern in which the 
debt Gross Domestic Product ratio rises, although tending 
to stabilize in the early 1990s. 


This has recently been raised as a major source of 
concern by the C.D. Howe Institute, along with their call 
for further fiscal restraint. What is the problem? A ratio 
rising at an accelerating rate is a matter of concern 
because at some point it does reach a level and pace of 
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Ce quil faut surtout retenir de la ventilation qui est 
faite des trois principales composantes du déficit, c’est que 
le gouvernement a mis en place un programme de 
restrictions budgétaires discrétionnaires, comme en 
témoigne ce que nous appelons l’équilibre structurel 
primaire. Le déficit d’environ 6 milliards de dollars 
enregistré en 1985 fait place 4 un excédent de 1,4 milliard 
de dollars en 1986 et 4 un excédent semblable en 1987. 


Les politiques actuelles du gouvernement imposeront 
de nouvelles restrictions en 1988 puisqu’il est prévu que 
Vexcédent structurel primaire atteindra 9,6 milliards de 
dollars et que des excédents seront aussi enregistrés entre 
1989 et 1991. A mon avis, ceux qui reprochent au 
gouvernement de n’avoir rien fait ne tiennent pas compte 
des chiffres. 


De fait, le deficit calculé selon les chiffres des Comptes 
nationaux, auquel renvoie |’analyse que nous venons de 
voir, atteint pour les trois premiers trimestres de 1987, 23 
milliards de dollars environ, 4 un taux annualisé, soit 3 
milliards de dollars de moins que les 25,7 milliards de 
dollars prévus par le ministére des Finances au mois de 
juin 1987. Ce chiffre reflétera sans doute mieux la 
croissance de l’€conomie plus forte que prévue et réduira 
Vélément cyclique du déficit désagrégé, sans toutefois 
modifier de fagon significative les autres éléments. 


Par conséquent, étant donné les prévisions d’une 
croissance €conomique que j’estime modeste et le 
maintien d’un taux de chomage élevé, qui pourrait méme 
augmenter en 1988, je jugerais mal venue l’imposition de 
nouvelles restrictions dans le budget de février 1988. 


Les mesures prévues risquent déja de freiner la 
croissance de l’économie. J’estime, par exemple, que des 
mesures semblables décidées en 1981 ont contribué a 
provoquer la profonde récession de 1982 4 une époque ot 
les consommateurs étaient tout aussi  vulnérables 
qu’aujourd’hui. 


Je ne prétends pas que l’excédent structurel primaire 
doive €tre interprété comme voulant dire qu’il n’y a pas 
de probléme. Ce n’est qu’un élément sur trois. L’élément 
cyclique demeurera négatif tant que l’économie ne 
tournera pas a pleine capacité, que le montant net des 
frais d’intérét continuera d’augmenter, quoique plus 
lentement, en raison de la dette cumulative et que les taux 
d’intérét nominaux demeureront élevés. 


J’aimerais d’ailleurs parler briévement de l’instabilité 
du ratio de la dette parce que, en juin, le ministére des 
Finances a prévu que le ratio dette/PIB augmentera méme 
s’il doit se stabiliser au début des années 1990. 


L’Institut C.D. Howe a d’ailleurs dit recemment que 
c’est la une source sérieuse de préoccupation et a réclamé 
de nouvelles restrictions budgétaires. Quel est le 
probleme? L’augmentation toujours plus rapide du ratio 
est inquiétante parce qu’au-dela d’un certain niveau, les 
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growth in which financial markets are perhaps unable to 
cope, or the exchange rate becomes unglued. 


However, the current scenario is not such a case. If 
further progress is desired, that is, if you are not happy 
with the stabilizing rate now in place, and want to call for 
some major changes, I suggest that those who do so look 
at all the relevant elements determining this ratio. Those 
are the growth and the economy, real interest rates, and 
the primary balance. 


A stronger economy will reduce these deficits and the 
debt ratio, both through an improvement in the deficit, as 
well as an increase in the level of Gross Domestic 
Product. Lower real interest rates also help in reducing 
the interest payments and indirectly promoting real 
growth. 


It is only if you believe, or intend as a policy, that real 
interest rates will exceed the real growth of the economy 
for many years to come, does it make any sense to run a 
primary surplus. 


But if that is in fact the world we are going to be living 
in, all debtors are going to want to be running a surplus. 
Everyone will want to get out of debt and be an asset 
holder, be a rentier, and if they do not, then of course 
their debt-income ratios will rise inexorbitantly. 


An interesting question may be whether it is 
responsible for the government to be trying to be doing 
the same thing at the same time. In any case, in such a 
world, I suspect that no one will in fact succeed in their 
goal, and the consequence will be high and growing 
unemployment of both labour and capital. 


I would suggest that the problem of the debt-GDP ratio 
stability can be seen as also relating to interest rates and 
the underperformance of the economy, and the facile 
cure of more fiscal restraint is not the only option, and 
one might want to add it is not clear if it is even in the 
right direction. 


This then raises the issue of appropriate monetary 
policy settings. You had a long tutorial on monetary 
policy here, several weeks ago, from the governor, and I 
would not suggest that I will try to match his lucidity. 


I. would, however, state quite clearly that in my view 
interest rates in Canada are high. They are high relative to 
those of the United States at this point in time, and they 
are probably high in real terms. The real interest rate, by 
the way, is the nominal interest rate less the expected rate 
of inflation. 


The Governor of the Bank of Canada recently testified 
before your committee about the conduct of monetary 
policy, outlining his objective of zero inflation and his 
concerns about the tightness of the economy, particularly 
in Ontario. 
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marchés financiers s’essoufflent et le taux de change se 
dégrade. 


Toutefois, le probleme ne se pose pas actuellement. Je 
répondrais 4 ceux qui jugent insatisfaisants les progrés 
réalisés jusqu’a maintenant et le taux stabilisateur pratiqué 
actuellement, et qui  réclament une _ intervention 
vigoureuse, quils doivent tenir compte des éléments 
pertinents qui influent sur ce ratio. Il s’agit du taux de 
croissance de l’économie, des taux d’intérét réels et du 
déficit primaire. 


Une économie plus forte permettra de réduire ces 
déficits et le ratio de la dette tant en diminuant le déficit 
qu’en augmentant le niveau du produit intérieur brut. La 
réduction des taux d’intérét réels contribuera a réduire les 
paiements d’intéréts et favorisera, indirectement, une 
croissance réelle. 


Le gouvernement a raison d’accumuler un excédent 
primaire uniquement s’il croit que les taux d’intérét réels 
dépasseront pendant de nombreuses années le taux de 
croissance réel de l’€conomie ou si c’est l’objectif qu’il 
vise. 


Or, si c’est effectivement ce qui nous attend, tous les 
créanciers voudront accumuler un excédent. Chacun 
voudra liquider ses dettes et devenir rentier, sans quoi 
leur ratio dette-revenu augmentera démesurément. 


Ce serait intéressant de savoir si le gouvernement agit 
de fagon responsable lorsqu’il essaie de tout faire en 
méme temps. De toute fagon, dans pareil cas, je 
soupgonne que personne n’atteindra |’objectif et qu’il en 
résultera un sous-emploi croissant de la main-d’oeuvre et 
du capital. 


J’estime que le probléme de la stabilité du ratio dette- 
PIB est aussi attribuable aux taux d’intérét et a la 
performance décevante de l’€conomie et que la seule 
option n’est pas la solution facile des _ restrictions 
budgétaires, dont on doit se demander si elles sont 
susceptibles de donner des résultats. 


Cela m’améne a aborder la question de l’adoption de 
politiques monétaires appropriées. Il y a quelques 
semaines, le gouverneur vous a donné un long cours sur 
la politique monétaire et je n’oserais prétendre posséder la 
méme lucidité que lui. 


Je suis toutefois prét a dire trés clairement qu’a mon 
avis, les taux d’intérét au Canada sont élevés. Ils le sont 
par rapport a ceux des Etats-Unis a l’heure actuelle et le 
sont aussi en termes réels. Je vous rappelle en passant que 
le taux d’intérét réel, c’est la différence entre le taux 
d’intérét nominal et le taux d’inflation prévu. 


Le gouverneur de la Banque du Canada a comparu 
récemment devant votre comité et vous a expliqué que sa 
politique monétaire refléte le fait que son principal 
objectif est de ramener |’inflation a zéro et d’éviter une 
surchauffe de l’économie, particuliérement en Ontario. 
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We have seen those concerns reflected recently in the 
slow growth in monetary aggregates, rising interest rates, 
and the rising exchange rate. 


In this environment, I would suggest we should 
understand what it is we are trying to do. 
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The challenge is to make a transition from the present 
environment to one in which real interest rates are at or 
below the real growth in the economy, and at the same 
time not to abandon the gains made on the inflation front 
or the real income gains that flow from the appreciations. 
I do not think there is any disagreement on this objective. 
I think there is wide agreement on it. What is not clear, 
however, is how you do it, who goes first, and in what 
order. 


In the interest of making it look simple, let me simply 
suggest we start with interest rates in Canada being 
reduced by at least one or two percentage points. This 
would reduce the differential between Canadian and U:S. 
rates to under 100 basis points. This would improve the 
fiscal picture in Canada directly. We think the slowing 
pace of inflation, continued optimism about the future of 
the Canadian economy, and the free trade agreement 
would help to offset any significant depreciation of the 
currency. 


The other recommendation is that monetary policy is 
too blunt an instrument to use for slowing down growth 
in particular regions. The Bank of Canada should stop 
worrying about Toronto. Some overheating there is likely 
to lead to expansion elsewhere and should be viewed as a 
necessary part of the growth process. The best thing that 
can happen for the Maritimes is for a company to move 
there because it cannot afford to live in Toronto, for 
example. 


There is no question that lower rates of inflation may 
be the primary concern of the bank, but I feel they should 
not be left alone in their pursuit of that objective. It is 
time for us to begin a process of consultation among 
business, labour, governments, and other groups, with the 
objective of improving our inflation performance and real 
performance simultaneously. It is no challenge to get 
inflation down if you have the unemployment rate at 9% 
or 10%. Nor is it any real challenge to get the 
unemployment rate down to 4% and then disregard 
inflation. What the challenge is, what makes it work, why 


there are needs for Banks of Canada, Departments of 


Finance, and committees of the House, is to do both, or to 
go as far as one possibly can towards those objectives; 
plus, of course, as you know, many others. 


Two other points or matters for your committee. Index 
bonds: I will not go into those at any great length, but 
Obviously you asked me what the real rate of interest is in 
Canada. I can tell you how to calculate it, but we really 
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Ces objectifs se sont reflétés récemment dans la lente 
croissance des agrégats monétaires, augmentation des 
taux d’intérét et la montée du taux de change. 


Cela étant dit, il faut a notre avis chercher a 
comprendre ce que nous cherchons a faire. 


Le défi consiste 4 ramener les taux d’intérét réels au 
niveau ou en deca du niveau de la croissance réelle de 
l’€conomie sans toutefois renoncer a lutter contre une 
reprise de l’inflation et sans renoncer a lV’augmentation du 
revenu réel qui résulte de la croissance. Tout le monde 
s’entend, je crois, sur cet objectif. Il est généralement 
accepté. Ce qu’on ne sait pas encore, c’est comment on 
doit s’y prendre et qui doit prendre |’initiative. 


Je dirais, pour vous donner Vimpression que c’est 
simple, qu’il faut d’abord et avant tout réduire les taux 
d’intérét au Canada d’au moins un ou deux points de 
pourcentage. Cela rameénerait l’écart entre les taux 
canadien et américain a moins de 100 points de base. Cela 
améliorerait directement la situation financiére du 
Canada. Nous croyons que le ralentissement de la 
progression de l’inflation, l’optimisme soutenu quant aux 
perspectives économiques du Canada et l’accord de 
libre-echange compenseront dans une certaine mesure 
toute dépréciation notable de notre dollar. 


Nous estimons par ailleurs que la politique monétaire 
est un instrument trop grossier, qui ne devrait pas étre 
utilisé pour ralentir la croissance dans certaines régions. 
La Banque du Canada devrait cesser d’étre tourmentée 
par Toronto. Une éventuelle surchauffe en Ontario 
pourrait favoriser l’expansion ailleurs et devrait étre 
pergue comme un élément nécessaire du processus de 
croissance. Par exemple, les Maritimes se réjouiraient de 
la venue d’une société qui aurait jugé le coat de la vie a 
Toronto au-dessus de ses moyens. 


Il ne fait aucun doute que le principal souci de la 
Banque c’est la lutte contre l’inflation, mais j’estime qu’il 
ne faut pas la laisser poursuivre seule cet objectif. Il est 
grand temps que nous engagions des consultations avec les 
entreprises, les syndicats, les gouvernements et les autres 
groupes intéressés dans le but d’améliorer du méme coup 
les résultats au plan de l’inflation et la performance de 
économie. Ce n’est pas difficile de réduire les taux 
d’inflation lorsque les taux de chémage atteignent 9 ou 10 
p. 100. Ce n’est pas non plus trés difficile de ramener le 
taux de chomage a 4 p. 100 en laissant libre cours a 
inflation. Le vrai défi pour la Banque du Canada, le 
ministere des Finances et le Comité de la Chambre, c’est 
de se rapprocher autant que possible et en méme temps 
de ces deux objectifs parmi bien d’autres, comme vous le 
savez. 


J’aimerais aborder deux autres questions. Je ne vais pas 
discuter en détail des obligations indexées mais vous 
m’avez demandé ce qu’est le taux d’intérét réel au 
Canada. Je peux vous expliquer comment le calculer mais 


1392 


[Text] 


do not know what it is, because it is the current interest 
rate less the expected inflation rate. The way you get a 
measure of that is to create a market in which people can 
buy and sell instruments that bear real interest rates. What 
I would suggest you give serious thought to is the 
consideration of a set of indexed bonds being issued by 
the federal government, one purpose of which would be 
to provide that market signal on real interest rates. 


There is also a lot of interest at the moment in 
providing indexed pensions, at least to some groups. I 
guess the federal civil service will come later. A major 
barrier, of course, is the uncertainty about future inflation 
and interest rates and the sharing of the risks. I suggested 
that these same indexed bonds represent at least a useful 
vehicle for bridging that gap. I simply leave the suggestion 
with you. You may want to look at this issue in greater 
depth, perhaps examining the experience in the United 
Kingdom with its issue, as well as that of several other 
countries. 


The second item is the macro-economic effects of stage 
two. You are going to hear lots about stage two. You 
already have. With the full-blown package that is at least 
being talked about, it is likely the consumer price index 
will increase substantially on what should be a one-time 
basis. Such an adjustment raises a number of macro- 
economic issues, including whether further inflation will 
be induced by cost-of-living clauses, by price escalators in 
the collective bargaining process. What are appropriate 
indexing factors to use for transfer payments, personal 
income taxes, and other public expenditures? What 
should be the monitoring policy adjustment? How do we 
ensure foreign observers do not misread the price change 
as persistent higher inflation? With a package that reduces 
a direct tax burden on some, raises the cost of living of 
most, increases sales tax credits for lower income groups, 
and also alters corporate taxation, how will anyone know 
the net effect on their group? 
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On your trip to New Zealand, I suggest you probe their 
experience in this area and, in particular, focus on the 
role of the real income indexes prepared by their 
Department of Statistics. Did these indexes help various 
groups to understand the major changes implemented? 
What problems were encountered? Would they have done 
the same thing if they were to do it over again? 


To conclude my formal comments, I would like to 
simply read to you a paragraph or two from a recent 
article in The New Yorker, November 23, 1987, called 
“The Annals of Finance, Section Three: The Hardest 
Choice”, by William Greider. I think it quite appropriate, 
although he is talking about the United States Federal 
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je ne sais pas au juste ou il se situe puisqu’il s’agit du taux 
d’intérét actuel moins le taux d’inflation prévu. Il est 
déterminé par un marché sur lequel les gens peuvent 
acheter et vendre des titres portant un taux d’intérét réel. 
J’aimerais que vous envisagiez sérieusement la possibilité 
pour le gouvernement fédéral d’émettre des obligations 
indexées, dont une des raisons d’étre serait d’indiquer au 
marché le niveau des taux d’intérét réels. 


Il est souvent question ces jours-ci d’accorder des 
pensions indexées, du moins a certains groupes. J’imagine 
que la Fonction publique fédérale aura son tour. Parmi 
les principaux obstacles, notons l’incertitude quant aux 
futurs taux d’inflation et d’intérét et le partage des risques. 
A mon avis, ces mémes obligations indexées pourraient 
dans une certaine mesure combler l’écart. C’est une 
suggestion que je vous fais. Vous voudrez sans doute 
Vexaminer plus en profondeur et tenir compte de 
Vexpérience tentée par le Royaume-Uni et plusieurs 
autres pays qui ont émis de telles obligations. 


Enfin, j’aimerais parler des répercussions 
macro-économiques de la deuxiéme étape de la réforme 
fiscale. Vous en entendrez beaucoup parler. C’est déja fait. 
Si les propositions déja a l’étude sont adoptées, il est fort 
probable que l’indice des prix a la consommation fera un 
bond unique mais considérable. L’ajustement que cela 
suppose souléve un certain nombre de questions 
macro-économiques, notamment celle de savoir si les 
indemnités de vie chére et les clauses d’indexation 
négociées provoqueront une relance de l’inflation. Quels 
facteurs d’indexation devront étre retenus pour les 
paiements de transfert, l’impdot sur le revenu des 
particuliers et autres dépenses publiques? Quel ajustement 
doit étre prévu dans la politique de surveillance? 
Comment éviterons-nous que les observateurs étrangers 
ne voient dans l’augmentation des prix un signe d’une 
relance persistante de l’inflation? Comment mesurerons- 
nous l’effet net sur un groupe donné si nous allégeons 
directement le fardeau fiscal de certains, si nous 
augmentons le cout de la vie pour la plupart des 
Canadiens, si nous augmentons les crédits au titre de la 
taxe de vente pour certains groupes 4 faible revenu et si 
nous modifions aussi le régime d’imposition des sociétés? 


Lorsque vous vous rendrez en Nouvelle-Zélande, je 
vous conseille de voir ce que ce pays a fait dans ce secteur 
et, notamment, de vous concentrer sur l’importance des 
indices de revenu réel préparés par son ministére de la 
statistique. Ces indices ont-ils permis a divers groupes de 
comprendre les profonds changements mis en oeuvre? A 
quels problémes se sont-ils heurtés? Procéderaient-ils de la 
méme facon si c’était a refaire? 


Pour conclure mes observations, je voudrais 
simplement vous lire un paragraphe ou deux d’un article 
récent de William Greider, paru dans The New Yorker du 
23 novembre 1987 et intitulé «Les annales de la finance, 
chapitre 3: le choix le plus difficile». I] est tout a fait 
pertinent, 4 mon avis, méme si l’auteur parle de la 
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Reserve in this third part of this three-part series. I hear 
some of the same frustrations and concerns we have here 
in Canada. I quote: 


A genuine economic reconstruction will likely not 
begin until alk the contending forces—from Wall Street 
‘ investors to Iowa farmers, from the White House and 
Congress to the insulated governors of the Federal 
Reserve—are willing to acknowledge their complicity 
in the destructive tug of war between wage earners and 
wealth holders which has been under way for the last 
two decades. The money question has, in a sense, been 
tearing things apart, first by the extreme swing of 
inflation, and then by the Opposite extreme, the 
Capitulation to the anxieties of Capital. Wherever one’s 
sympathies may lie, it is a fact that human livelihoods 
and valuable enterprises alike are damaged by these 
violent swings in money values. Meanwhile, the 
nation’s fundamental economic problems go 
unintended. When economic growth is persistently 
disappointing, it is inevitable that the two groups, 
which sometimes overlap, will dispute the diminishing 
shares. 


The beginning of reconciliation would require all 
parties to acknowledge that the conflicts surrounding 
money are ultimately political questions and must be 
settled in political arenas. It is bizarre, for instance, to 
imagine that the federal government 


—speaking here of the U.S. federal government— 


can somehow manage the world’s most powerful 
economy through two separate and independent agents, 
its elected representatives and the central bank, which 
are not even required to co-ordinate their actions. The 
awesome powers of the independent Federal Reserve 
have accumulated, after all, mainly because in this 
regard representative democracy abdicated its 
responsibility. Ultimately, it is idle hope that remote 
technicrats working in obscurity at an independent 
central bank, however earnest and expert and 
dedicated, can resolve the deepest divisions within the 
American system. 


| Whether that applies here in Canada, we can cover in 
questions. 


The Chairman: Thank you. Before I go on to my first 
questioner, I was wondering if you would explain to me 
So I can explain to my constituents how the Government 
of Canada has a surplus of $9.6 billion in 1988. 


\ 
} 
i 


| Mr. McCracken: Near the back of my brief, there are 
three charts taken from the report of the Auditor General 
in 1987 showing the components of the federal deficit. Let 
“us start recognizing that the deficit, as measured by this 
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Réserve fédérale américaine dans cette troisiéme et 
derniére partie d’une série d’articles. Je constate que les 
sources de mécontentement et les préoccupations sont 
parfois les mémes qu’au Canada. Je cite: 


Il n’y aura pas de véritable relance économique tant 
que toutes les forces en jeu—des investisseurs de Wall 
Street aux agriculteurs de I’lowa, de la Maison Blanche 
et du Congrés aux gouverneurs isolés de la Réserve 
fédérale—ne_ seront pas préts a reconnaitre leur 
complicité dans la lutte acharnée et destructive qui 
Oppose depuis une vingtaine d’années les salariés et les 
riches. La question financiére a d’une certaine facon 
provoqué un déséquilibre, tout d’abord en raison des 
fluctuations extrémes de l’inflation et ensuite parce que 
Von a cédé de fagon tout aussi extréme a la fiévre du 
capital. Quel que soit le cété pour lequel on penche, il 
est un fait que ces fluctuations violentes de la valeur 
monétaire nuisent a la fois au gagne-pain des 
particuliers et aux chiffres d’affaires d’entreprises trés 
utiles. Dans l’intervalle, on a tendance a négliger les 
problemes économiques fondamentaux du pays. 
Lorsque la croissance économique est continuellement 
décevante, il est inévitable que les deux groupes, qui se 
chevauchent parfois, se disputent les maigres avantages 
qui restent. 


Pour qu’une réconciliation s’amorce, toute les 
parties devront reconnaitre que les différends d’ordre 
monétaire sont en dernier ressort des problémes 
politiques qui doivent se régler sur la scéne politique. Il 
est €trange, par exemple, dimaginer que le 
gouvernement fédéral 


. . il s’agit ici du gouvernement fédéral américain. . . 


réussit a gérer l’économie la plus puissante du monde 
par lentremise de deux agents distincts et 
indépendants: ses représentants élus et la banque 
centrale, qui ne sont méme pas tenus de coordonner 
leurs _ initiatives. Aprés tout, les pouvoirs 
impressionnants de la Réserve fédérale indépendante 
ont augmenté principalement parce que la démocratie 
représentative a renoncé a sa responsabilité dans ce 
domaine. En dernier ressort, il est inutile d’espérer que 
des technocrates isolés dans leur tour d’ivoire dans une 
banque centrale indépendante, malgré leur honnéteté, 
leur compétence et leur dévouement, pourront régler 
les divergences profondes du systeme américain. 


Il y a lieu de se demander si cela s’applique au Canada. 


Le président: Je vous remercie. Avant de donner la 
parole au premier député qui vous posera ses questions, 
j’aimerais que vous m’expliquiez, pour que je€ puisse 
l’expliquer a mes électeurs, comment le gouvernement du 
Canada a, en 1988, un excédent de 9,6 milliards de 
dollars. 


M. McCracken: Vers la fin de mon mémoire se 
trouvent trois tableaux, provenant du rapport de 1987 du 
vérificateur général, qui indiquent les éléments du déficit 
fédéral. Nous devons tout d’abord admettre que le déficit, 
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particular process, is approximately $26 billion in 1986, 
or maybe more precisely, $24.777 billion. It has actually 
changed since then, but call it $25 billion. 


It has three components. One reason the deficit is so 
large is that we are running an unemployment rate and a 
level of output in the economy that is substantially below 
our capacities, our capabilities and the available labour 
supply. 

The first panel on these three charts shows that 
particular level and estimates or indicates that in the 1986 
calendar year about $8.6 billion of the deficit could be 
attributed to the poor performance, which has the effects 
of reducing federal tax revenues below what they 
otherwise would be and raising unemployment insurance 
benefits. 


= LOLO 


The Chairman: What is_ the rate for 


unemployment then? 


zero 


Mr. McCracken: In this particular set of calculations, it 
appears that the Bank of Canada has used about 6.1%. It 
is not viewed as a full employment budget but rather as a 
cyclically adjusted budget. It is, in some sense, the average 
over the last seven or eight years. 


The Chairman: What is your view as to what is full 
employment? 


Mr. McCracken: I would not 
governments until we got below 4%. 


stop challenging 


The Chairman: Would you get rid of the UIC to do 
that? 


Mr. McCracken: No, I do not think it is necessary. 


Let us say we have then taken care of explaining or 
identifying some $8.6 billion of the deficit as due to high- 
unemployment-related economic problems. The second 
component is to look at what are the revenues less the 
program costs with the economy performing reasonably 
well. In other words, if we were to take from the deficit 
that part that is cyclical and look at what is left, it is made 
up of two parts: those having to do with the direct 
Operations of governments, revenues and program 
expenditures; and the part going to service current and 
past debts. 


That particular component is what we call the primary 
structural balance. Perhaps more understandably, the 
Auditor General chose to call it revenues minus program 
costs with the economy performing well. Again, that is 
indicated in 1986 to be in the small surplus of about $1.4 
billion that I referred to earlier. 


The Chairman: You did not tell me how you got that 
surplus. 
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évalué de cette fagon, s’éléve a environ 26 milliards de 
dollars en 1986, ou, pour étre plus précis, a 24,777 
milliards de dollars. Le chiffre a changé depuis lors, mais 
disons qu’il s’agit de 25 milliards de dollars. 


Ce déficit se compose de trois éléments. D’une part, il 
est important parce que notre taux de chOmage est trop 
élevé et que le rendement de notre économie est 
nettement inférieur a notre capacité, compte tenu de nos 
moyens et de la main-d’oeuvre disponible. 


Dans le premier graphique de ces trois tableaux, on 
trouve des prévisions et il est indiqué que, pour l’année 
civile 1986, prés de 8,6 milliards de dollars de déficit 
pourraient étre attribués au rendement économique 
insuffisant, d’ou une diminution des recettes fiscales 
fédérales et une augmentation des prestations d’assurance- 
chomage. 


Le président: Quel est donc le taux de base pour le 
choémage? 


M. McCracken: Dans cette série précise de calculs, la 
Banque du Canada a utilisé 6,1 p. 100 environ, semble-t- 
il. Il ne s’agit pas d’un budget de plein emploi mais plutét 
d’un budget qui tient compte des fluctuations cycliques. II 
s’agit d’une certaine fagon de la moyenne au cours des 
sept ou huit derniéres années. 


Le président: Qu’est-ce que le plein emploi, selon 


vous? 


M. McCracken: Je ne laisserais pas le gouvernement en 
paix tant que le taux de chOmage ne tombera pas au- 
dessous de 4 p. 100. 


Le président: Supprimeriez-vous la caisse d’assurance- 
chomage pour y parvenir? 


M. McCracken: Non, je ne pense pas que ce soit utile. 


Disons que nous avons donc expliqué l’origine de prés 
de 8,6 milliards de dollars de déficit, a savoir des 
problémes économiques dus 4 un taux de chémage élevé. 
Le deuxiéme élément consiste a évaluer les recettes en 
déduisant le coat des programmes, dans une économie 
qui fonctionne relativement bien. Autrement dit, si nous 
déduisions du déficit la partie cyclique et examinions ce 
qui reste, on s’apercevrait qu’il se compose de deux 
éléments: une partie concernant les activités directes des — 
gouvernements, les recettes et les dépenses de programmes 
et l’autre servant a payer l’intérét sur les dettes actuelles et 
passées. 


C’est cette partie que nous appelons le solde structurel 
primaire. Le vérificateur général a choisi une définition 
peut- -étre plus facile a prendre en l’appelant les recettes 
moins les coats des programmes dans une économie a 
bon rendement. La encore, on note pour 1986 un petit 
excédent d’environ 1,4 milliard de dollars dont j’ai parle 
plus tot. 


Le président: Vous ne m’avez toujours pas dit comment 
vous avez obtenu cet excédent. 
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Mr. McCracken: I calculate it in this way. First I get a 
cyclically adjusted balance, and I get that by subtracting 
the cyclical component from the deficit. So I take $25 
billion less $8.6 billion, which gives me a cyclically 
adjusted balance of approximately $16.4 billion. I then 
look at what the net interest costs of government are, the 
third panel here, and we note that net interest payments 
contributed some $17.6 billion to the federal deficit. I 
subtract $17.6 billion of net interest payments—that is, 
gross interest payments of about— 


The Chairman: Then interest payments do not account 
in the deficit. Is that sort of a surplus? 


Mr. McCracken: Interest payments are not counting in 
this deficit due to discretionary actions of government. 
They do not have any discretion, at the fiscal house 
anyway, On a day-to-day basis about what the interest costs 
will be, and they cannot do anything about the obligations 
they have accumulated in the past other than to pay. 


The Chairman: I see. We do not count that as a deficit 
at all, is that correct? 


Mr. McCracken: You do not count it when you are 
asking the question: what is the fiscal stance of 
government, what are they doing on a discretionary basis? 


Let me flip it around and suggest to you that we could 
have a $4-billion or $5-billion drop in the deficit if we 
had nothing happen but interest rates declined several 
hundred basis points. Would you want to give 
governments credit for that great performance in that 
kind of an environment? The answer is that you might 
but others might not. So, to sort that out, we say: well, let 
us set that issue aside for the moment and look at what we 
might call the primary structural balance, and that is of 
course the one that is in slight surplus. 


This does not have the forecast on it, but the 
information provided by the Department of Finance on 
June 29, which is also attached to your document, shows 
this primary structural balance moving from 

approximately $1.5 billion in 1987 to significant surplus 
in 1988, $9.6 billion; still in surplus, although not quite as 
much, in 1989, at $6.5 billion; and then moving to 
_ substantially higher levels in 1990 and 1991. This was the 
forecast provided with their tax reform material in June 
reflecting phase one of tax reform, although not the 
recent December changes, nor of course the relatively 
| good performance the Canadian economy has in fact 


_ experienced in the last several quarters. 
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Mr. McCrossan: Mr. McCracken, I would like to 
) examine the relationship between fiscal and monetary 
policy in the States, and then move to Canada. 


[Traduction| 


M. McCracken: Voici comment Je le calcule: tout 
d’abord, j’obtiens un total qui tient compte des 
fluctuations cycliques, c’est-a-dire en soustrayant l’élément 
cyclique du déficit. Je retire donc 8,6 milliards de dollars 
des 25 milliards de dollars, ce qui me donne un solde 
ajusté d’environ 16,4 milliards de dollars. Puis Je vérifie 
les frais d’intéréts nets du gouvernement, qui 
correspondent au troisiéme graphique de mon tableau, et 
je remarque qu’ils représentaient prés de 17,6 milliards de 
dollars du déficit fédéral. Je soustrais cette somme des 
paiements d’intéréts nets—c’est-a-dire les paiements 
d’intéréts bruts d’environ. . . 


Le président: Les paiements d’intéréts ne sont donc pas 
inclus dans le déficit. Est-ce la une sorte d’excédent? 


M. McCracken: Les paiements d’intéréts ne comptent 
pas dans ce déficit qui est da aux _ initiatives 
discrétionnaires du gouvernement. II ne peut pas 
déterminer 4 combien s’éléveront les frais d’intéréts d’un 
jour a l’autre, et il ne peut rien faire pour éviter de payer 
les obligations cumulées par le passé. 


Le président: Je vois. Donc, si jai bien compris, nous 
ne comptons pas ces sommes dans le déficit? 


M. McCracken: On ne les compte pas lorsque l’on pose 
la question suivante: quelle est la situation financiére du 
gouvernement? Quelles mesures discrétionnaires prend- 
il? 

Ou bien, si l’on inverse les choses, on peut dire que le 
déficit diminuerait de 4 milliards de dollars ou de 5 
milliards de dollars si la situation restait la méme mais 
que les taux d’intéréts diminuaient de plusieurs centaines 
de points. Seriez-vous prét a attribuer d’aussi bons 
résultats au gouvernement, dans un milieu semblable? 
Vous peut-étre, mais d’autres non. C’est pourquoi, pour 
résoudre le probléme, nous disons: Bien, laissons cela de 
coté pour le moment et voyons ce que nous appelons le 
solde structurel primaire, qui, évidemment, est légerement 
excédentaire. 


Il n’y a pas de prévision a ce sujet, mais d’aprés les 
renseignements fournis par le ministére des Finances le 
29 juin, qui sont également joints 4 votre document, on 
constate que ce solde structurel primaire est passé 
d’environ 1,5 milliard de dollars en 1987 4 un excédent 
important de 9,6 milliards de dollars en 1988; l’excédent 
se maintient en 1989, quoique légérement inférieur, a 6,5 
milliards de dollars; puis il augmente considérablement 
en 1990 et 1991. Telles sont les prévisions que le 
gouvernement a fourni dans sa documentation sur la 
réforme fiscale en juin, au sujet de la premiére €tape de la 
réforme fiscale, méme si elle ne tenait pas compte des 
changements récents survenus en décembre ni, bien 
entendu, du rendement relativement bon de 1l’économie 
canadienne depuis plusieurs trimestres. 


M. McCrossan: Monsieur McCracken, je voudrais 
examiner le rapport entre la politique financiére et 
monétaire aux Etats-Unis, et passer ensuite au Canada. 
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Tax increases, obviously, tend to depress the economy 
because they remove money from consumers; but to the 
extent a tax increase leads to lesser demand from the 
federal borrowing and allows for a reduction in real 
interest rates, there is an offsetting boost to the economy. 
The question, then, has to do with the the interaction of 
the effect of possible increases in taxes, which reduce the 
economic effect, and the possible reduction in real 
interest rates, which increases it. 


One of the proposals in the United States is for a $5 a 
barrel oil import fee. 


Mr. McCracken: Oil import surcharge. 


Mr. McCrossan: Yes, that is right. 


This, obviously, has different effects on us. Depending 
on whether it is with Canada, we are in or out. 


Can we look at the U.S. economy, ignoring Canada for 
a second? If they were to proceed on such a basis, 
obviously this takes money out of consumers’ hands, but 
it is likely it would produce a major reduction in the 
deficit—I think some $30-odd billion—which would 
presumably lead to a reduction in nominal interest rates, 
or could provide room for a reduction. What is your 
estimate of the relative interplay of this? Is it negative, 
neutral, or positive? 


Mr. McCracken: The correct answer is all of the above. 
It is what the monetary authorities want it to be. We have 
had experience of rising interest rates when deficits have 
been coming down, or have been low; and we have had 
experience of interest rates falling when deficits are rising, 
in some of the more recent years. It depends on the rules 
of the game the central bank is following. Particularly in 
the U.S. it has been alleged that this is a game, a game of 
chicken, which says that we want to see you become 
fiscally responsible, and we will keep your feet to the fire 
through interest rates until you do. If that is the game, 
and Congress moves with an oil import surcharge that in 
fact derives significant revenue for them, and the bank 
does not change the rules, then they should lower interest 
rates in that environment. But you have been hearing, of 
course, other possible rules that the central bank might 
follow. In particular, the one that is popular at the 
moment is we must resist current expected and possible 
future inflation at all costs. 


What does an oil import surcharge do? It will raise the 
CPI, not only because of the imported oil effect but also 
because of its effect on all domestically produced oil. The 
producers will say, hey, we know what price we want to 
produce at, and gas, and electricity, and perhaps Playboy 
magazine from the viewpoint of its BTU content. 
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Les augmentations d’impdts, de toute évidence, ont 
tendance a déprimer l’économie et a diminuer le pouvoir 
d’achat des consommateurs; toutefois, dans la mesure ou 
une augmentation d’impots entraine une diminution de 
la demande d’emprunt du gouvernement fédéral et 
permet une baisse des taux d’intérét réels, cela relance en 
méme temps l’économie. Il faut donc examiner 
Vinteraction de Veffet d’augmentation des impots, qul 
diminue les répercussions économiques, et la baisse 
éventuelle des taux d’intérét réels, qui les augmente. 


On a proposé, entre autres, aux Etats-Unis d’établir un 
droit 4 importation de pétrole de S$ le baril. 


M. McCracken: 
pétrole. 


Une surtaxe aux importations de 


M. McCrossan: Oui, c’est exact. 


Cela se répercute manifestement de différentes fagons 
sur nous. Tout dépend si cela s’applique ou non au 
Canada. 


Peut-on examiner l’économie américaine en faisant fi 
un seul instant de l’économie canadienne? Si on procédait 
de cette facon, cela diminuerait manifestement le pouvoir 
d’achat des consommateurs, mais cela entrainerait 
vraisemblablement une importante réduction du déficit— 
de l’ordre de 30 milliards de dollars—ce qui se solderait 
sans doute par une baisse des taux d’intérét nominaux, Ou 
qui du moins permettrait cette baisse. Quelle est, selon 
vous, l’interaction relative de ces facteurs? Est-elle 
négative, neutre ou positive? 


M. McCracken: En réalité, elle est tout a la fois. C’est 
ce que souhaitent les responsables de la_ politique 
monétaire. Nous avons déja vu les taux d’intérét 
augmenter quand les déficits diminuaient, ou étaient bas; 
nous avons déja vu les taux d’intérét diminuer quand les 
déficits augmentent, ces derniéres années en particulier. 
Cela dépend des régles du jeu que suit la banque centrale. 
Aux Etats-Unis notamment, certains ont prétendu qu’il 
s’agit d’un jeu de bluff, dans lequel la banque dit au 
gouvernement qu'il doit devenir responsable du point de 
vue financier, et tant que ce ne sera pas le cas, elle 
exercera les pressions nécessaires en jouant sur les taux 
d’intérét. Si tel est le jeu, et si le Congrés impose une 
surtaxe a l’importation de pétrole, qui, en réalité, lui 
procure d’importantes recettes, et si la banque ne modifie 
pas les régles du jeu, alors dans ce contexte, elle doit 
réduire les taux d’intérét. C’est pourquoi, vous avez 
évidemment entendu parler d’autres régles que pourrait 
suivre la banque centrale. Il y en a une qui est 
particuliérement populaire a l’heure actuelle, selon 
laquelle nous devons 4 tout prix résister a l’inflation 
prévue, tant actuellement qu’a l’avenir. 


A quoi sert une surtaxe sur les importations de pétrole? 
Elle fera augmenter IPC, non seulement en raison de 
Vaugmentation du prix du _ pétrole importé, mais 
également parce que cela se répercutera sur tout le pétrole 
produit dans le pays. Les producteurs vont vouloir 
augmenter leurs prix, et il en ira de méme pour le gaz, 
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So what happens? The authorities see that price shock. 
How do they react? Oh, we have a problem here. Maybe 
we had better jack up interest rates. So the problem you 
may find is if they pursue that rule, you are going to run 
into not only the weakness in the economy attributable to 
the fiscal policy but also an increase in at least nominal 
interest rates and perhaps in real interest rates, depending 
on how vigorously they pursue their anti-inflation policy. 


The problem is there have been lots of bargains or lots 
of rules of behaviour that have been enunciated by central 
banks and by fiscal authorities, but the rules change. I 
think those people who are affected by those rules are 
becoming more and more skeptical about the delivery on 
some of these promises. For example, if you get the 
revenue improvement, will we get the lower real rates? 


Mr. McCrossan: We could turn it around in the other 
direction then. 


Mr. McCracken: Sure. 


Mr. McCrossan: In the absence of fiscal policy, any 
change in monetary policy is likely to be reversed by 
market forces over the intermediate term. If the bank just 
moves itself the lower interest rates, there can be pressures 
on the currency itself which lead to ultimate reversals. In 
your opinion, is it possible for a co-ordinated policy of 
deficit reduction and real interest rate reduction to stick? 
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Mr. McCracken: Yes, I think it is not only possible, but 
it is the direction we should be aiming at. What makes it 
possible, and the thing that is so hard to get through the 
minds of central bankers and people on monosyllabic 
Street names, is that we have slack resources in this 
economy and in the U.S. economy. So what makes the 
difference is the fact that, in the context of the Canadian 
economy, for example, you are producing some $30 
‘billion, $40 billion or $50 billion more in output per year 
as a result of running your economy at fuller employment 
or at full employment with the people you have today, 
with the capital you have today, with the smarts you have 
today. 


The Chairman: Who says you are running with slack 
resources? If you want to find a factory space in 
Mississauga, go ahead. 


Mr. McCracken: Mississauga is not Canada. 


The Chairman: All right, but the problem is, if you are 
alking slack resources, yes, there are slack resources, but 
where are those slack resources? 


Mr. McCracken: If it is within our boundaries, it not 
/yught to be beyond our imagination to use it. We can also 
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l’électricité, et peut-étre aussi la revue Playboy, étant 
donné sa teneur «énergétique». 


Que se passe-t-il, dans ces conditions? La banque 
centrale constate cette augmentation de prix. Comment 
réagit-elle? Elle se dit: il y a un probleme; il aurait 
peut-€tre mieux valu augmenter les taux d’intérét. Donc, 
Si elle suit cette régle, ce qui risque de se passer, c’est que 
non seulement l’€conomie va connaitre un ralentissement 
attribuable a la politique financiére, mais aussi les taux 
d’intérét nominaux vont augmenter, et peut-€tre aussi les 
taux d’intérét réels, selon l’énergie avec laquelle on 
applique cette politique de lutte contre l’inflation. 


Le probléme vient de ce que les banques centrales et 
les autorités financiéres ont fait toutes sortes de 
compromis et énoncé toutes sortes de régles de 
comportement, mais les régles changent. Les personnes 
visées par ces régles sont de plus en plus sceptiques quant 
a la suite donnée 4 certaines de ces promesses. Par 
exemple, si les recettes fiscales augmentent, les taux 
d’intérét réels diminueront-ils? 


M. McCrossan: On pourrait donc inverser les choses. 


M. McCracken: Bien sir. 


M. McCrossan: En !’absence d’une politique financiére, 
tout changement dans la politique monétaire sera 
vraisemblablement renversé par les forces du marché, A 
moyen terme. Si la banque modifie d’elle-méme les taux 
d’intérét faibles, cela risque de créer des pressions sur la 
monnaie proprement dite, ce qui aboutira a un 
revirement de la situation. A votre avis, peut-on maintenir 
une politique coordonnée de réduction du déficit et de 
baisse des taux d’intérét réels? 


M. McCracken: Oui, je pense que c’est non seulement 
possible, mais c’est également l’objectif vers lequel nous 
devrions tendre. C’est possible—et c’est ce qui est trés 
difficile a faire comprendre aux autorités bancaires 
centrales et aux gens de la haute finance—grace aux 
ressources inutilisées de notre économie et de celles des 
Etats-Unis. La différence vient du fait que, dans le cadre 
de l’é€conomie canadienne par exemple, on produit prés 
de 30 milliards de dollars, 40 milliards de dollars ou 50 
milliards de dollars de plus par année parce que 1’on 
favorise le plein emploi de l’économie, grace aux 
travailleurs, aux capitaux et aux malins dont on dispose a 
Vheure actuelle. 


Le président: Qui vous dit que nous avons des 
ressources inutilisées? Si vous voulez trouver un 
emplacement pour une usine a Mississauga, allez-y. 


M. McCracken: Mississauga n’est pas le Canada. 


Le président: D’accord, mais vous parlez de ressources 
inutilisées. OU se trouvent-elles, s’il y en a? 


M. McCracken: Si elles se trouvent sur notre territoire, 
cela ne demande pas une imagination hors du commun 
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build one in about six months, if we have to, if there is 
any serviced land available. 


What I am saying is that this is the key to keep in mind 
that closes the equation. That is what gives you the 
additional savings that allow you to not necessarily run up 
real interest rates in that environment. 


Mr. McCrossan: I am pleased to hear your conclusions, 
and they correspond to my own gut feelings. But you have 
talked about the ratio of interest service costs to GDP as 
opposed to the rate of debt to GDP. 


Mr. McCracken: No, in my earlier remarks, I hope I 
was addressing in your mind the stock of debt to GDP 
ratio. It is only in the decomposition of the deficit that we 
look at the interest cost part, because that is the flow 
associated with that stock. But I am aware of the stock to 
GDP ratio, and that is what I have tried to discuss here in 
terms of its stabilizing perhaps at a higher level than it is 
today, but nevertheless stabilizing. 


Mr. McCrossan: It appears to me that the level of debt 
to GDP is not significantly different from where we were 
at the end of World War II. 


Mr. McCracken: Oh, it is about half. At the end of the 
World War II in Canada, we were about 100%; we are 
now about 50%. 


Mr. McCrossan: Right, which leads to the obvious 
question: given what the difference is in real interest rates 
and nominal interest rates in terms of the impact on the 
federal deficit, does the fact that the real debt relative to 
GDP is so much less now—or in the same order of 
magnitude, but still less—not suggest that there is room 
for a much more accommodative monetary policy 
without bringing inflation back? 


Mr. McCracken: The link between the debt to GDP 
ratio and inflation is a tenuous one. But there is no 
question that during the Second World War we were able 
to accumulate a much larger deficit relative to our 
economy and to run the debt to GDP ratio up to 
extremely high heights. 


It would be irresponsible of me, though, to suggest that 
the situations are the same. Real interest rates were 
extremely low and were in fact purposely held down in 
the United States and mirrored here as part of the way of 
controlling the financing costs of the war debt. That is not 
the situation currently. 


The issue is not so much the level of the debt to GDP 
ratio, but what its dynamics are. At the present time, with 
real interest rates in this economy substantially greater 
than our real growth, the arithmetic—and this is not 
politics; this is arithmetic—is that the debt to GDP ratio 
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pour les utiliser. Nous pouvons également en construire 
une en six mois environ, si c’est nécessaire, et s’il existe 
des terrains viabilisés disponibles. 


Ce que je veux dire, c’est que c’est l’€lément clé qui 
termine l’équation et que l’on ne doit pas oublier. C’est ce 
qui vous procure les €conomies supplémentaires qui vous 
permettent de ne pas nécessairement relever les taux 
d’intérét réels dans cette situation. 


M. McCrossan: Je suis heureux d’entendre vos 
conclusions car elles rejoignent mes propres convictions 
profondes. Toutefois, vous avez parlé du rapport entre le 
service de la dette et le PIB plutot que du taux 
d’endettement par rapport au PIB. 


McCracken: Non, dans mes remarques précédentes, 
j/espére que vous avez compris que je parlais du rapport 
entre la dette et le PIB. Ce n’est que lorsque l’on 
décompose le déficit que l’on tient compte des frais 
d’intérét, car ils représentent le flux lié a cette masse 
d’endettement. Toutefois, je connais le rapport entre 
V’endettement et le PIB et je me suis efforcé aujourd’hui 
d’expliquer qu’il allait se stabiliser, méme si c’est a un 
niveau supérieur 4 celui d’aujourd’hui. 


M. McCrossan: A mon avis, le rapport entre la dette et 
le PIB n’est guére différent aujourd’hui de ce qu'il était a 
la fin de la Seconde Guerre mondiale. 


M. McCracken: II est environ deux fois moindre. A la 
fin de la Seconde Guerre mondiale au Canada, le taux 
était d’environ 100 p. 100 et il est aujourd’hui de S50 p. 
100. 


M. McCrossan: Ce qui m’améne 4a la question évidente: 
étant donné les répercussions qu’ont sur le déficit fédéral 
les taux d’intérét réels et les taux d’intérét nominaux, 
puisque l’endettement réel par rapport au PIB est 
nettement inférieur aujourd’hui—il est toujours 
important, mais néanmoins inférieur—ne peut-on pas en 
déduire qu’il est possible d’adopter une _ politique 
monétaire beaucoup plus souple sans risquer a nouveau 
Vinflation? 


M. McCracken: Le lien entre le rapport dette-PIB et 
V’inflation est ténu. Il ne fait aucun doute toutefois que, 
pendant la Seconde Guerre mondiale, nous avons réussi a 
accumuler un déficit beaucoup plus important par 
rapport a notre économie tout en maintenant un rapport 
endettement-PIB extrémement élevé. 


Il.serait insensé de ma part, toutefois, de prétendre que 
ces deux situations sont identiques. Les taux d’intérét réels 
étaient extrémement bas et on les a en _ réalité 
délibérément empéchés d’augmenter aux Etats-Unis, ce 
qui s’est reflété dans notre pays dans le cadre des mesures 
visant 4 contréler le service de la dette de guerre. Ce n’est 
pas la méme chose a l’heure actuelle. 


Ce n’est pas tant le ratio entre la dette et le PIB qui 
importe, mais plut6t ce qui le motive. A l’heure actuelle, 
ou les taux d’intérét réels sont considérablement plus 
élevés que notre taux de croissance réel, si l’on procede a 
un simple calcul arithmétique—et il ne s’agit pas la de 
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will continue to rise at an explosive rate unless you are 
running what we call a primary surplus; that is, you must 
have more revenue than your program costs. 


If you are not operating in that world—and we were 
not operating in that world from 1945 to 1980-81—then 
you are in a much different position. Then you are stable. 
The debt to GDP ratio will stabilize. You may not like the 
level, but you can be running a primary deficit and still 
have a stable debt to GDP ratio. It will not get out of 
hand. 
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The condition, again, I repeat: real growth greater than 
the real interest rate. Since 1981, however, we have not 
been in that position, and that is the problem. If you 
think it is going to stay that way, then we are all in real 
trouble. If you think it is going to change, or if as a matter 
of deliberate policy you want to change it, then you take 
care of your stability problems, plus you also help real 
growth, etc. 


Mr. McCrossan: If it is desirable for the bank to take 
steps to reduce both the real and nominal interest rates, 
which you have suggested, that has to be accepted in the 
marketplace to stick, and you have suggested one of the 
things we might do is to look at index-linked securities. 


We have a rather miserable experiment right now with 
index-linked mortgages, where we are issuing, I think, 
between $200 million and $400 million, primarily to 
pension funds. The market is commanding a premium of 
Close to 5%, whereas historically a premium of 3%, 3.5% 
might be more reasonable. 


Now, the question is: If the market is commanding that 
sort of premium at this point in time, what scope does the 
bank have to push down nominal interest rates without 
having the market react in fairly short order to push them 
back up again? 


Mr. McCracken: You could come in at a real interest 
rate instrument in Canada now that is yielding 5% plus, 
and that is telling us that real interest rates are 5% plus, 
and then that confirms my comment earlier that real 
interest rates are too damn high. 


Now, the question is: Can you do anything about it? 


Mr. McCrossan: Right. That is my question. 


Mr. McCracken: That is where I think the going gets 
difficult. It is, I think, presumed, or at least assumed, that 
if the Federal Reserve Bank wanted to lower interest rates, 
they could. In that environment, it is not unlikely that 
Canada could also move in that same direction. 


What is much more difficult for some to conceive of is 
whether the Bank of Canada can independently move to 


[Traduction] 


politique, mais bien d’arithmétique—on constate que ce 
ratio va continuer 4 augmenter 4 un rythme démesuré a 
moins de disposer de ce que nous appelons un excédent 
primaire; autrement dit, les recettes doivent étre 
supérieures aux dépenses de programmes. 


Si Von n’évolue pas dans cette conjoncture—et ce 
n’était pas le cas de 1945 a 1980-1981—on se trouve alors 
dans une situation bien différente. L’économie est stable. 
Le rapport entre la dette et le PIB va se stabiliser. Le taux 
ne sera peut-€tre pas entiérement satisfaisant, mais l’on 
peut tres bien, malgré un déficit primaire, avoir un 
rapport dette-PIB stable qui n’atteint pas des proportions 
exorbitantes. 


La condition, je le répéte, est que le taux de croissance 
réel soit supérieur au taux d’intérét réel. Depuis 1981, 
toutefois, cela n’est pas le cas dans notre pays et c’est la le 
probleme. Si vous pensez que la situation doit rester la 
méme, eh bien nous sommes tous dans le pétrin. Si vous 
pensez qu’elle va changer, ou si vous essayez de la 
modifier par principe, alors vous résolvez vos problémes 
de stabilité, tout en favorisant la croissance réelle, et ainsi 
de suite. 


M. McCrossan: S’il est souhaitable que la banque 
prenne des mesures pour réduire les taux d’intérét 
nominaux et réels, comme vous l’avez dit, cela doit étre 
compatible avec le marché, et vous avez signalé que nous 
pourrions, entre autres, examiner les valeurs indexées. 


L’expérience n’est guére concluante actuellement avec 
les hypothéques indexées, ou nous versons de 200 a 400 
millions de dollars essentiellement a des fonds de pension. 
Le marché exige une prime de prés de 5 p. 100, tandis que 
traditionnellement, une prime de 3 ou 3.5 p. 100 serait 
plus justifiée. 


Voici ce qu’il faut se demander. Si le marché exige une 
telle prime a l’heure actuelle, quel moyen la banque a-t- 
elle pour réduire les taux d’intérét nominaux tout en 
évitant que le marché réagisse rapidement pour les faire 
augmenter a nouveau. 


M. McCracken: Dans certains cas, au Canada, les taux 
d’inteérét réels sont égaux ou supérieurs a 5 p. 100, ce qui 
confirme qu’ils sont beaucoup trop élevés, comme je I’ai 
dit plus tot. 


La question est de savoir si l’on peut faire quelque 
chose pour y remédier? 


M. McCrossan: D’accord. C’est ma question. 


M. McCracken: C’est la que les choses se gatent. On 
part du principe, je pense, que, si la banque fédérale 
américaine voulait réduire les taux d’intérét, elle pourrait 
léssefdires) Si ssc'étaiti ole: imeas. les Canada pourrait 
vraisemblablement prendre des mesures dans le méme 
sens. 


Ce qu’il est beaucoup plus difficile de concevoir, c’est 
si la banque du Canada peut de son propre chef décider 
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lower interest rates. It is often thrown up that, no, of 
course that is not possible, and it is not possible because 
of the close linkages between economies. Then they will 
usually trot out and give you a picture that says: Look at 
how close interest rates have been between the United 
States and Canada for the last 10, 15 years. Now, all that 
says to me is: Sure they are close, because you have been 
following a rule that says you want to keep my interest 
rates close to the United States. That is not any proof or 
disproof of your independent ability to move. All it is 
saying is that you just did not do it. 


Mr. McCrossan: You are arguing that a better model is 


France and Germany. 


Mr. McCracken: Or the United States itself at the 
moment in terms of... I mean, if you really believe the 
international financial model and we are all in bed 
together, then you have to scratch your head and say: 
Well, wait a minute, I do see different real rate patterns; I 


do, of course, see these mirrored in exchange rates. 


That is where in the Canadian context the bind comes, 
because implicitly, when Mr. Crow says he cannot move 
interest rates independently, I would suggest there is an 
aside—without affecting the value of the dollar or without 
jeopardizing the inflation rate because of a depreciation. 


That is not clearly enunciated, but that is, I believe, the 
reason he feels a certain lack of independence, or of 
course at the present time, perhaps since he says to you 
the exchange rate does not matter, and it is not something 
he has any target values for—not that it does not matter 
but he has no target values for it—then perhaps he is 
setting his interest rates according to some other set of 
rules. 


However, I think we can do it. It may mean that 
exchange rates change. Why we should be scared of that, 
when we have observed 50% and 80% swings, up and 
down, of various currencies over the last several years, 
and feel it is crucial that we stay as close as possible to this 
eagle or United States dollar, is beyond me. I think we are 
giving up a lot of independence as a result of that. 
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Mr. Cassidy: Mr. McCracken, I find some of your views 
refreshing compared to what we hear from time to time 
from the governor and from the Minister of Finance. 
However, you will have noticed as well that there is a 
certain schismatic heresy demonstrated by Mr. 
McCrossan, that even among the Conservatives there was 
a spectrum of opinion. What he is saying is that thinking 
Conservatives advocate NDP policies, and I am quite 
prepared to— 


The Chairman: We will give you enough information 
so that you might begin to talk sensibly. 
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de réduire les taux d’intérét. Certains vous répondent 
souvent que c’est impossible, étant donné les liens étroits 
entre Véconomie des deux pays. Puis, dans le méme 
souffle, ils vous peignent un tableau en disant: voyez 
comme les taux d’intérét en vigueur aux Etats-Unis et au 
Canada sont proches depuis dix Ou quinze ans: or, cela 
signifie une seule chose a mes yeux: ils sont proches, 
évidemment, puisque vous avez imposé des regles selon 
lesquelles mes taux d’intérét devaient rester proches de 
ceux des Etats-Unis. Cela ne prouve en aucun Cas si vous 
étes ou non en mesure d’agir indépendamment. Cela 
prouve tout simplement que vous ne |’avez pas fait. 


M. McCrossan: Donc selon vous, la France et 
l’Allemagne constituent un meilleur modeéle. 


M. McCracken: Ou les Etats-Unis pour le moment en 
ce qui concerne. .. Je veux dire, si l’on s’aligne vraiment 
sur le modéle financier international et si nous 
entretenons tous des liens étroits, il y a lieu de s’interroger 
en disant: attendez un peu, les taux n’évoluent pas de la 
méme fagon; bien entendu, ces fluctuations se reflétent 
dans les taux de change. 


C’est sur ce plan que le lien est créé dans le contexte 
canadien, car, de fagon implicite, quand M. Crow dit qu’il 
ne peut pas modifier tout seul les taux d’intérét, je pense 
qu’il veut dire sans influer sur la valeur du dollar ou sans 
menacer le taux d’inflation 4 cause d’une dévaluation. 


Cette condition n’est pas clairement énoncée, mais c’est 
pourquoi, d’aprés moi, il a l’impression d’avoir les mains 
liées, puisqu’il prétend que le taux de change n’a pas 
d’importance, et qu’il n’a établi aucun objectif a Cet 
égard—ce n’est pas qu’il s’en moque, mais il n’a fixe 
aucun objectif—alors peut- étre fixe-t-il ces taux d’intérét 
en suivant une autre série de regles. 


Cependant, je pense que c’est possible, mais cela risque 
d’influer sur les taux de change. Je n’arrive pas a 
comprendre pourquoi cela nous fait peur, alors que 
diverses monnaies ont connu ces derniéres années des 
fluctuations de 50 p. 100 et de 80 p. 100, a la hausse et a 
la baisse, et pourquoi nous estimons quil est essentiel 
d’aligner au maximum notre monnaie sur le dollar 
américain. Nous renongons, ce faisant, a une bonne partie 
de notre indépendance. 


M. Cassidy: Monsieur McCracken, vos remarques sont 
assez réconfortantes, par rapport a celles que font a 
Voccasion le gouverneur et le ministre des Finances. 
Cependant, vous avez dai remarquer également qu’il existe 
une certaine hérésie schismatique dont M. McCrossan est 
la preuve vivante, et que, méme parmi les Conservateurs, 
les opinions divergent. Selon lui, les Conservateurs 
rationnels préconisent des scan néo-démocrates et je 
suis tout a fait disposé a. 


Le président: Nous vous renseignerons suffisamment 
pour vous permettre de tenir des propos sensés. 
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Mr. McCrossan: Maybe we should ask Mr. McCracken 
to talk about free trade. 


The Chairman: These guys will come to that yet. 


Mr. Cassidy: I want to confirm a couple of points 
before getting to the question of monetary policy, which I 
think is essential to your presentation and to the questions 
that I want to raise. 


In terms of your modelling, you indicate that for 1988 
there is probably going to be slower growth. You suggest 
about 2%, fourth quarter to fourth quarter, as opposed to 
the annual rates that were up to about 6% in early 1987 
and around 4% of annual rates in the second half of the 
year. You also suggest, as did the Economic Council of 
Canada, that the level of unemployment we reached in 
December was in fact lower than what we are going to see 
during the course of 1988. Now, I would assume that if 
you anticipate an annual average rate of 8.4% in 1988, 
that we are actually going to see something higher than 
that towards the end of the year. I wonder if you can give 
me some indication as to what your forecasts show. 


Mr. McCracken: We do not forecast by month or by 
quarter, but it would not surprise me to see 7% or 8% 
being obtained at least on several months’ occasion. You 
are quite right of course, again arithmetic and nothing 
else says that you have to have some numbers above the 
average if you start off with some below it. We will see of 
course in a few days what the unemployment rate for 
January is. If it in fact continues to drop, then it is going 
to show either that we are completely wrong or that a 
further upswing will occur. 


In 1990 we are again running in the 8.50%, 8.6% 
range, so it suggests at least that there is not a major 
deterioration in the unemployment rate as we 
experienced, say, in 1982. 


Mr. Cassidy: It is not a major consideration, nor a 
major amelioration either. 


Mr. McCracken: No. I find from 8% up it is moving in 
the wrong direction. This means that we have given up 
One year in terms of this rather gradual process we have 
been employing to get the unemployment rate back down 
to some more reasonable levels. 


Mr. Cassidy: I note that in your submission you 
indicate that the perils of forecasting in the current 
environment are perhaps even greater than they would 
normally be. You put upside and downside scenarios and 
you counsel us that you cannot accurately forecast the 
future, you can only try. But I think what you are saying 
as well is that to some extent we are working in a very 


- difficult environment. 


Mr. McCracken: We always are. If you go back to 1980, 
even we said something with confidence. .. look at what 
happened, to show the perils of forecasting. I think we 
Should all be humble, in terms of that exercise. At the 
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M. McCrossan: Nous devrions peut-étre demander a M. 
McCracken ce qu’il pense du libre-échange. 


Le président: C’est une idée fixe. 


M. Cassidy: Je tiens a confirmer une ou deux choses 
avant d’aborder la question de la politique monétaire, ce 
qui est indispensable tant pour votre exposé que pour les 
questions que je voudrais soulever. 


En ce qui concerne le modéle que vous avez établi, 
vous dites qu’en 1988, le taux de croissance va sans doute 
ralentir. Vous parlez de 2 p. 100 environ, entre le dernier 
trimestre de l’an dernier et celui de cette année, par 
rapport au taux annuel d’environ 6 p. 100 que nous avons 
connu au début de 1987 et de prés de 4 p. 100 pour la 
deuxieme moitié de l’année. Vous dites aussi, comme 1’a 
fait le Conseil économique du Canada, que, pendant 
année 1988, le taux de chOmage sera supérieur a celui 
que nous avons connu en décembre dernier. Or, je 
suppose que si vous prévoyez un taux moyen de 8,4 p. 100 
par an pour 1988, il risque d’étre plus élevé vers la fin de 
l'année. Pouvez-vous me dire quelles sont vos prévisions a 
cet égard. 


M. McCracken: Nous ne faisons pas de prévision par 
mois Ou par trimestre, mais je ne serais pas surpris que le 
taux tombe a 7 p. 100 ou 8 p. 100 pendant plusieurs mois. 
Vous avez raison de dire—et la encore, c’est un simple 
calcul arithmétique—que le taux sera parfois supérieur a 
la moyenne s’il est inférieur 4 celle-ci pour commencer. 
Nous connaitrons dans quelques jours le taux de chomage 
du mois de janvier. S’il continue a baisser, cela prouvera 
ou bien que nous nous sommes entiérement trompés ou 
qu’il va augmenter sensiblement a nouveau. 


En 1990, nous prévoyons a nouveau un taux de l’ordre 
de 8,5 a 8,6 p. 100, ce qui prouve que la situation ne va 
pas se détériorer comme en 1982, disons. 


M. Cassidy: Ce n’est ni un facteur important, ni une 
amélioration sensible. 


M. McCracken: Non. Le taux de chémage ne devrait 
pas augmenter au-dela de 8 p. 100. Cela signifie que nous 
avons perdu un an dans ce processus graduel auquel nous 
avons eu recours pour ramener le taux de chomage 4 un 
niveau plus raisonnable. 


M. Cassidy: Je remarque que, dans votre mémoire, 
vous dites que, étant donné la conjoncture actuelle, les 
prévisions sont plus risquées qu’en temps normal. Vous 
prévoyez des augmentations et des diminutions et vous 
nous dites qu’il est impossible de prévoir l’avenir avec 
exactitude, que l’on peut seulement essayer de le faire. Ce 
que vous nous dites également, c’est que, dans une 
certaine mesure, la conjoncture économique est trés 
complexe. 


M. McCracken: C’est toujours le cas. Si vous remontez 
a 1980, méme si nous avons annoncé quelque chose en 
toute confiance. .. voyez ce qui s’est passé, cela prouve 
que la prévision est risquée. Nous devrions tous faire 
preuve d’humilité a cet égard. En méme temps, c’est un 
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some idea of the futurity of present decisions, as Mr. 
Drucker calls it. Here is what is going to happen based on 
what you have done so far, guys. Now, if you do not like 
it, plan on changing. Of course if new events occur—if 
there is a major drop in oil prices, a major rise in oil 
prices, a major drought—they can have an additional 
effect on your outlook. But it is I think useful. 


Mr. Cassidy: Then let me come back to the question of 
unemployment. You suggest, and this was also a 
suggestion made by the Economic Council, that the rates 
of growth in Ontario and Quebec will be slightly above 
the Canadian average and therefore that other regions will 
have growth somewhat less than that of central Canada in 
1988. From that one can conclude that the disparities will 
continue between the regions and the real depression 
levels of unemployment, which are upwards of 10%, that 
we currently find in Atlantic Canada, in the far western 
provinces and parts of Quebec, are going to stay with us, 
too, in 1988. Is that correct? 
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Mr. McCracken: That is correct. I would point out that 
not all provinces are necessarily going to do worse than 
Quebec and Ontario. I think Saskatchewan and Alberta 
are finally due, we hope, for a bit of positive growth after 
a rather abysmal performance for several years, so the gap 
may not get any larger there. Of course, in some Cases, 
depending on your measure, the gap remains in the other 
direction, for example, with Alberta exceeding real 
income levels in Quebec and perhaps still in Ontario. 


B.C. though will move significantly wider as perhaps 
will P.E.I. It looks like the gap stays about the same in 
Newfoundland. But there is no significant narrowing. The 
same pattern is true not only in 1988, but would also 
persist in 1989 and 1991. 


Mr. Cassidy: I would like to ask you now about 
monetary policy. You assumed your career plans have 
changed a little bit. The fluidity of politics has in fact 
imposed itself. As we all know, anything can happen in 
the next election, and you are sitting down, as Minister of 
Finance, for your first meeting with the Governor of the 
Bank of Canada and you are committed to the program 
you outlined on page 6, including the need to bring 
interest rates down by 1% or 2%. 


Since he has said it a number of times in public, I 
anticipate the private conversation where Governor Crow 
says to you, Minister, I think your ideas are very 
interesting. .. I am afraid I do not agree with them and if 
you give me a directive in that direction for monetary 
policy, I shall resign. What do you do then? 
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exercice utile, car il vous donne une idée de ce que 
pourraient donner les décisions actuelles, comme le dit 
M. Drucker. Voila ce qui va se passer en fonction de ce 
que vous avez fait jusqu’ici. Si vous n’aimez pas cela, 
prévoyez des changements. Bien entendu, si de nouveaux 
événements surgissent—si les prix du pétrole enregistrent 
une forte hausse ou une baisse importante, si la sécheresse 
sévit—ils peuvent influer également sur vos perspectives. 
Toutefois, c’est un exercice utile, a mon avis. 


M. Cassidy: Je voudrais revenir sur la question du 
chémage. Vous dites, et cette opinion a également été 
exprimée par le Conseil économique, que le taux de 
croissance en Ontario et au Québec sera légérement 
supérieur a la moyenne canadienne et que, par 
conséquent, le taux de croissance d’autres régions sera 
légérement inférieur a celui du centre du pays en 1988. 
On peut en conclure que les disparités régionales se 
maintiendront en 1988 et que le taux de chdmage 
continuera a étre exorbitant dans la région de 
VAtlantique, dans les provinces de l’Ouest et dans 
certaines parties du Québec, ou il est actuellement 
supérieur a 10 p. 100. N’est-ce pas? 


M. McCracken: C’est exact. Je signale que toutes les 
provinces ne s’en tireront pas nécessairement moins bien 
que le Québec et |’Ontario. Je pense, du moins nous 
espérons, que c’est au tour de la Saskatchewan et de 
V’Alberta de connaitre une certaine croissance positive 
apres plusieurs années noires, de sorte que l’é€cart ne 
s’agrandira peut-étre pas la. Bien entendu, dans certains 
cas, selon les mesures qu’on emploie, les écarts existant 
dans d’autres domaines persistent, comme par exemple le 
niveau du revenu réel de l’Alberta qui continuera de 
dépasser celui du Québec et peut-étre encore de |’Ontario. 


Toutefois, l’écart avec la Colombie-Britannique 
s'agrandira beaucoup comme celui avec  I’Ile-du- 
Prince-Edouard. Il semble qu’il demeurera 4 peu pres le 
méme a Terre-Neuve. Mais il n’y a pas de réduction 
notable. La méme chose se répétera non seulement en 
1988, mais aussi en 1989 et 1991. 


M. Cassidy: J’aimerais maintenant passer a la politique 
monétaire. Vous avez quelque peu modifié vos projets de 
carriére en tenant compte de l’instabilité de la scéne 
politique. Comme nous le savons tous, n’importe quoi 
peut arriver lors des prochaines élections. Supposons que 
le nouveau ministre des Finances rencontre pour la 
premiére fois le gouverneur de la Banque du Canada et 
qu’il veuille mener a bien le programme que vous 
décrivez a la page 6, notamment une baisse de 1 a 2 p. 100 
du taux d’intérét. 


Etant donné qu’il l’a déja dit en public, je suppose que 
le gouverneur Crow pourrait répondre a ce ministre que 
ses idées sont fort intéressantes, mais qu’il n’est pas 
d’accord avec elles et qu’il remettra sa démission si jamais 
on lui demande par directive d’orienter en ce sens la 
politique monétaire. Que fait-on alors? 
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Mr. McCracken: You certainly draft the directive, give 
it to him, tell him to take a look at it, tell him to come 
back to see you in about a week, and see what happens. If 
you are as reasonable, or the future Minister of Finance is 
as reasonable as your hypothetical one or as my very 
modest suggestions here would be, the central banker 
would come back and say he thinks they can pull this off. 
If he does not, given that you are a new Minister of 
Finance—the world is uncertain out there, people are 
looking to get some sense of your starch, they are trying 
to understand what the rules of the game are now—make 
it a little more difficult for him, get a new governor. Then 
both of you, as a team, can perhaps get on with it. 


Mr. Cassidy: When Governor Bouey took this stance 
after the government gave itself powers to issue directives 
to the bank, essentially what he was doing—and I do not 
think it was appropriate in a democratic society for the 
Bank of Canada to take that stance—was to say, we do not 
care what you did in the law, we are going to thumb our 
noses at you because the threat of resignation of the 
governor of the bank is sufficiently strong that you will 
not be able to issue a directive. You are essentially 
suggesting that it is for the will of Parliament and on a 
government to prevail, that you have to be prepared to 
just face up to that and say, I am sorry, this does not wash 
anymore, you cannot do it. 


Mr. McCracken: That is right. We have more flexibility 
than the U.S. system and we ought to take advantage of it. 
The U.S. system has a federal reserve governor or head 
appointed for a fixed period of time. They cannot get rid 
of him. They can try to attract him to something else. 
They can certainly urge him, but they are not in the 
position that we are, where at least there is a flexibility of 
a change in policy. So I think that is a plus for us. It 
should allow the Minister of Finance to ensure that at 
least the governor of the bank shows up for his weekly 
meetings. 


I think the reason the Bank of Canada has taken this 
position... this occurred almost from day one, it was 
earlier than Mr. Bouey. I think it was Mr. Rasminsky who 
took this particular stance and it has been grasped to the 

bosom. 


Mr. Cassidy: They pass on a little envelope as they 
change governors. 


Mr. McCracken: Sure. But that, of course, is to try to 


ensure that there is a perception in the public of 
independence. 
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I think, unlike in the United States, from the 


comments I read to you earlier, there is that day-to-day co- 
Ordination. I think in a practical sense the governor is 
“saying, look, if I cannot convince the Minister of Finance 
of the right policy, or he cannot convince me, when we 
‘sit down and talk eyeball to eyeball on a frequent basis, 
“where we have a common information base, then there is 
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M. McCracken: Le ministre rédige sa directive, la lui 
remet, lui dit de l’étudier et de revenir le voir dans 
environ une semaine et attend les résultats. Si ce futur 
ministre des Finances est un homme raisonnable comme 
vous et moi le pensons, le banquier reviendrait lui dire 
qu'il y a moyen de faire ce qu’il demande. Autrement, 
étant donné qu’il s’agit d’un nouveau ministre des 
Finances—il y a de l’incertitude, on attend de savoir de 
quoi il est fait, on cherche 4 comprendre les nouvelles 
regles du jeu—il devrait trouver un nouveau gouverneur. 
Cette nouvelle équipe pourra peut-étre alors s’atteler A la 
tache. 


M. Cassidy: Lorsque le gouvernement s’est donné le 
pouvoir de donner des directives a la banque, le 
gouverneur Bouey avait pris pour position—position qui 
ne me semble pas acceptable dans une société 
démocratique—de ne pas tenir compte des changements 
apportés a la loi étant donné qu’il suffisait au gouverneur 
de la banque de menacer de donner sa démission pour 
empécher le gouvernement d’émettre de telles directives. 
Vous dites en substance que la volonté du Parlement et du 
gouvernement doit prévaloir, et que le ministre doit étre 
prét a opposer son veto a une mesure de la banque. 


M. McCracken: C’est exact. Notre systéme offre plus de 
souplesse que le systeme américain, et nous devrions en 
profiter. Aux Etats-Unis, un gouverneur ou chef de la 
réserve fédérale est nommé pour une période de temps 
déterminée a titre inamovible. On ne peut s’en 
débarrasser, seulement l’attirer vers autre chose. On peut 
certainement exercer des pressions sur lui, mais il est 
impossible de changer sa politique comme nous pouvons 
le faire. C’est-donc un avantage pour nous. Cela devrait 
au moins permettre au ministre des Finances de s’assurer 
la présence du gouverneur de la banque aux réunions 
hebdomadaires. 


La Banque du Canada a adopté cette position dés le 
premier jour, avant M. Bouey. Je crois que c’était M. 
Rasminsky qui a pris cette attitude et en a imprégné cette 
institution. 


M. Cassidy: Une petite enveloppe passe des mains du 
gouverneur sortant au nouveau gouverneur. 


M. McCracken: Certes. Mais c’est pour assurer que le 
public pergoit la banque comme un_ organisme 
indépendant. 


Donc, contrairement a ce qui se passe aux Etats-Unis, 
il existe une coordination quotidienne. En pratique, le 
gouverneur se dit que, s’il ne peut convaincre le ministre 
des Finances de son point de vue, ou vice versa, alors 
qu’ils se réunissent et se consultent fréequemment et qu’ils 
se fondent sur la méme base de données, c’est quil y a 
alors un probléme réel et qu’il n’a d’autre choix que de 
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a real problem, and in that environment I have no choice, 
if he feels the need to direct me, but to tender my 
resignation. I think that is actually a good principle to 
have in place, because it does give you a way of making a 
signficant change. 


If you want something different, for different purposes 
there are other approaches. In particular, there are some 
who would like Mike Wilson, for example, to be 
answerable in the House for the conduct of monetary 
policy on a day-by-day basis. That is possible. It would 
require a slight change. I suggested this, and as you might 
not be surprised to learn, it was not met with 
overwhelming acceptance. It would be to ask or require in 
the next Bank Act revision that the governor and the 
Minister of Finance actually write down what their 
objectives for monetary policy are and what the rules of 
the game are and post those publicly, so we know, so we 
can judge, what they are doing, and to do so at least once 
a year—and if they change their minds, to do so at least 
within a week or two of that change. 


That changes the balances slightly, you see, and puts 
the Minister of Finance in another position. 


The Chairman: They put a notice in the paper about 
their change and what they are making the exchange rate 
to be— 


Mr. McCracken: Sure. Why not? 


The Chairman: —and they advertise the interest rates 
and that sort of thing. 


Mr. McCracken: What people want to know is what the 
rules are. You get your power, as a central bank, by 
people knowing your rules. You get them in two ways. 
You can have them discover them by a process of getting 
burned a few times and coming over and finding out they 
can make a buck this way, so they start looking at M1 
numbers or GDP numbers or the price of hogs. Or you 
can tell them what it is they should be looking at and tell 
them if they deviate from that they run the risk of losing 
money. ; 


The people in the financial community are not 
wizards. They are people who want to make a buck. The 
way they make a buck is by knowing what the rules are 
and how the conduct of monetary policy is going to affect 
them. The only profitable speculation in that kind of an 
environment is one that is stabilizing—that is, to be on 
their sides. So if the rule of the bank is that when M1 goes 
up we are going to make it go down by raising interest 
rates, they are telling people in the financial community 
they can make a buck by watching M1, and when they see 
it go up, they can make a buck by at that time assuming 
and acting as if interest rates are going to go up. 


If you want to run by a different set of rules, it will 
take them about a day to figure out that new set of rules, 
maybe a week in some circles, but that is it. Then you can 
run it according to a different set of rules. For example, 
the rules I would suggest would be ones where you have 
real interest rates and say our objective is to have a real 
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remettre sa démission si le ministre veut aller jusqu’a 
émettre une directive. Je trouve que c’est un principe 
approprié car On peut ainsi apporter des changements 
importants. 


Il y a d’autres possibilités si l’on recherche autre chose. 
Par exemple, d’aucuns aimeraient que Mike Wilson, par 
exemple, ait a rendre compte quotidiennement a la 
Chambre de la conduite de la politique monétaire. C’est 
possible. Il faudrait apporter un changement mineur. J’en 
ai fait la suggestion, et vous ne serez pas étonnés 
d’apprendre quelle n’a pas _ suscité beaucoup 
d’enthousiasme. Lors de la prochaine révision de la Loi 
sur les banques, on exigerait que le gouverneur et le 
ministre des Finances énoncent publiquement et au 
moins une fois par année leurs objectifs et les regles du 
jeu en matiére de politique monétaire afin que nous 
soyons mis au courant et que nous puissions en juger—et 
qu’en cas de changement, ils le fassent connaitre 
publiquement dans la semaine ou les deux semaines qui 
suivent. 


Cela changerait légérement la situation et placerait le 
ministre des Finances dans une autre position. 


Le président: Ils annonceraient ce changement dans le 
journal ainsi que le nouveau taux de change. . . 


M. McCracken: Certainement, pourquoi pas? 
Le président: . . . les taux d’intérét, etc. 


M. McCracken: Les gens veulent connaitre les régles 
du jeu. Une banque centrale acquiert un certain pouvoir 
lorsque les gens connaissent ses régles. On peut y arriver 
de deux fagons. On peut les laisser faire leurs propres 
erreurs quelquefois pour découvrir finalement qu’ils 
doivent se fonder sur les chiffres de M1, du PIB ou sur le 
prix du porc. Ou on peut leur dire quels indicateurs ils 
doivent utiliser et qu’ils risquent de perdre de l’argent s’ils 
s’en écartent. 


Les milieux financiers ne sont pas composés de 
magiciens, mais de gens qui veulent faire de l’argent. Et 
ils en feront en connaissant les régles et les effets de la 
politique monétaire. La seule fagon d’éviter une 
speculation indue dans ce genre d’environnement est - 
d’avoir un effet stabilisateur. Par conséquent, si la banque 
indique qu’elle contrera toute progression de M1 en 
haussant les taux d’intérét, le milieu financier saura qu’il 
peut faire de l’argent en surveillant M1 et en supposant 
que les taux d’intérét vont monter quand ce dernier 
agrégat progresse. 


Si la banque change sa fagon de procéder, il faudra un 
jour ou peut-étre une semaine aux milieux financiers 
pour l’analyser, mais c’est tout. On peut alors suivre une 
ligne de conduite différente. Par exemple, d’aprés moi, la 
banque devrait avoir pour objectif un taux d’intérét réel 
qui se rapproche du taux de croissance réel de l’€conomie 
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interest rate that is approximately the same as the real 
growth of the economy, or the potential of the economy. 
If that is 2.5% or 3%, and if real rates are 5%, you are 
telling him you can make a buck by betting we are going 
to drive those real rates of 5% towards 3%. 


_ Mr. Cassidy: But let us say you are still the Minister of 
Finance and you are in this scenario. To bring interest 
rates down, the bank uses the usual sort of instruments of 
monetary policy. But if the bank were driven to that by a 
directive, or if the governor resigned and the deputy 
governor stepped in while a new governor was being 
sought, and this policy were carried out, what are the 
downside risks in terms of either a kind of central 
bankers’ reaction against Canada or a money-market 
reaction against Canada, or alternately, an overall reaction 
against Canada, for taking a fairly sharp difference in 
stance from what was done before? Do you see that as 
being so potentially damaging that it would inhibit the 
kind of policy you put forward here from being 
implemented? 


Mr. McCracken: No, I do not. You obviously do some 
things. You make sure you have your next governor ready 
before you fire the one you have, so there is no gap or 
long, drawn-out search process or anything else. 
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Given that you moved decisively, again I underline that 
the financial community’s first question will be about 
how to make a buck in this new environment. They will 
want to know about your changes in rules. They will not 
be giving you a hard time by saying that what the past 
government was doing was really what they believed in 
and that this new stuff is not what they believe in. I just 
do not believe that is credible. 


I am presuming you are not going to go out and do 
silly things. I persume that if we find we are at full 
potential and if inflation is heating up, you will have no 
hesitation in reining in a monetary policy to cool the 
economy down, as well as fiscal policy. But we are not 
there yet. 


I would think it might even cause some people abroad 
to dust off their portfolio in Canada and to have another 
look at it, but that is not necessarily bad. They may find 
they like it. 


The Chairman: I would like to move on and let some 
other people on here, if you do not mind. Mary Collins. 


Mr. Cassidy: I would appreciate one more short round. 


The Chairman: I[ will do one at the end of the others. 
Mary. 


Mrs. Collins: Thank you. Just to start off with a 
somewhat philosophical question, I have always 
wondered, in terms of economic forecasters, whether as a 
result of their forecasts actions are taken through the 
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ou de son potentiel. Si ce taux s’établit 4 2.5 p. 100 ou a 3 
p. 100, et que le taux réel atteint 5 p. 100, l’investisseur 
pourra alors s’attendre a ce que ce taux réel soit ramené 
de 5 p. 100 4 3 p. 100. 


M. Cassidy: Mais disons que vous étes ministre des 
Finances et que vous vous trouvez devant le scénario 
suivant. Pour faire baisser les taux d’intérét, la banque a 
recours a ses instruments monétaires habituels. Mais si la 
banque y était obligée par une directive ou si le 
gouverneur démissionnait et que le gouverneur adjoint 
assumait ses responsabilités pendant qu’on lui cherche un 
remplagant et que cette politique était suivie, quels 
seraient les risques du point de vue d’une réaction des 
banques centrales des autres pays ou du marché financier 
contre le Canada ou méme, une réaction générale contre 
le Canada pour avoir changé radicalement sa fagon de 
procéder? D’aprés vous, les risques seraient-ils tellement 
grands qu’ils empécheraient la mise en oeuvre de ce genre 
de politique? 


M. McCracken: Non, je ne crois pas. Il faut faire 
certaines choses évidemment. II faut étre sir de choisir un 
nouveau gouverneur avant de laisser partir celui qu’on a 
afin d’éviter toute interruption de ce genre. 


Pourvu que la décision soit ferme, je souligne 4 
nouveau que les milieux financiers s’intéresseront en 
premier lieu a la fagon de profiter du nouvel 
environnement. Ils voudront connaitre les nouvelles 
régles. Ils ne s’attarderont pas a ressasser les vertus de 
Vancien gouvernement et a critiquer l’orientation du 
nouveau. Ceia ne se passe pas ainsi. 


Je tiens pour acquis que le nouveau gouvernement 
n’agira pas de fagon stupide. Je suppose que, si l'économie 
avance a plein régime et qu’elle entraine une poussée 
inflationniste, il n’aura aucune hésitation a utiliser la 
politique monétaire comme la politique financiére, pour 
ralentir les choses. Mais nous n’en sommes pas 1a. 


Je suppose aussi que les investisseurs étrangers 
viendront dépoussiérer leur portefeuille canadien, mais ce 
n’est pas nécessairement une mauvaise chose. Ils seront 
peut-étre heureux de ce qu’ils trouveront. 


Le président: Je voudrais donner la chance a d’autres 
membres si vous n’y voyez pas d’inconvénient. Mary 
Collins. 


M. Cassidy: J’aimerais avoir un autre petit tour. 


Le président: Il y en aura un lorsque tout le monde 
aura parlé. Mary. 


Mme Collins: Merci. Pour aborder la question d’un 
point de vue plus philosophique, je me suis toujours 
demanédé si les prévisions conjoncturelles ne portaient pas 
les secteurs publics et privés a agir justement dans le sens 
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public and private sector, which then fulfil those 
forecasts—the cause and effect relationship. Do you have 
a view on this? 


Mr. McCracken: It is something we do worry about. 
There have been a number of theoretical articles on it. 
The first question we worry about is whether they are self- 
fulfilling or self-defeating. The other possibility is that 
when you forecast a particular situation, when people see 
it they purposely avoid it and you are wrong. I guess we 
have probably had more examples of that having 
happened than the confirming view. 


I can recall in the mid-1970s that a very weak housing 
forecast was put out by ourselves and several others, a 
result of which was a response by governments to do 
something about housing. The consequence of it was that 
housing starts were a lot higher than what we had 
forecast. The question we had to ask ourselves was 
whether we were wrong in our forecasts or not. We found 
it still useful to have made the forecast. 


I think you get protection as a person and the 
dynamics of this become a little bit different when you 
first recognize there are many different forecasters out 
there, some with formal models, some with armchairs, 
some with various forms of biases, etc. It is hard to have a 
dominant forecast, even if you are the Department of 
Finance. There will be some who will be skeptical about 
it or have a different view. As long as there are different 
views, you probably do not run into a major problem. 


There is no question that if the Department of Finance 
or the Bank of Canada thinks X is going to happen and 
takes certain steps, then, sure enough, you can create 
problems. Or they can be, as you say, perhaps self- 
fulfilling. 


I recommend to you this series of three articles by 
William Greider in which he goes over, blow by blow, the 
history of U.S. monetary policy. He points out, for 
example, how in early 1982 the economists at the Federal 
Reserve Bank in Washington told the governor not to 
worry because it was going to recover next month. So they 
kept hitting the inflation concern and they kept jacking 
up the interest rates. It did not recover. They came back 
in and said it would recover next month. This went on 
until they had managed to create the worst recession in 
the postwar period. 


In this particular case, optimistic forecasts led not to an 
optimistic outcome but to the application of pressure in a 
way that made the drop much worse than it otherwise 
would have been. In this case, you have an example of a 
destabilizing element from the forecast. 


We think expectations are formed on the basis of 
forecasts; some might argue they are forecasts. Real 
expectations about the performance of the economy are 
more likely to be self-fulfilling. For example, if it is 
viewed that real economic growth will expand at 5% a 
year over the next five years, it leads to a set of actions on 
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de ces prévisions—il y aurait un rapport de cause a effet. 
Avez-vous une opinion la-dessus? 


M. McCracken: C’est un aspect dont nous nous 
préoccupons. Un certain nombre d’articles ont été publiés 
sur le sujet. Nous nous demandons tout d’abord si les 
prévisions entrainent le résultat prévu ou le résultat 
contraire. En effet, lorsqu’on prévoit que quelque chose 
va se passer, on pousse les gens a agir de fagon contraire et 
on se retrouve finalement dans l’erreur. Je pense que c’est 
plus souvent ce qui s’est produit que le contraire. 


Je me souviens qu’au milieu des années 1970, comme 
d’autres sociétés, nous avions prévu un fort ralentissement 
du secteur de lhabitation, ce qui avait porte les 
gouvernements a s’occuper du probleme. II est donc 
arrivé que les mises en chantier ont été beaucoup plus 
nombreuses que nous l’avions prévu. Nous avons du nous 
demander si nos prévisions étaient erronées ou non. Nous 
avons quand méme jugé utile d’avoir fait cette prévision. 


Je crois qu'il existe quand méme une certaine 
protection et que notre perception de la situation change 
quelque peu lorsqu’on songe au fait qu’il existe toutes 
sortes de  prévisionnistes utilisant chacun leurs 
instruments particuliers et ayant chacun leur parti pris. Il 
est difficile d’avoir une prévision qui domine, méme pour 
le ministére des Finances. Il y aura toujours quelqu’un 
pour la mettre en doute ou avoir une opinion différente. 
Du moment qu’il y a divergence d’opinions, le probléme 
ne peut pas devenir trop grave. 


Il est évident que, si le ministére des Finances ou la 
Banque du Canada sont convaincus qu’une chose se 
produira et prennent des mesures en conséquence, cela 
peut entrainer des difficultés. Ou cela peut, comme vous 
le dites, étre la cause de cette chose. 


Je vous recommande la lecture d’une série de trois 
articles par William Greider, ou il reprend pas a pas 
Vhistoire de la politique monétaire américaine. Il explique 
comment, par exemple, au début de 1982 les €conomistes 
de la Federal Reserve Bank a Washington avaient dit aux 
gouverneurs de ne pas s’inquiéter parce que l’€conomie 
allait reprendre le mois suivant. Ils ont donc continué a 
s’attaquer a l’inflation et a hausser le taux d’intérét. 
L’économie ne s’est toutefois pas rétablie. Ils lui ont donc 
dit qu’elle se remettrait le mois suivant. Ils ont continué 
de cette fagon et ont finalement engendré la pire récession 
depuis le guerre. 


Dans ce cas bien particulier, des prévisions optimistes 
n’ont pas entrainé de résultats positifs, mais des actes qui 
ont gravement empiré la situation. On voit aussi que la 
prévision peut avoir un effet déstabilisateur. 


Nous pensons que les attentes s’inspirent des 
prévisions; d’aucuns prétendront qu’il s’agit de prévisions. 
Les attentes réelles a l’égard de la performance de 
V’économie sont plus 4 méme de se réaliser. Par exemple, 
s’il est de l’avis général que l’€conomie connaitra un taux 
de croissance réelle de 5 p. 100 par année pendant les 
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behalf of consumers who think they will have jobs and 
can spend and so they are willing to take on some debt. 


This leads to investment decisions. Investors say that 
they had better get off their tails and build some new 
plant. That is positive and reinforcing, so in those you 
might find that there is a tendency towards self-fulfilment. 
It is not as clear whether that is the case in other areas. 
Expectations, for example, of higher inflation have 
brought with them, I would suggest, not higher inflation 
but much more restrictive monetary policy and in that 
sense have been proven wrong; of course the Governor of 
the Bank of Canada’s intention is to continue to prove 
them wrong, with a hope that they will alter that 
expectation over time. 
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So it is a complicated issue. I think it is worth keeping 
in the backs of all of our minds. I think, as I say, a useful 
protection is the public disclosure, for example, of the 
Department of Finance forecast. It is helpful, I think, for 
everyone to where they are coming from, and whether 
that is the same ball park as ours. That is a recent 
phenomenon, really. That practice started in the late 
1970s, particularly the five-year scenario. 


Mr. McCrossan: During the Clark government. 
The Chairman: I am sorry? 
Mr. McCracken: John Crosbie. 


The Chairman: Yes. I think it would be useful to know 
what the Bank of Canada’s forecasts are, although I saw 
that the governor simply said that he thought the growth 
rate might be a little less In 1988 than in 1987. It is of 
course very difficult for either the Bank of Canada or the 
Department of Finance to give you forecasts about things 
like exchange rates, interest rates, where they are at least 
presumed to have some influence. 


Mrs. Collins: From that, can I again turn to the 
regional issue, which Mr. Cassidy has also mentioned, but 
particularly as a British Columbian your forecasts with 
respect to British Columbia. The figures that have been 
put forward of course are rather disturbing to see. Could 
you elaborate a little bit more on why you see the growth 
rate in B.C. being so low? Are there indeed public 
policies that could affect or change that, or could improve 
that? 


Mr. McCracken: Yes. I did not bring with me the 
details on it, but I can give you at least the sense of what 
is happening. First of all, B.C. is coming from a period of 
fairly decent investment to one which is lower; 
particularly the sort of the post-Expo drop is continuing 
in our forecast. The metals market side is in 1988-89-90 
not that vigorous. We have continuing difficulties on the 
coal export side in our forecast. All of these do not augur 
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cinq prochaines années, les consommateurs sont portés a 
agir d’une certaine fagon parce qu’ils sont convaincus 
qu’ils ne perdront pas leur emploi, qu’ils peuvent donc 
dépenser et s’endetter en toute sécurité. 


Cette attitude donne lieu a des investissements. Les 
investisseurs se hatent d’entreprendre la construction de 
nouvelles usines. Cet enchainement a un effet positif de 
sorte que ces attentes ont plus tendance 4 entrainer le 
résultat attendu. Il n’est pas sir que ce soit le cas dans 
d’autres domaines. Par exemple, on s’attendait a une 
accentuation de l’inflation, mais on a eu plutét une 
politique monétaire beaucoup plus restrictive qui a 
entrainé le résultat contraire; bien entendu, le 
gouverneur de la Banque du Canada souhaite de 
continuer dans cette voie en espérant que ces attentes 
changeront au fil du temps. 


Il s’agit d’une question complexe. II est bon de toujours 
Vavoir a lesprit. Comme je lai dit, la divulgation 
publique des prévisions du ministére des Finances, par 
exemple, offre une bonne protection. Il est utile a tout le 
monde de savoir ce qu’ils en pensent et si ces prévisions 
vont dans le méme sens que les né6tres. C’est un 
phénoméne assez récent en fait. Cette pratique a 
commencé a la fin des années 1970, surtout le plan 
quinquennal. 


M. McCrossan: Sous le gouvernement Clark. 
Le président: Pardon? 
M. McCracken: John Crosbie. 


Le président: Oui. Il serait utile de connaitre les 
prévisions de la Banque du Canada, bien que le 
gouverneur ait simplement dit, semble-t-il, que, d’aprés 
lui, le taux de croissance serait moindre en 1988 qu’en 
1987. Il est €videmment extrémement difficile, que ce soit 
pour la Banque du Canada ou le ministére des Finances, 
de fournir des prévisions sur le taux de change ou les taux 
d’intérét, étant donné qu’ils ont une certaine influence 
sur ces éléments. 


Mme Collins: Permettez-moi maintenant de passer a 
l’aspect régional dont M. Cassidy a également parlé, mais 
surtout a vos prévisions relatives a la Colombie- 
Britannique, en tant qu’habitante de cette province. 
Evidemment, les chiffres qui ont été présentés sont assez 
inquiétants. Pourriez-vous m’expliquer un peu mieux 
pourquoi la croissance de la Colombie-Britannique sera 
aussi ralentie que vous le prévoyez? Le gouvernement 
pourrait-il suivre une politique 4 méme d’améliorer la 
situation? 


M. McCracken: Oui. Je n’ai pas tous les détails avec 
moi, mais je peux vous donner une idée de ce qui se 
passe. Premiérement, bien que les investissements aient 
atteint un niveau acceptable récemment en Colombie- 
Britannique, la baisse ressentie aprés l’Expo persistera 
d’aprés nos prévisions. En 1988-89-90, le marché des 
métaux est stagnant. Nos prévisions signalent également 
des difficultés persistantes du cété des exportations de 
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well, particularly for British Columbia. Consumer is weak 
throughout the country, so there is no big help from that 
score. Housing again is weaker in all regions, and again 
you would get no prop-up from that particular area. 


Now, what could make it different? How in a more 
hopeful way... Maybe we have to rationalize where we 
have missed in 1988 or 1989. The one area we should not 
forget about... The appreciation of the Canadian dollar 
vis-a-vis the U.S. dollar is of course the news today, but 
the change in rate of the Japanese yen and the European 
currencies vis-a-vis the Canadian dollar is in fact much 
greater. We have depreciated along with the U.S. dollar 
35% to 40% over the last several years. That has to make 
our exports in Japan extremely attractive. That has to 
make the tourist from the Far East looking at where to go 
look at B.C. with the possibility of coming and staying 
four weeks instead of two, almost at the same price. 


So we may find that we are pleasantly surprised by a 
more substantial pick-up in our exports to the rest of the 
world, particularly to the Pacific Rim in the case of B.C., 
although also to Europe, than we are currently 
forecasting. We do have some pick-up, but it could be a 
lot better. The other aspect of course is that in some 
industries—pulp and paper—it appears as though we are 
at capacity at the moment in B.C., so that in the short run 
it is hard to see where the potential for further growth 
comes from. But that again may lead to further expansion 
on the investment front over the next several years, which 
again could be a positive long-term improvement in that 
particular area. 
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As for what you can do about it, of course—as in any 
other region of the country—governments can do 
something; that is why they are there. One would have to 
ask both the federal and the provincial authorities what 
options there may be for infrastructure, bringing forward 
investments, or any number of sensible moves that would 
underpin the infrastructure and the growth prospects for 
the province. Of course, that is not the only province that 
needs it. 


Mr. Warner: You mentioned that you feel there will be 
an upward trend of appreciation in our dollar, going to 
over 80¢ in the early 1990s. What are the main factors 
contributing to this trend? 


Mr. McCracken: As you know, anyone who can in fact 
tell you where exchange rates are going is probably lying 
or wealthy—and I am not wealthy. 


In our models, the kinds of things that lead to 
appreciation of the exchange rate would be better 
inflation performance in Canada than in its major trading 
partners, particularly the U.S.—and let us talk about the 
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charbon. Tous ces facteurs ne sont pas de bon augure, 
surtout pour la Colombie-Britannique. Les dépenses de 
consommation sont faibles partout au pays, et il n’y a 
aucune aide a attendre de ce coté-la. Le secteur de 
Vhabitation connait aussi un ralentissement partout au 
pays, et ne peut avoir aucun effet positif. 


Maintenant, qu’est-ce qui pourrait changer la situation? 
Si Von veut étre plus optimiste... il faudrait peut-étre 
analyser les erreurs commises en 1988 et 1989. C’est 
peut-étre l’appréciation du dollar canadien par rapport au 
dollar américain qui fait la manchette aujourd’hui, mais il 
ne faut pas oublier que la baisse du dollar américain par 
rapport au yen japonais et aux monnaies européennes est 
beaucoup plus importante. Parallélement au _ dollar 
américain, notre monnaie a perdu 35 a 40 p. 100 de sa 
valeur au cours des derniéres années. Cela doit rendre trés 
attrayantes nos exportations au Japon. Cela portera 
certainement le touriste d’Extr€me-Orient a songer a la 
Colombie-Britannique et a y séjourner quatre semaines au 
lieu de deux pour le méme prix. 


Nous aurons donc peut-étre la surprise agréable de voir 
nos exportations reprendre, surtout celles vers la région 
du Pacifique dans le cas de la Colombie-Britannique mais 
aussi vers l’Europe. Nous prévoyons une certaine 
expansion, mais elle pourrait étre beaucoup plus 
importante. Par ailleurs, bien entendu, il semble que 
certaines industries fonctionnent a pleine capacité pour 
Vinstant en Colombie-Britannique, comme les pates et 
papiers, de sorte qu’on ne peut envisager de croissance a 
court. terme dans ces secteurs. Mais cela peut aussi 
entrainer une autre expansion des investissements au 
cours des prochaines années, ce qui pourrait étre une 
amélioration a long terme dans ce secteur. 


Pour ce qui est de ce qu’on peut faire, comme pour 
toute autre région du pays, les gouvernements peuvent 
intervenir, c’est pourquoi ils existent. Il faudrait 
demander aux autorités fédérales et provinciales quelles 
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seraient les options a l’égard de l’infrastructure, de 
nouveaux investissements ou d’un certain nombre de 
mesures sensées, qui  assureraient |’infrastructure 


nécessaire et appuyeraient les prospectives de croissance 
de la province. Bien entendu, ce n’est pas la seule 
province a en avoir besoin. 


M. Warner: Vous avez dit que d’aprés vous le dollar 
poursuivrait sa progression et dépasserait les 80c. au début 
des années 1990. Quels sont les principaux facteurs 
contribuant a cette tendance? 


M. McCracken: Comme vous le savez, quiconque peut 
prédire de fagon exacte les fluctuations du taux de change 
est probablement menteur ou trés riche—et je ne suis pas 
riche. 


D’aprés nos modéles, les facteurs qui entraineraient un 
taux de change plus favorable seraient un taux d’inflation 
moindre au Canada par rapport 4 ses _ principaux 
partenaires commerciaux, surtout les Etats-Unis—et 
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U.S.-Canadian exchange rate in particular. A movement 
of what we call the terms of trade in favour of Canada 
would be positive for the currency—that is, the price of 
our exports relative to the price of our imports—and we 
do have an improvement over the next several years ina 
relative sense in terms of trade, as you all are aware. In 


€xport prices relative to our import prices, most of the 


resource prices have fallen quite dramatically: agricultural 
products, coal, metals, and oil. We foresee that bouncing 
back somewhat, although not back to the kinds of 
absolute levels that were in place in the late 1970s. So that 
helps to appreciate the Currency somewhat. In our 
forecast we have some improvement in the current 
account balance, though not dramatic. That again has 
some modest influence on the exchange rate. 


Finally, we have interest rates, which, with interest rate 
differentials between Canada and the USS. narrowing 
somewhat, have a net consequence of holding down the 
appreciation of the Canadian dollar somewhat. So when I 
Suggest tO you some appreciation in our forecast, it should 
be noted that it is coupled with some narrowing of the 
interest rate spreads between the U.S. and Canada. So if 
you did not narrow those spreads then we would have in 
fact more of an appreciation than we are currently 
looking at. 


Of course, the magnitudes we are talking about are 
meant to be simply indicative of where we think the net 
forces will be going. We may be at our 1992 target by 
March, and in 1992 God only knows where we will be in 
terms of an exchange rate. But we wanted people to get a 
sense that there would not’be further depreciation and 
that the basic or fundamental factors were set in such a 
way that one should at least bet against further 
depreciation and bet for some appreciation. 


Mr. Warner: This may be one of the reasons why you 
were suggesting that we should lower interest rates in 
Canada, that we have that ability now without really 
disrupting the level of the Canadian dollar versus the U'S. 
dollar. You suggest 1% or 2%. 


Mr. McCracken: Just to start the ball rolling, that 
would be a good magnitude. We will see where we go 
from there. If we had a real interest rate measure—and I 
will have to follow up on these indexed mortgages you 
mentioned to see if those are giving us a good market 
signal and for how long we have it—I would basically be 
looking to get real interest rates down to a level on the 
order of 2% to 4%. 


Mr. Warner: If you reduce the interest rates say by 2%, 
then would you change your projection to suggest that the 
Canadian dollar would probably stay at the level it is at 
now instead of appreciating to over 80¢? 
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Mr. McCracken: It would probably take more than 
that, because it is a complex set of issues. Let us look at 
what happens when interest rates drop. In the short run, 
there may be some immediate purchases of consumer 


[Traduction| 


parlons justement du taux de change canado-américain. Si 
ce que nous appelons les termes de l’échange—c’est-a-dire, 
le prix de nos exportations par rapport au prix de nos 
importations—devenait favorable au Canada, l’effet serait 
positif sur notre monnaie, et nous prévoyons en effet une 
amélioration des termes de Véchange au cours des 
prochaines années, comme vous le savez. A cet égard, les 
prix des ressources ont pour la plupart chuté: Les 
produits agricoles, le charbon, les métaux et le pétrole. 
Nous prévoyons une reprise a ce titre, mais non aux 
niveaux €levés qui existaient a la fin des années 1970. Cela 
pourrait donc entrainer une valorisation de la monnaie. 
Nous prévoyons également une amélioration de la balance 
du compte courant, bien que légére. Cela aussi aura une 
influence limitée sur le taux de change. 


Finalement, étant donné que l’écart entre les taux 
d’intérét du Canada et des Etats-Unis se rétrécit, 
Vappréciation du dollar canadien est quelque peu ralentie. 
Lorsque je parle d’une appréciation en vertu de nos 
prévisions, il faut remarquer qu’elle se combine a un 
rétrécissement de l’écart entre les taux d’intérét 
américains et canadiens. Par conséquent, si ces écarts 
n’étaient pas réduits, l’appréciation de la monnaie serait 
encore plus forte que celle que nous envisageons. 


Evidemment, les chiffres de grandeur que nous 
donnons ne sont qu’une indication de l’orientation future. 
Il se peut que notre cible de 1992 soit atteinte en mars, et 
Dieu sait ou sera le taux de change en 1992. Mais nous 
voulions vous faire comprendre qu’il n’y aurait pas 
d’autres dépréciations de la monnaie et que tous les 
facteurs en cause nous portaient 4 croire qu’on peut 
compter sur une certaine appréciation pour l’avenir. 


M. Warner: C’est peut-étre une des raisons pour 
lesquelles vous proposiez d’abaisser les taux d’intérét au 
Canada, en disant que nous pouvions maintenant le faire 
sans perturber la valeur du dollar canadien par rapport au 
dollar américain. Vous parliez de 1 ou 2 p. 100. 


M. McCracken: Ce serait un bon début. Nous verrons 
ensuite. Si nous avions une mesure du taux d’intérét 
réel—et je reviendrai aux hypothéques indexées dont vous 
avez parlé et a leur valeur comme signal—je serais 
favorable a une baisse de ce taux jusqu’a 2 ou 4 p. 100. 


M. Warner: Si l’on réduit le taux d’intérét de 2 p. 100, 
diriez-vous alors que le dollar canadien se maintiendrait 
au niveau actuel plutédt que de prévoir une appréciation 
jusqu’a 80c.? 


M. McCracken: Ce ne serait pas suffisant, parce que ce 
n’est pas si simple. Voyons ce qui se produit lors d’une 
baisse des taux d’intérét. A court terme, les achats de 
biens de consommation progresseront peut-étre. Il pourra 
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goods. There may be some tightening up of the economy. 
But there is also an improvement in investment. That 
investment improvement improves the capacities of the 
Canadian economy. That means we can export more. That 
means we are likely to be able to produce more without 
running up against bottlenecks. It also means we have 
probably adopted a new technology that gives us higher 
productivity than we had before, and hence perhaps lower 
inflation. 


In simulations we have run, which, as you might 
suspect, the Bank of Canada does not necessarily grasp to 
their bosom, but if we were to run the artificial 
experiment of holding the exchange rate unchanged and 
lowering interest rates, and watching what happens in the 
economy, what happens to us in the very first instance is 
perhaps some pick-up in inflation, but in the longer-term 
we actually get less inflation, because we have a more 
productive environment and because interest rates have a 
non-trivial effect on many of our regulated prices in 
agriculture, transportation and communications, etc. 
When you lower interest rates, you actually set in train 
something that subsequently lowers prices in those 
particular sectors. 


When the bank of course looks at that kind of a 
simulation they say that you cannot hold that exchange 
rate unchanged, and it will drop like a rock; and whatever 
you Say, it is going to cause inflation to be higher. 


In any case, I would at least like to convince you that 
lower interest rates may in fact be conducive to lower 
inflation rates than might otherwise be the case in the 
longer run, the principal channel being that move 
towards increased capital investment, more productive 
economy, coupled with the direct effect of lower interest 
costs on many of our regulated prices. 


Mr. Warner: And may not have a significant effect on 
the value of the Canadian dollar versus the U.S. dollar. 


Mr. McCracken: I think it would not have as much 
effect. You may have an initial reaction down, but once 
the change has occurred, the markets should not be 
expecting continued depreciation. 


Mr. Cassidy: In your model, and you have done some 
estimates of the impact on employment in Canada, of a 
reduction of interest rates, such as you suggest, if interest 
rates came down by 1%, what could we expect to see in 
terms of impact on employment in Canada? 


Mr. McCracken: We have done it. I think the group 
following me will in fact be giving you some studies on 
that, including a paper I wrote some time ago, but by 
which I would still stand. It looks at the sensitivity 
precisely as you have discussed it: what happens if we 
lower interest rates, how many more people do we get? In 
a case where we lowered interest rates by 200 basis points, 
we had an improvement in the unemployment rate for 
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y avoir un resserrement de l’économie, mais également 
un rétablissement des investissements. Cet accroissement 
de l’investissement améliore les capacités de l’€conomie 
canadienne, ce qui signifie que nous pouvons exporter 
plus. Cela signifie aussi que nous pourrons probablement 
produire plus sans risquer d’inonder le marché. Nous 
aurons aussi probablement adopté une _ nouvelle 
technologie nous donnant une productivité meilleure 
qu’auparavant et par conséquent un taux d’inflation 
moindre. 


Dans les simulations que nous avons faites, qui, comme 
vous vous en doutez, ne sont pas nécessairement acceptées 
par la Banque du Canada, quand nous maintenons le taux 
de change au méme niveau et abaissons les taux d’intérét, 
pour voir quelles seraient les conséquences sur 
économie, il se produit en tout premier lieu une 
certaine hausse de l’inflation, mais il y a en fait une baisse 
a long terme parce que l’environnement devient plus 
productif et que les taux d’intérét ont un effet négligeable 
sur bon nombre des prix réglementés de l’agriculture, du 
transport et des communications, etc. Toute baisse des 
taux d’intérét engendre par la suite une diminution des 
prix dans ces secteurs. 


Devant ce genre de simulation, la banque vous dira 
bien entendu qu’on ne peut pas éviter dans ces 
circonstances une chute du taux de change; quoi qu’on en 
dise, cela entrainera une hausse d’inflation. 


De toute fagon, j’aimerais au moins vous convaincre 
que des taux d’intérét moins élevés peuvent en fait mener 
a un taux d’inflation moindre que ce qu’on aurait connu 
autrement a long terme, surtout a cause de la progression 
des investissements, d’une économie plus productive 
combinée 4a l’effet direct d’une baisse des taux d’intérét 
sur bon nombre des prix réglementés. 


M. Warner: Ils n’auront peut-étre pas d’effet marqué 
sur la valeur du dollar canadien par rapport au dollar 
américain. 


M. McCracken: Je crois qu’ils n’auraient pas un effet 
aussi marqué. Il y aura peut-étre une réaction 4a la baisse 
au départ, mais lorsque le changement aura été absorbé, 
les marchés ne devraient pas s’attendre a ce que la 
dépréciation se poursuive. 


M. Cassidy: Vous avez aussi fait des évaluations 
d’impact d’une réduction des taux d’intérét sur l’emploi 
au Canada, et si cette baisse se situait a 1 p. 100, quelles 
seraient d’aprés vos prévisions les répercussions sur 
l’emploi au Canada? 


M. McCracken: Nous l’avons fait, en effet. Le groupe 
qui me suivra vous fera part, en fait, d’études sur la 
question, notamment un document que j’ai rédigé il y a 
quelque temps, mais dont je maintiens toujours la validité. 
Il porte justement sur la sensibilité de ce secteur aux 
fluctuations du taux d’intérét. Dans un cas ou nous avions 
abaissé les taux d’intérét de 200 centiémes de point, le 
taux de chémage connaissait pendant les cinq premiéres 
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the first five years from an initail 0.1% to 0.5%. This was 
just with that one change alone. 


The Chairman: That is good. 


Mr. McCrossan: I just wanted to hit the issue of 
regional disparity in another way. If we accept that the 
triangle is essentially 
overheated, it does not seem to me to make sense to 
centralize Our government labour forces, essentially in 
that overheated area. 


In today’s circumstances, given the rapidly falling 
computer and telecommunications costs, what would be 
your view on actually making a conscious decision to 
decentralize government operations as a principal vehicle 
or as a significant vehicle of government policy, to move, 
if you will, the white-collar jobs out into the regions and 
take the labour market pressure off the overheated area? 


ors: 


Mr. McCracken: As you are aware, that is not a new 
idea. It has been done in a few cases, Veterans Affairs, T 
guess, being one of the more recent ones. 


I do not see anything fundamentally wrong with that. 
One has to be concerned about the ability of governments 
to work together and of departments to work together. It 
can be positive. I think it would be interesting. The first 
thing I would want to do is look as a case study at a 
couple of these things where we have done it, look at the 
headlines that were there about what was going to go 
wrong when we did it, and see what in fact happened. 
Basically, I think we probably would be pleasantly 
Surprised in most cases; i.e., that it did work, that it has 
helped, that there have been some additional spin-offs that 
we had not even anticipated. 


It is a structural change you are talking about doing, 
though, and it is not clear that you necessarily want to try 
to make this move for stabilization because you may find 
yourself in the awkward position say 10 years down the 
road where the call is my God, we have to do something 
for that triangle between Ottawa, Montreal, and Toronto. 
Let us move all the government offices back into the pit 
and see if we can pull it off. 


The Chairman: With that horrible thought, I thought 
you were going to recommend that the House of 
Commons move to Vancouver Island. 


Mr. Warner: Mr. Chairman, since our witness is giving 
a speech at 12.30 p.m. on the topic of free trade, I wonder 
if he would hit the highlights of that speech now. 


Mr. McCracken: In the interests of time and economy, 
why do I not leave you a copy of the speaking notes? I 
would simply say that we have done some work on free 
trade in the past, including the earlier 1985 studies of the 
Department of External Affairs. We are done subsequent 
Studies. We are currently involved in going through, 
Clause by clause, trying to understand what is there, and 
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années une réduction de 0.1 p. 100 a 0.5 p. 100. Ce n’était 
qu’avec ce seul changement. 


Le président: C’est bon. 


M. McCrossan: Je voulais aborder la question de la 
disparité régionale sous un autre angle. Si nous acceptons 
que le triangle Toronto/Montréal/Ottawa est surchargé, il 
me semble absurde de centraliser dans cette région 
Vappareil gouvernemental. 


Dans les circonstances actuelles, vu que les cotts de 
informatique et des télécommunications sont en chute 
libre, que penseriez-vous d’une décentralisation voulue 
des opérations du gouvernement afin d’encourager le 
déplacement des emplois de bureau vers les régions et 
diminuer les pressions sur cette région surchargée? 


M. McCracken: Comme vous le Savez, l’idée n’est pas 
nouvelle. Il y a déja eu plusieurs cas dont le plus récent 
est, si je ne m/’abuse, le ministére des Anciens 
Combattants. 


Je ne trouve rien a y redire. Il faut cependant que les 
gouverenements et les ministéres puissent travailler de 
concert. C’est la peut-étre une mesure positive. Je pense 
que cela pourrait étre intéressant. La premiére chose qui 
m’intéresserait serait d’analyser deux ou trois cas de 
déménagements, de prendre les manchettes de l’€poque 
ou l’on prédisait toutes sortes de malheurs. pour voir 
quelle a été en fait la réalité. Je pense que nous serions 
agréablement surpris dans la plupart des cas; je veux dire 
que cela a bien marché, que cela a eu des effets bénéfiques 
méme au-dela de ce que nous avions espéré. 


Mais c’est un changement structurel que vous 
proposez, et je ne suis pas certain qu’il soit nécessairement 
bon de l’envisager dans le but de stabiliser l’é€conomie, car 
il se pourrait fort que dans une dizaine d’années vous 
vous retrouviez dans la situation difficile de devoir faire 
quelque chose pour le triangle entre Ottawa, Montréal, 
Toronto. Ramenons-y tous les bureaux du gouvernement 
et voyons si cela marche. 


Le président: Quelle horrible pensée. Je pensais que 
vous alliez recommander que la Chambre des communes 
aille s’installer sur l’1le de Vancouver. 


M. Warner: Monsieur le président, puisque le témoin 
doit prononcer un discours sur le libre-échange 
aujourd’hui méme a 12h30, je me demande s’il 
accepterait de nous en donner les principaux points. 


M. McCracken: Pour gagner du temps, pourquoi ne 
vous laisserais-je pas un exemplaire de mes notes? 
Permettez-moi simplement de vous dire que jai fait 
quelques études sur le libre-€change par le passé, 
notamment les études publiées par le ministére des 
Affaires extérieures en 1985. Nous continuons. Nous 
examinons actuellement l’accord article par article pour 
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we are preparing what we hope will be a fairly decent 
study on the economic impacts of the free trade 
agreement in December. 


Also, as you are perhaps aware, we have been critical 
of the recent study tabled by the Department of Finance 
on the economic impacts. Our criticism there is primarily 
a technical one in that what they tabled was a free trade 
impact plus a tax cut; and as much as I would like to 
endorse the notion that a tax cut might well be 
appropriate to accompany this free trade agreement, I did 
not think it helped the understanding of the agreement to 
confound these two issues. So it was suggested that they 
would have been more helpful if they had done so in a 
revenue neutral fashion, much as they have done for, of 
course, the studies on tax reform. 


There were some other minor debates and issues with 
them, including their not being clear on the interest rate 
and exchange rate consequences of their run. Again, their 
unwillingness to make that public in the document makes 
it very hard for the reader to understand their run. On 
the other hand, if they had made it public, I suspect the 
reader would have been even more confused. 


The Chairman: We are going to adjourn for three 
minutes or so, and we are going to commence with our 


next two witnesses, Mr. Paul Phillips and Duncan 
Cameron. 
211.09 
° 1114 


The Chairman: We are continuing with our hearing 
under Standing Order 96.(2) to talk to selected witnesses 
with respect to the economy of the country to assist the 
committee in looking at and understanding the budget 
and economic conditions of the country. 


We have as witnesses right now, from the University of 
Manitoba, Professor Paul Phillips, and from_ the 
University of Ottawa, Professor Duncan Cameron. 
Welcome, gentlemen. I do not know whether you have a 
joint presentation. I do not think you have; I think you 
each have your own thing to say. Perhaps, Professor 
Phillips, you would like to lead off, and then we will 
follow up with Professor Cameron. 


aed tl} 


Professor Paul Phillips (University of Manitoba): I 
would like to take this opportunity to thank the 
committee for bringing in someone from one of the 
hinterland regions to make a presentation, and as a result 
my presentation will be— 


The Chairman: I do not know about that, you know— 
we bring Mary in every week. 
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essayer de comprendre ce qu’il contient et nous préparons 
pour décembre une étude—qui devrait étre assez bonne— 
sur les conséquences économiques de l’accord de 
libre-€change. 


En outre, vous savez peut-étre que nous avons critiqué 
Vétude publiée réecemment par le ministére des Finances 
sur ce méme sujet. Notre critique est essentiellement 
d’ordre technique. Nous lui reprochons d’avoir tenu 
compte non seulement des effets du libre-€change, mais 
d’y avoir ajouté ceux d’une réduction d’impot; et méme si 
je suis prét a admettre que l’accord de libre-échange 
s’accommoderait trés bien d’une réduction paralléle des 
impOts, je ne pense pas qu’en mélangeant les deux on ait 
contribué a mieux faire comprendre l’accord. Nous avons 
donc dit qu’il aurait été préférable de présenter une étude 
neutre sur le plan fiscal, comme on l’a fait, bien entendu, 
pour les études sur la réforme fiscale. 


Il y avait d’autres points de désaccord mineur, 
notamment le fait que la simulation n’est pas claire quant 
aux cOnséquences sur les taux d’intéréts et le taux de 
change. La encore, en se refusant de publier ces données, 
le ministére rend trés difficile la compréhension de son 
analyse. Mais je suppose que si les données avaient été 
rendues publiques, le lecteur y aurait encore moins 
compris. 


Le président: Nous allons lever la séance pendant 
quelques minutes et nous entendrons ensuite MM. Paul 
Phillips et Duncan Cameron. 


Le président: Conformément 4a l’article 96.(2) du 
Réglement, nous continuons nos audiences avec les 
témoins choisis sur l’€conomie nationale dans le but 
d’éclairer le Comité sur la situation budgétaire et 
économique du pays. 


Nous accueillons maintenant le professeur Paul 
Phillips, de luniversiteé du Manitoba, ainsi que le 
professeur Duncan Cameron, de l’université d’Ottawa. 
Messieurs, soyez les bienvenus. Je ne sais pas si vous allez 
faire votre exposé ensemble. Apparemment non; vous 
avez chacun le vétre. Nous allons peut-étre commencer 
par le professeur Phillips, et le professeur Cameron aura 
ensuite la parole. 


M. Paul Phillips (professeur, Universite du Manitoba): 
Je remercie le Comité d’avoir invité une personne des 
régions périphériques, et a ce titre mon exposé sera. . . 


Le président: Je ne suis pas tout a fait d’accord, nous 
invitons Marie chaque semaine. 
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Prof. Phillips: What I have distributed to the committee 
is a number of tables. I was working up to the very last 
moment on them, so some of them are handwritten. But I 
will try and make my presentation around them. I will 
start by saying that I think we look with some horror at 
the comments of the Governor of the Bank of Canada 
that the economy is overheated and that they are raising 
interest rates and tightening monetary policy. 


If you look at the figures, particularly outside of 
central Canada, the situation is really very bad, and in fact 
is still much worse than 1981, which was the first year of 
the current recession from which we are trying to recover. 
Table 1 I think shows that across Canada in 1987 the 
average rate of unemployment was 8.9%, as Opposed to 
7.6% in 1981. Quebec and Ontario are more or less at or 
below their performance in 1981, but for the rest, 
particularly in the west, the unemployment rate is almost 
double what it was in 1981, and it is still a fairly desperate 
situation. 


Not only is it reflected in the actual rate of 
unemployment, it is also reflected in the involuntary part- 
time employment. As you can see, in 1987 it is still almost 
50%, between 40% and 50%, outside of central Canada of 
involuntary part-time employment, and it still represents 
about 4% to 5% of unemployed. So the situation of 
involuntary part-time employment and unemployment is 
still very serious. 


The other structural problem is not just a regional one, 
but it is also an occupational one, which is indicated in 
table 3, and that is that the employment growth has been 
very, very selective. In certain major areas such as 
teaching it has been negative, in certain parts of 
manufacturing it has been negative, and in the service 
industries, which is the biggest single employer, it has also 
been negative in terms of employment growth. 


The other point I would like to make about the 
unemployment, and it is indicated in table 4, is that 
despite the decline in the past year—and these were the 
latest dates available, May, July, September 1986, where I 
had the detailed information available in the labour force 
Survey... if you look at the decline in the recent 
expansion, although the decline in the rate of 
unemployment was 9%, it was a 16% decline in Ontario, 
quite reasonable in the Maritimes, but on the Prairies it 
was a decline of under 3% in the unemployment rate in 
the past year, and in B.C. 6%. So the whole west has only 
declined at about a quarter the rate of unemployment as 
in eastern Canada. 


The rest of the tables are more for your information. 
You will note that the index of unemployment, 1981, at 
100 by 1987 in Canada. .. it still was higher than 1981, as 
I indicated before, but below in Quebec and Ontario. But 
in the Prairies it is double the rate, 193% of the 1981 rate, 
and in the west generally, 75% higher. 


[Traduction] 


M. Phillips: Je vous ai fait distribuer un certain 
nombre de tableaux. J’y ai travaillé jusqu’a la derniére 
minute, et certains sont donc manuscrits. C’est cependant 
sur ces tableaux que je vais essayer de baser mon exposé. 
Pour commencer permettez-moi de vous dire que nous 
sommes saisis d’horreur devant les commentaires du 
gouverneur de la Banque du Canada, qui a annoncé que 
l'économie étant en surchauffe, que la Banque va relever 
les taux d’intérét et compresser la masse monétaire. 


Les chiffres démontrent que la situation est grave, 
surtout dans les régions périphériques, et qu’elle s’est en 
fait beaucoup détériorée depuis 1981, qui a été la 
premiére année de la récession dont nous essayons de 
nous tirer. Vous pouvez voir d’aprés le Tableau 1 que le 
taux moyen de chomage au Canada en 1987 était de Sep: 
100, alors qu’il était de 7,6 p. 100 en 1981. Au Québec et 
en Ontario les chiffres sont plus ou moins stables ou un 
peu inférieurs 4 ceux de 1981, mais dans le reste du pays, 
et notamment dans |’Ouest, le taux de chomage a presque 
doublé par rapport 4 1981, et la situation demeure 
désespérée. 


Cela est évident non seulement dans le taux de 
chomage, mais aussi dans le taux d’emploi a temps partiel 
involontaire. Comme vous pouvez le voir, il se situait 
encore en 1987 aux environs de 50 p. 100, entre 40 p. 100 
et 50 p. 100, dans les régions périphériques, et il 
représente encore entre 4 p. 100 4 5 p. 100 des ch6meurs. 
Donc le chomage et le travail a temps partiel involontaire 
continuent a poser un probléme grave. 


fl y a un autre probléme structurel qui dépasse le cadre 
régional, comme on peut le voir au Tableau 3, c’est celui 
de la croissance des emplois, qui est extrémement 
sélective. Dans certains grands secteurs comme 
l’enseignement, la croissance a été négative, comme c’est 
le cas aussi dans le secteur de la fabrication et dans le 
secteur des services, qui est le plus grand employeur. 


Il y a une autre chose qu’il faut faire remarquer a 
propos du chémage, et vous pouvez le voir au Tableau 4, 
c’est qu’en dépit de la baisse enregistrée l’an dernier—les 
derniéres données détaillées dont nous disposions sur le 
marché du travail datent de mai, juillet et septembre 
1986... Bien que le taux moyen de chomage ait diminué 
de 9 p. 100, la baisse était en fait de 16 p. 100 en Ontario, 
tout a fait raisonnable dans les provinces maritimes, mais 
elle se situait 4 moins de 3 p. 100 dans les Prairies et a 6 
p. 100 en Colombie-Britannique. La diminution du taux 
de chémage dans l’ensemble de l’Ouest n’a donc été que 
d’un quart par rapport a l’Est du pays. 


Je vous ai donné les autres tableaux simplement 8 titre 
d’information. Je vous signale que l’indice du taux de 
chémage pour 1981 étant situé a 100, en 1987... Il 
demeurait plus élevé qu’en 1981, comme je I’ai déja dit, 
sauf au Québec et en Ontario. Dans les Prairies 
cependant, il a presque doublé, passant 4 193 p. 100 par 
rapport a 1981 et dans l’Ouest en général, il a augmenté 
de 75 p. 100. 
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Finally, I want to deal with the kinds of policies that 
have been... these are more fiscal than monetary 
policies, particularly in the area of labour market 
structural adjustment expenditures. The sheet after that is 
headed as tables | and 2 on page 4 of an Ontario 
government submission. These are the actual expenditures 
from the Canadian Jobs Strategy, which is of course the 
major policy tool for the labour market adjustment. It has 
undergone a very substantial decline. The projection for 
1987-88 is down to only 68% of the expenditures on job 
market adjustment that there were in 1984-85. There has 
been a steady decline. 


oe) 


The last table I would like to refer you to is the 
regional development expenditures. They go up only to 
1985-86, because we have been unable to get any figures 
from the regional offices of regional expenditures after 
that time. In any case, as you note from the index of grant 
expenditures, they have also been declining, down to 74% 
of what they were in 1982-83 by 1985-86. Indexes of loans 
and guarantees have risen, but they are very, very heavily 
concentrated in central Canada... the kind of regional 
expansion in those areas where the economy is most 
heated. In the case of grants, it is a 74% average over this 
period. For government guarantees and loans, it is almost 
60% in Quebec and Ontario. 


The last part of that table is on science and technology 
expenditures, which are the other major expenditure for 
economic development in the regions. We note that in 
central Canada—and we cannot separate them out, 
because the figures come out including the National 
Capital Region—almost 70% of all federal government 
expenditures are occurring in the region that is described 
as “overheated”’. 


So what I am basically arguing here is that the whole 
nature of fiscal policy in terms of expenditure is 
reinforcing the regional disparities and making it 
impossible to reach lower levels of unemployment. 


M. Duncan Cameron  (professeur, Université 
d’Ottawa): Merci, monsieur le président. Je vais faire ma 
présentation en anglais, mais s’il y a des questions en 
frangais je serais heureux d’y répondre aussi. 


I am particularly happy to be invited to appear before 
this committee and to indicate to you that the Canadian 
Council on Social Development has just published a 
book, which I co-edited, called Policies for Full 
Employment. Mike McCracken referred to it earlier, and 
he has a major contribution in it. 


It is on the matter of employment policy that I want to 
address my remarks. The context I bring to this 
committee is a feeling as a political scientist that quite 
often economic policy measures are one-dimensional, and 
they are dealing with what of course people know by 
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Enfin, je voudrais parler des politiques qui ont... Ce 
sont davantage des politiques fiscales que monétaires, 
surtout dans le domaine des dépenses au chapitre des 
ajustements structurels du marché du travail. La page 
suivante était la page 4 d’un exposé au gouvernement de 
l'Ontario et comporte deux tableaux. Il y a d’une part les 
dépenses réelles engagées dans le cadre du programme de 
Planification de lV’emploi, qui est bien sur le principal 
instrument politique d’ajustement du marche du travail. 
Les dépenses a ce chapitre ont fortement baissé. Pour 
1987-88, on projette 68 p. 100 seulement des dépenses qui 
avaient été consacrées a |’ajustement du marché du trayail 
en 1984-1985. La baisse a été constante. 


Je voudrais maintenant attirer votre attention sur le 
dernier tableau qui vous donne les dépenses au chapitre 
du développement régional. Les derniéres données 
remontent 4 1985-1986, car nous n’avons rien pu obtenir 
de plus récent des bureaux régionaux. Quoiqu’il en soit, 
comme vous pouvez le voir d’aprés Jlindice des 
subventions, elles sont également en déclin, ne 
représentant en 1985-1986 que 74 p. 100 du total pour 
1982-1983. Les indices des préts et garanties ont 
augmenté, mais ils sont trés fortement concentrés au 
centre du pays... On fait de expansion régionale dans 
les zones ou l’activité Economique est la plus forte. Quant 
aux subventions, la moyenne est de 74 p. 100 pendant 
cette période. Les préts et garanties du gouvernement sont 
allés pour presque 60 p. 100 au Québec et en Ontario. 


La derniére partie du tableau donne les dépenses pour 
la science et la technologie, qui sont un autre grand outil 
de développement économique régional. Vous pouvez 
remarquer que dans le centre du pays—et la ventilation 
est impossible, car les données comprennent la région de 
la capitale nationale—prés de 70 p. 100 de toutes les 
dépenses fédérales vont a la région ou il y a «surchauffe». 


Donc, ce que j’ai voulu dire essentiellement ici, c’est 
que les dépenses engagées dans le cadre de la politique 
fiscale ne font qu’accuser les écarts entre les régions et 
rendent impossible toute résorption du chomage. 


Professor Duncan Cameron (University of Ottawa): 
Thank you, Mr. Chairman. I will make my statement in | 
English but if there are any questions in French I will be 
happy to answer them. 


Je suis trés heureux d’avoir été invité devant le Comité 
et d’avoir ainsi l’occasion de vous dire que le Conseil 
canadien de développement social a recemment publié un 
livre, auquel j’ai participé, intitulé Policies for Full 
Employment. Mike McCracken l’a mentionné plus tot, et 
il y a contribué en écrivant un important chapitre. 


Je voudrais parler de la politique de l’emploi du point 
de vue d’un expert en sciences politiques qui estime que 
les initiatives de la politique économique sont trés souvent 
unidimensionnelles, alors que l’économie, cela va de soi, 
est multidimensionnelle. S’il est extremement important 
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common sense is a multi-dimensional economy. Though 
it is very important to get the major policies right on 
macro-economic stimulus, on the level of interest rates, 
on the level of exchange rates, one has to go beyond those 
major tools and in the way Professor Phillips has shown 
look at the economy in all its wider dimensions. 


In this respect, in my presentation I make a number of 
specific policy suggestions that were in fact made at our 
conference and are published in the book. | was struck, I 
guess like everybody else, by the interviews the Governor 
of the Bank of Canada has been giving in the period 
before the budget and the lead-up to the budget, so I think 
I will concentrate my remarks in a sense on replying to 
what he has been saying. 


I start my statement by pointing out that Conservative 
governments historically, at least the Diefenbaker 
government, are no stranger to having a Governor of the 
Bank of Canada who is thwarting their economic policy. 
In the midst of the recession of the early 1960s Governor 
Coyne, for other reasons, was imposing a tight money 
policy on the country, which was not helping the 
Conservative government to prepare for an election in 
1962 or 1963. 


I point out that the current Governor of the Bank of 
Canada is following what I consider to be an excessively 
tight monetary policy. To characterize that, I think my 
second paragraph really gives the key point. If you look at 
January 1987 bank rates, the competitive private market 
in the United States and Canada, you see a spread of 2.5 
percentage points. If you looked in yesterday’s paper you 
would see a spread of 1.25. So the natural market forces 
in Canada and the United States are leading to 
harmonization of interest rates. At the same time, if you 
look at the treasury bill market—in fact the US. treasury 
bill rate has hardly moved in that period—the gap 
between the Canada treasury bill and the U.S. treasury 
bill has gone from 165 to 255. It is going the other way. 
So if the object of monetary policy is to influence the 
treasury bill rate, the Governor of the Bank of Canada 
and the bank have been pushing the treasury rate up, 
pushing interest rates up in Canada. 


as AES 


I will leave it to people more learned than myself to 
explain to you exactly how interest rates are determined. 
We can discuss that if you want. I have my views. But I 
think the evidence is quite clear that the Governor of the 
Bank of Canada, on his own account, without explaining 
really why to anybody, has undertaken this policy and has 
pushed the Canadian dollar from 74¢ to 78¢ in terms of 
the U.S. dollar; and probably on a trade-weighted basis he 
is trying to keep it somewhat more stable. 


I would certainly question his assertion that we should 


_ have a zero inflation rate. If he wants to come down to 


zero, why not minus one, minus two, minus three, minus 


‘four, etc.? I find this to be quite an extraordinary 
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d’adopter de bonnes politiques sur le plan 
macro-€conomique, sur le plan des taux d’intérét, des taux 
de change, il faut savoir aller au-dela des grandes 
initiatives et, comme l’a démontré le professeur Phillips, 
envisager l’économie sous tous ses angles. 


C’est dans ce contexte que j’avance, dans mon 
mémoire, diverses suggestions de politique précises, 
suggestions que j’ai déja présentées a notre conférence et 
qui sont publiées dans le livre que j’ai mentionné. 
Comme tout le monde, je suppose, j'ai été frappé par ce 
qu’a déclaré le gouverneur de la Banque du Canada dans 
les entrevues qu’il a accordées dans cette période 
pré-budgétaire, et je vais donc me limiter en quelque sorte 
a lui répondre. 


J’ouvrirai en faisant remarquer qu’historiquement les 
gouvernements conservateurs—ou du moins le 
gouvernement Diefenbaker—ont l’habitude de voir le 
gouverneur de la Banque du Canada contrecarrer leur 
politique économique. En pleine récession, au début des 
années 1960, le gouverneur Coyne, pour d’autres raisons, 
imposait une politique monétaire stricte, qui n’a pas aidé 
le gouvernement conservateur dans les élections de 1962 
ou 1963. 


Je fais remarquer que |’actuel gouverneur de la Banque 
du Canada a adopté une politique monétaire que je juge 
excessive. La raison est bien expliquée, je crois, dans mon 
deuxiéme paragraphe. Si vous regardez les taux de prét 
bancaires pour janvier 1987, vous noterez que l’écart entre 
les marchés privés canadiens et américains est de 253: 
D’aprés le journal d’hier, l’écart est maintenant de eps 
Les forces naturelles du marché poussent donc 4 
harmonisation des taux d’intérét entre le Canada et les 
Etats-Unis. En méme temps, le marché des bons du 
trésor—en fait, le taux sur les bons du trésor n’a presque 
pas bougé aux Etats-Unis pendant cette période—l’écart 
entre le Canada et les Etats-Unis est passé de 165 a 255. La 
tendance est inversée. Par conséquent, si le but de la 
politique monétaire est d’influencer le taux sur les bons 
du trésor, le gouverneur de la banque du Canada les a 
poussés a la hausse, il a fait monter les taux d’intérét au 
Canada. 


Je laisserai a de plus compétents que moi le soin de 
vous expliquer exactement comment sont décidés les taux 
d’intérét. Nous pourrons en parler si vous le désirez. J’ai 
mon opinion. Mais il est évident, il me semble, que le 
gouverneur de la banque du Canada, de son propre chef 
et sans expliquer ses raisons 4 quiconque, a adopté cette 
politique et a fait passer le dollar canadien de 74 a 78c. 
américains; et il cherche probablement 4 le stabiliser 
d’aprés une moyenne pondérée sur la base du commerce 
extérieur. 


Je m’inscris en faux contre son affirmation que nous 
devons arriver a un point d’inflation zéro. Si nous visons 
zéro, pourquoi pas moins un, moins deux, moins trois, 
moins quatre, etc.? Je trouve cette affirmation tout a fait 
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statement on his part. I can only really offer three 
explanations for the sort of anti-inflationary policy he is 
following. 


I would just like to add—I did not put it in my paper— 
that since October 19 one would have thought, given the 
calamities in financial markets, that you would have 
perhaps had a sharp rise in the price of gold. But in fact 
we have had gold prices falling, which indicates to me 
that there are some deflationary pressures in the 
economy, and at the same time the governor is fighting 
inflation. Why? 


In a sort of a humourous way, I would suggest that he 
thinks that Toronto is Canada, that if he thinks there is 
overheating in southern Ontario then that is sufficient 
reason to clamp down on the rest of the country, 
regardless of the economic situation Professor Phillips has 
pointed out. I do not have to explain to Members of 
Parliament about the regional nature of Canada; and I 
would hope that the Bank of Canada has not in fact 
become the Bank of Toronto. 


The second explanation, which is in fact one I am not 
sure applies, but which could be put forward, is if you 
believe the United States is going into a recession—and of 
course Mike McCracken elegantly set out the reasons why 
we cannot know whether the economy is going up or 
down at any particular time, but the leading indicators, as 
reported yesterday by Giles Gherson, seem to indicate that 
the U.S. is going down—and if you were concerned, as the 
governor seems to be, about the value of the Canadian 
dollar above all else, and that was the sense of the 
interview he gave to Barry Critchley in the first edition of 
The Financial Post, then you would be concerned that if 
the U.S. economy is dropping, then Canadian exports to 
the US. are going to drop; and if the Canadian economy 
continues to grow, Canadian imports from the US. are 
going to grow. Since we know we have about a $23 billion 
deficit on the services account of the balance of payments, 
if we go from a merchandise surplus to a decreased 
merchandise surplus, which can no. longer finance that 
current account services deficit, then we are going to 
require more foreign borrowings, and we are going to 
require higher interest rates and a stronger dollar in a 
sense. He is perhaps anticipating this, and as a result is 
getting ready for the crunch of having to finance the 
current account deficit that may result if the U.S. goes 
into a depression or a recession. 


I might add that the usual way the government has 
dealt with these matters is of course the opposite. Usually 
what you do if you think the US. is going into some kind 
of a depression is you put on the fiscal brakes but you 
attempt to drop the Canadian dollar a little bit so you can 
hold up Canadian exports to the U.S. while cutting off 
Canadian imports. The governor seems to be doing 
something which I think is rather perverse in widening 
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extraordinaire de sa part. Je ne peux quoffrir trois 
explications possibles a cette politique anti-inflationniste 
qu’il a adoptée. 


Je voudrais ajouter—ce n’est pas dans mon mémoire— 
que depuis le 19 octobre on aurait pu penser, compte 
tenu de la débacle des marchés financiers, que le prix de 
lor allait faire une forte remontée. En fait, le prix de lor 
baisse, ce qui indique, a mon avis, influence de pressions 
déflationnistes, et pendant ce temps, le gouverneur 
combat l’inflation. Pourquoi? 


Je dirais presque en plaisantant qu’il s imagine que le 
Canada, c’est Toronto, et que si l’économie est en 
surchauffe dans le sud de |’Ontario, cela suffit a justifier 
une politique restrictive pour l'ensemble du pays, sans 
égard a la situation économique que nous a décrite le 
professeur Phillips. Je n’ai pas a expliquer a des députes le 
caractére régional du Canada; j’ose espérer que la banque 
du Canada n’est pas en réalité devenue la banque de 
Toronto. 


La deuxiéme explication, dont je ne pense pas qu'elle 
soit la bonne, mais qu’on pourrait imaginer, c’est que si 
Von est convaincu que les Etats-Unis entrent dans une 
période récessionniste—Mike McCracken a _ tres 
élégamment démontré pourquoi il nous est impossible de 
savoir si l’activité économique est a la hausse ou a la 
baisse 4 un moment donné, mais d’apreés les indicateurs 
que rapportait hier Giles Gherson, il semble que 
économie américaine soit en déclin—et si l’on est 
préoccupé avant tout, comme cela semble étre le cas du 
gouverneur, par la valeur du dollar canadien—c’est 
Vimpression qu’il a laissée dans l’entrevue qu'il a 
accordée 4 Barry Critchley pour la premiére édition du 
The Financial Post—il est alors normal de craindre que, si 
économie américaine  ralentit, les exportations 
canadiennes vers les Etats-Unis suivent le mouvement, et 
si Véconomie canadienne continue de croitre, les 
importations canadiennes en provenance des Etats-Unis 
croitront avec elles. Comme nous savons que notre déficit 
sur le compte des services de la balance des paiements 
s’éléve a 23 milliards de dollars, si nous réduisons 
l’excédent sur le compte des marchandises jusqu’au point 
ou celui-ci ne pourra plus financer le déficit du compte 
courant des services, nous serons obligés d’emprunter 
davantage a l’étranger et donc d’augmenter les taux 
d’intérét pour avoir un dollar plus fort. C’est peut-etre ce 
qu’il prévoit, et il se préparerait donc pour le jour ou 
nous aurions a financer le déficit du compte courant que 
pourrait entrainer une récession ou une crise aux Etats- 
Unis. 


J’ajouterai que c’est bien sir la solution contraire que 
retient le gouvernement pour régler ses problemes. 
Habituellement, si l’on a raison croire que les Etats-Unis 
entrent dans une période récessionniste, on met le frein 
sur le plan fiscal tout en essayant de faire baisser un peu 
le dollar canadien pour maintenir les exportations vers les 
Etats-Unis et réduire les importations au Canada. Si 
l’intention du gouverneur est de régler le probleme de la 


_France, where we were supposed 
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the interest rate differential if he is doing it to deal with 
the balance of payments problem. 


I offer a third sort of hypothesis. It is only a hypothesis, 
and it is far-fetched, but it is a logical one. I was trained in 


to bring up all the 
logical reasons. 


opli30 


The governor has decided on his own behalf—or 
somebody else has decided for him—that Canada should 
help out the U.S. with its trade deficit by artificially 
raising the value of the Canadian dollar through higher 
interest rates. Is this a possibility? I have not heard such 4 
thing announced as a result of the free trade agreement. 
However, this is what is happening and will happen as a 
result of bank policy. 


In conclusion, allow me just to mention a couple of 
policy options I think the committee might want to 
explore and indeed raise with the Minister of Finance at 
some point. I have already alluded to the first point, 
which is that the Minister of Finance should Clearly 
indicate who is in control of economic policy in Canada 
and should let the Governor of the Bank of Canada know 
it is time to reduce the interest rate differential between 
U.S. and Canadian treasury bills. Whether it is to be done 
discreetly, quietly, over dinner or publicly I would leave 
to more seasoned political advisers than myself. 


The second recommendation, which comes from our 
book, is much more terre a terre. The government should 
seize the initiative and pick up the proposal of the 
Federation of Canadian Municipalities for a joint federal- 
provincial-municipal program for renewal of physical 
infrastructure across the country. The Federation of 
Canadian Municipalities have visited their American 
counterparts and have noted the deterioration of the 
physical infrastructure in the U.S. to the point that they 
cannot possibly finance what is needed in one shot. They 
Suggest that in Canada we get ahead of the game and start 
financing renewal of physical infrastructure on a regular 
basis by the three levels of government. 


The interest on the federal government’s part would be 
to use this program to identify those communities that 
have been the hardest hit by unemployment and to pick 
off the Beauce area of Quebec, for instance, which might 
be doing reasonably well. If you compare it with le bas du 
fleuve in Quebec, where there is 22% unemployment, 
you could have a nice little muncipal program going for 
renewal. 


The Chairman: They are building a penitentiary in 
Port-Cartier. 
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balance des paiements en creusant l’écart entre les taux 
d’intérét, je trouve qu’il a choisi une solution plutot 
perverse. 


Joffrirai une troisiéme hypothése. Ce n’est qu’une 
hypotheése, et elle est un peu tirée par les cheveux, mais 
elle est logique. J’ai été formé en France ow lon nous 
apprend a découvrir toutes les raisons logiques. 


Le gouverneur a décidé tout seul—ou quelqu’un en a 
décidé ainsi pour lui—que le Canada doit aider les Etats- 
Unis a résorber leur déficit commercial en poussant 
artificiellement le dollar canadien a la hausse par des taux 
d’intérét élevés. Est-ce possible? On n’a rien annoncé de 
tel dans le cadre de l’accord de libre-€change. Cependant, 
c’est ce que nous sommes en train de faire et ce que nous 
continuerons de faire grace a la politique de la Banque du 
Canada. 


Pour conclure, permettez-moi simplement de 
mentionner quelques solutions politiques possibles que le 
Comité pourrait examiner et méme peut-étre suggérer au 
ministre des Finances. J’ai déja fait allusion a la premiere, 
qui serait que le ministre des Finances fasse clairement 
Savoir qui méne la politique économique du Canada et 
informe le gouverneur de la Banque du Canada qu’il est 
grand temps de réduire l’écart entre les taux d’intérét 
américains et canadiens sur les bonds du Trésor. Quant A 
savoir s’il est préférable de le faire discrétement, entre la 
poire et le fromage, ou publiquement, je laisse a des 
conseillers politiques plus avertis que moi le soin d’en 
juger. 


La deuxiéme recommandation, qui est tirée de notre 
livre, est beaucoup plus terre a terre. Le gouvernement 
devrait prendre l’initiative et s’emparer de la proposition 
de la Fédération canadienne des municipalités pour le 
renouvellement, par un programme mixte  fédéral- 
provincial-municipal, de nos infrastructures 4 l’échelle 
nationale. Les représentants de la Fédération canadienne 
des municipalités sont allés rendre visite a leurs 
homologues américains et ils ont pu constater une 
détérioration des infrastructures physiques aux Etats-Unis 
a tel point qu’il n’est plus possible de financer en une fois 
les reparations nécessaires. La fédération suggére donc que 
le Canada ne se laisse pas prendre de court et mette sur 
pied un programme de renouvellement régulier des 


infrastructures financeé par les __ trois paliers 
gouvernementaux. 
Le gouvernement fédéral pourrait, grace a ce 


programme, identifier les communautés qui ont été le 
plus durement frappées par le chémage et laisser de cété 
certaines régions comme la Beauce, au Québec, par 
exemple, qui se porte plutét bien, comparativement 4 la 
région du bas du fleuve, ou le chémage atteint 22 p. 100. 
On pourrait prévoir 1a un joli petit programme municipal 
de renouvellement des infrastructures. 


Le président: On construit un pénitencier a Port- 
Cartier. 
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Prof. Cameron: Exactly. 


The third point I would raise is a little different one. I 
must admit I am not as close to this file as I once was, but 
I have a certain affection for the Federal Business 
Development Bank. I noted the way it is operated. It has 
brought in retired business people and has had them act 
on a volunteer basis covering cost to help clients prepare 
loan demands. I think this is in a sense the spirit of a 
certain cOmmunity-oriented economic program we 
should see more of in government. I would like to see the 
Federal Business Development Bank making loans to cost- 
recovery Community enterprises, making equity loans and 
helping some of these ventures that are under way. These 
are described in our book by David Ross of the Canadian 
Council on Social Development. Perhaps these are not of 
major job creation, but they are a way of getting more job 
return out of an expenditure of public money than you 
get out of building a penitentiary, for instance. 


Fourthly, I will leave you with a thought you may find 
not particularly welcome. In our book, Jim Hawkes came 
and presented to us from the perspective of a chairman of 
a parliamentary committee what you can do about 
employment policy. He really explained to all of us that 
the parliamentary commitiees were now going to be 
playing a role. They were going to be a more autonomous 
centre of policy advice. Ministers were not going to be 
relying simply on their bureaucrats or on privileged 
people outside government, perhaps within the party. The 
committees themselves would become centres of initiative 
and maybe break some of the silence over public policy 
debate that somehow seems to take over when you have a 
Minister and a department operating in secrecy. 


I just wanted to throw on the table that if this 
committee wanted to undertake a major piece of inquiry, 
a useful subject would be the international monetary 
system. Canada has produced a number of specialists in 
this field. I think there is a lot of highly placed concern 
about what is going on in the international monetary 
system. It would be nice for this committee to bring in the 
major bankers and people from the Bank of Canada, 
Department of Finance, academics from Canada and 
other countries, and have them lay it out and see in about 
a year’s time a good-quality report of the type this 
committee is capable of producing out in the public 
domain, in English and French so I can use it in my 
classrooms. I think it might help to stimulate a debate 
internationally and it would be useful for the 
International Monetary Fund meetings and for cther 
discussions. 


1935 


I might point out that I was in Washington in January 
testifying before a congressional symposium, and I was in 
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Le troisiéme point dont je voulais parler est un peu 
différent. Je reconnais que je ne connais plus le dossier 
aussi bien qu’autrefois, mais j’ai une certaine prédilection 
pour la Banque fédérale de développement. Elle a une 
facon intéressante de fonctionner. Elle a fait appel a des 
gens d’affaires a leur retraite, auxquels elle rembourse 
leurs frais, et qui, bénévolement, aident les clients a 
remplir les demandes de prét. C’est ce genre de 
programmes économiques 4 orientation communautaire 
que le gouvernement devrait envisager davantage. Je 
souhaiterais que la Banque fédérale de développement 
accorde des préts a des entreprises communautaires gérées 
selon le principe de l’autonomie financiére, qu’elle 
accepte des prises de participation remboursables et 
vienne en aide a certaines de ces entreprises actuellement 
en cours et que décrit dans notre livre David Ross, du 
Conseil canadien de développement social. Ce ne sont 
peut-étre pas de grandes créatrices d’emploi, mais le 
contribuable en a plus pour son argent qu’avec la 
construction d’un pénitencier, par exemple. 


Quatriémement, je vais vous laisser sur une pensée qui 
ne vous sera peut-étre pas trés agréable. Jim Hawkes a 
écrit dans notre livre un chapitre ou il décrit, du point de 
vue du président d’un comité parlementaire, comment les 
comités peuvent influencer la politique en matiére 
d’emploi. I] nous a, en fait, expliqué que les comités du 
Parlement vont maintenant avoir un role a jouer. Ils vont 
devenir des centres d’influence politique plus autonomes. 
Les ministres ne s’en remettront plus exclusivement aux 
bureaucrates ou a quelques privilégiés en dehors du 
gouvernement, peut-étre au sein de leur parti. Les comités 
vont devenir des centres d’initiative et peut-€tre rompre le 
silence dont sont enveloppées les questions politiques a 
partir du moment ou le ministre et son ministére opérent 
dans le secret. 


Je voulais donc simplement vous dire que si le Comité 
était intéressé a entreprendre une étude importante, il 
pourrait envisager d’examiner le systeme moneétaire 
international. Le Canada compte dans ce domaine un 
certain nombre de spécialistes. Je pense que le systeme 
monétaire international cause actuellement bien des 
soucis en haut lieu. Ce serait bien si votre comité invitait 
les grands banquiers, des représentants de la Banque du 
Canada et du ministére des Finances, ainsi que des - 
théoriciens canadiens et étrangers, pour leur demander 
leurs idées sur la question. Puis, dans environ un an, vous 
pourriez produire un rapport de qualité, du genre que 
nous sommes maintenant habitués a recevoir de vous, 
dans les deux langues officielles, afin que je puisse m’en 
servir dans mes classes. Je crois que cela stimulerait le 
débat a l’échelle internationale en plus de contribuer aux 
réunions du Fonds monétaire international et a d’autres 
discussions de la question. 


Je vous signale en passant que j’étais 4 Washington le 
mois dernier pour témoigner devant un symposium du 


Canada and have our own 
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the Wright Patman Room of the Senate Finance 
Committee. Of course, for many years in the House of 
Representatives he organized this kind of meeting, and it 
was the Canadians who went down, Harry Johnson and 
Robert Mondel, who used to steal the show every year. So 
I do not see why we could not do the same sort of thing in 
experts put forward—for 
instance, people like Gerry Helleiner from the University 
of Toronto. 


Thanks very much for your attention. 


The Chairman: Thank you very much. Before I go to 
Mr. Cassidy, I wonder if you would not agree with me 
that the world currency to a large extent is the United 
States dollar, that when our dollar goes up in value, our 
exporters get more “real money” for what they sell than 
they do when our dollar is low; and second, that when we 
buy things, as we have to in a country like Canada— 
machinery and so on that represent any increase in 
imports, or essentially production of machinery imports— 
those cost the buyer less. 


Now, what is the real advantage to us of having a cheap 
currency? If there is any advantage to a cheap currency, I 
wonder why Argentina and Brazil are not growing like no 
tomorrow with their cheap currency. 


Prof. Cameron: I think your point is very well taken, 
of course, that when the Canadian dollar rises it makes it 
easier for average Canadians to buy goods produced 
abroad. When the Canadian dollar rises it makes it more 
difficult for Canadian exporters to get some more of those 
so-called real dollars. 


The Chairman: Yes, but there has been no decline in 
our exports. In most cases, we are exporting everything we 
Can export. : 


Prof. Cameron: Yes, but my real point is this. Which 
price do you think is the most Significant one in the 
economy, the rate of interest or the exchange rate? What 
the Governor of the Bank of Canada is telling us is that, 
for him—and he has been quoted as saying it—the most 
important price is the exchange rate. 


Now, the exchange rate affects an important range of 
goods and services, about 30%, and it affects them in an 
asymmetrical way. Exporters like a lower Canadian 
dollar. Why? Because they get more Canadian dollars for 
their real dollars. They assume that the selling price stays 
the same in U.S. dollars; it does not change because the 
value of the Canadian dollar changes, but they get more 
of those U.S. dollars in terms of Canadian dollars. So 
exporters like a lower currency. 


My point is really this. If you have to keep real interest 


, tates at 2% above U.S. rates in order to maintain the 


| value of the Canadian dollar, there may be an argument 
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Congrés, dans la salle Wright Patman, du Comité 
sénatorial des finances. Comme vous le savez, c’est lui qui, 
pendant bien des années, a Organisé ce genre de réunion a 
la Chambre des représentants, en invitant des Canadiens, 
comme Harry Johnson et Robert Mondel, qui volaient 
systématiquement la vedette chaque année. Je ne vois 
donc pas pourquoi nous ne pourrions pas faire la méme 
chose au Canada en invitant nos propres experts a 
apporter leurs idées—par exemple, des gens comme Gerry 
Helleiner, de l’université de Toronto. 


Je vous remercie de votre attention. 


Le président: Merci beaucoup. Avant de passer a M. 
Cassidy, j’aimerais vous demander ceci. Ne croyez-vous 
pas, comme moi, que la devise mondiale est dans une 
grande mesure le dollar américain? Ne Croyez-vous pas 
également que lorsque notre dollar monte, les exporteurs 
Canadiens obtiennent plus d’argent «réel» pour les 
Produits qu’ils vendent que lorsque le dollar baisse: et 
deuxiémement, ne Croyez-vous pas qu’en important des 
produits comme des machines, choses nécessaires dans un 


pays comme le notre, et qui représentent une 
augmentation des importations, ou du moins une 
augmentation de limportation de production de 


machines, que cela cote moins cher A l’acheteur? 


Quel est le véritable avantage a avoir une devise faible? 
S’il y en a un, je me demande pourquoi l’Argentine et le 
Brésil ne  connaissent pas un plus grand boom 
économique, compte-tenu de leur propre situation. 


M. Cameron: Evidemment, vous avez raison de dire 
que lorsque le dollar canadien augmente, il est plus facile 
au Canadien moyen d’acheter des produits fabriqués a 
l’étranger. Lorsque le dollar canadien augmente en valeur, 
il devient plus difficile pour les exportateurs canadiens 
d’obtenir plus de ce que l’on appelle les dollars réels. 


Le président: Oui, sauf qu’il n’y a eu aucune baisse de 
nos exportations. Dans la plupart des cas, nous exportons 
tout ce que nous pouvons. 


M. Cameron: Oui, mais ce qui compte, c’est ceci. Quel 
est le facteur le plus important pour l’€conomie, le taux 
d’intérét ou le taux de change? D’aprés le gouverneur de 
la Banque du Canada—et il l’a déclaré publiquement—le 
facteur le plus important est le taux de change. 


Le taux de change touche une vaste gamme de biens et 
services, environ 30 p. 100, et ce d’une maniére 
asymétrique. Les exportateurs préferent un dollar 
canadien 4 la baisse. Pourquoi? Parce qu’ils réussissent A 
obtenir plus de dollars canadiens pour leurs dollars réels. 
Ils supposent que le prix de vente demeure le méme en 
dollars américains. Le prix ne Change pas parce que la 
valeur du dollar canadien a changé, et cela leur permet 
d’obtenir plus de dollars américains comparativement aux 
dollars canadiens. C’est pourquoi une devise a la baisse 
convient aux exportateurs. 


Mais l’important, c’est ceci: s’il faut maintenir les taux 
d’intérét réels 4 2 p. 100 au-dessus des taux américains 
pour soutenir la valeur du dollar canadien, cela pourrait 
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for doing that. But when you do that and you allow the 
Canadian dollar to rise as a result, in a sense you are 
losing, as Mike McCracken shows in his paper, about $50 
billion in gross national product per year as a result of 
this, because of the higher interest rate. So I think the 
interest rate is a more significant price, that it works its 
way right through all our costs, including our costs of 
exports and including our costs of imports because most 
importers borrow money in order to buy. As a result, it is 
the big lever in the economy, and I think our interest 
rates are much too high. 


If I go back to when I worked in the Department of 
Finance in the middle 1960s, I will not take responsibility 
for the revision of the Bank Act in 1967, which took the 
ceiling off the level of loans. But we were told we would 
have more competition and lower interest rates as a result, 
and we have not had lower interest rates. We have sky- 
rocketing interest rates. Now, thanks to this committee, 
my credit card rate is not as high as it used to be, but the 
other rates are very high, and if you add into that the 
bank charges— 


The Chairman: We are coming to that. 


Prof. Phillips: Perhaps I can make a comment about 
that from a regional basis. Since the world wheat price is 
set in American dollars, as the Canadian dollar has risen 
there has been a 2% or 3% decline in farm income from 
our region. Since most of the inputs are bought in 
Canada, this is a decline in Canadian dollar income, 
which hurts the farm machinery industry and all those 
input industries. So any further rise is Canadian dollar 
income taken right out of the pockets of farmers, so I 
think it also has a regional bias. 


- 1140 


Mr. Cassidy: Mr. Chairman, it has been suggested to 
me that these pre-budget hearings might in a future year 
take place around October or November so that perhaps 
there is more opportunity to directly influence the 
Finance Department. Unfortunately, I do not think the 
budget next week will be changed because of this. It is a 
valuable precedent though. 


The Chairman: I am told it is already in the can. 


Mr. Cassidy: Yes, I have heard that. What I notice in 
particular, though, is that a lot of the discussion with all 
of the witnesses is focused on interest rates, monetary 
policy, and regional disparities. You are not alone in 
raising those particular issues. I am concerned as well 
about the comment made by Governor Crow about the 
value of the Canadian dollar being a prime responsibility 
or a fundamental objective. It is awfully close to saying it 
is a sacred trust, and we know where that can lead. Could 
you give me some indication of what the estimated impact 
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se justifier. Mais si, ce faisant, le dollar canadien 
augmente, comme Mike McCracken I’a indiqué dans son 
document, vous allez vous retrouver perdants d’environ 
50 milliards de dollars de produit national brut par année, 
a cause du taux d’intérét supérieur. Donc, j’estime que le 
taux d’intérét est un facteur plus important, qu’il touche 
les coats sur tous les plans, y compris les couts 
d’exportation et les cots d’importation, car la plupart des 
importateurs empruntent pour acheter. Par consequent, 
cela devient le gros levier économique, et j’estime que nos 
taux d’intérét sont beaucoup trop élevés. 


Jai travaillé pour le ministére des Finances vers le 
milieu des années soixante, mais je n’assume aucune 
responsabilité pour la révision de la Loi sur les banques 
de 1967, qui a supprimé le plafond des préts. On nous 
avait dit a l’époque que cela entrainerait une plus grosse 
concurrence et une diminution des taux d’intérét, sauf 
que les taux d’intéréts n’ont pas baissé. Au contraire, ils 
sont montés en fléche. Maintenant, grace a votre comité, 
le taux d’intérét de ma carte de crédit n’est pas aussi élevé 
qu’il était, mais les autres taux sont encore trés élevés, et 
si on y ajoute les frais bancaires. . . 


Le président: Nous y arrivons. 


M. Phillips: Permettez-moi de vous donner une 
perspective régionale. Le prix mondial du blé est fixe en 
dollars américains. Comme le dollar canadien a 
augmenté, il y a eu une baisse de 2 ou 3 p. 100 dans les 
revenus agricoles de notre région. Comme la plupart des 
produits sont achetés au Canada, cela représente une 
baisse des revenus en dollars canadiens, ce qui nuit au 
secteur de production de machines agricoles et a tous les 
autres secteurs connexes. Alors n’importe quelle autre 
augmentation signifie une perte de revenu en dollars 
canadiens imputée directement aux agriculteurs, c’est 
pourquoi j’estime que cette question présente aussi une 
perspective régionale. 


M. Cassidy: Monsieur le président, quelqu’un a 
proposé que dorénavant, les séances pré-budgétaires aient 
lieu aux environs d’octobre ou novembre, afin que nous 
ayons une meilleure occasion d’influencer directement le 
ministére des Finances. Malheureusement, je doute que 
nous réussissions 4 influencer le moindrement le budget 
qui sera déposé la semaine prochaine. Cependant, ce 
serait une bonne idée. 


Le président: Apparemment, c’est déja décidé. 


M. Cassidy: Oui, c’est ce que j’ai entendu dire. 
Cependant, j’ai remarqué une chose en particulier, et c’est 
qu’une bonne partie de la discussion avec les témoins 
tourne autour des taux d’intérét, de la politique monétaire 
et les disparités régionales. Vous n’étes pas les seuls a 
avoir soulevé ces questions. Je suis également étonné par 
la remarque de M. Crow, qui a dit que la protection de la 
valeur du dollar canadien est un objectif fondamental. 
Cela revient presque a dire qu’il s’agit d’une vache sacrée, 
et nous savons tous ce qui peut leur arriver au Canada. 
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would be in terms of employment? What would be the 
estimated impact of a significant decrease in interest rates 
from the current high levels in terms of regional 
development? 


Prof. Cameron: I am not an econometrician, but Mike 
McCracken is, and when he looked at the impact of let us 
say a 2% drop in interest rates, he estimated it would be 
$50 billion per year of GNP. 


The Chairman: No, no. 


Prof. Cameron: He says that our full Capacity... we are 
below full capacity, which is costing us about $50 billion 
per year, and we could take $5 billion of that out if we got 
a reduction of two points. I think that is right, Mike. 


Mr. Cassidy: In regional terms. . .? 


Prof. Phillips: The budget deficit is very heavily 
influenced at the regional level as well. I will again use 
the west, which I know best. All four provinces have 
major budget deficits, and, of course, the impact of the 
ability to use government expenditure is very heavily 
affected by the rate of interest on which they can borrow 
and on which they have to pay their existing debt. So it is 
one way of getting the deficit down. Therefore, expanding 
any fiscal capacity of the regions would be to reduce the 
interest rate. 


As far as I know, there have been no econometric 
Studies of the actual impact of that, other than at the 
national level. But it certainly would have a major impact 
On infrastructure investment in Say western Canada. 


Mr. Cassidy: The governor said that you have to have 
one monetary policy for Canada, and therefore if Toronto 
is Overheating then he has no choice but to slam on the 
breaks. You have both made it clear that you disagree 
with his view that the inflation rate has to be brought 
down to zero before he can really let up. But do you 
think there are possible ways, either by jawboning or in 
more specific ways, that there can be some variances in 
monetary policy in order to encourage real activity in the 
real economy in the regions and that this is a possibility 
in addition to the kind of fiscal policy moves you suggest? 
Can the banks be asked or directed to look more 
favourably on build-up of inventory, construction of new 
plants, creation of new activity, or on export financing 

from the regions? Then they would look at similar 
requests coming from central Canada. 


Prof. Phillips: I think it can be done, but not through a 
“separate monetary policy so much as in the fiscal policy. 
An example I gave is, if you look at the index of loans and 
‘guarantees in regional programmes, the actual federal- 
‘tegional funds are going to the overheated areas. You 
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D’aprés vous, quelles seraient les répercussions sur 
Vemploi? Quelles seraient approximativement, pour le 
développement régional, les répercussions d’une chute 
importante des taux d’intérét comparativement 4 leurs 
niveaux €levés actuels? 


M. Cameron: Je ne suis pas spécialiste en économétrie, 
mais Mike McCraken lest, et lorsqu’il a pris l’exemple 
d’une baisse de 2 p. 100 des taux d’intérét, il a calculé que 
cela représenterait 50 milliards de dollars par année pour 
le PNB. 


Le président: Mais non. 


M. Cameron: I! dit que notre productivité est 
inférieure 4 sa capacité maximale, ce qui nous coite 
environ SO milliards de dollars, dont on pourrait enlever 
5 milliards si nous réussissions a baisser les taux de deux 
points. Je crois que c’est cela, Mike. 


M. Cassidy: Pour ce qui est des régions. . .? 


M. Phillips: Le déficit budgétaire est d’ailleurs aussi 
trés fortement influencé par les régions. Prenons encore 
une fois l’exemple de l’Ouest, que je connais bien. Les 
quatre provinces de |’Ouest accusent d’importants déficits 
budgétaires et, bien entendu, les taux d’intérét auxquels 
elles peuvent emprunter pour rembourser leurs dettes 
existantes, influent énormément sur les dépenses 
gouvernementales qu’elles peuvent se permettre. C’est 
donc 1a une fagon de combler une partie du déficit. Par 
conséquent, pour augmenter la capacité de dépenser des 
régions, il faudrait baisser les taux d’intérét. 


A ma connaissance, il n’y a eu aucune étude 
€conométrique sur les véritables répercussions d’une telle 
mesure, sauf a l’échelle nationale. Mais cela aurait sans 
aucun doute d’importantes répercussions sur les 
investissements dans la construction d’infrastructures, par 
exemple dans l’Ouest du Canada. 


M. Cassidy: D’aprés le gouverneur, il faut adopter une 
seule politique monétaire pour le Canada, et si Toronto 
exagére, il n’aura d’autre choix que de l’obliger 4 freiner 
ses dépenses. Vous avez tous deux indiqué clairement que 
vous n’étes pas d’accord avec sa position, selon laquelle 
tant que le taux d’inflation ne sera pas réduit a zéro, il ne 
pourra lacher prise. Mais croyez-vous qu’il y ait moyen, 
que ce soit en exercant des pressions venant d’en haut, ou 
par d’autres moyens spécifiques, de permettre certaines 
variantes a la politique monétaire afin d’encourager des 
activités véritables pour stimuler l’économie réelle des 
régions, et que ce soit une possibilité, en plus des mesures 
que vous proposez pour la politique fiscale? Peut-on 
obliger les banques 4a encourager l’augmentation des 
inventaires, la construction de nouvelles usines, la 
création de nouvelles activités, ou méme a financer les 
exportations régionales? Puis, on pourrait examiner des 
demandes semblables provenant du centre du pays. 


M. Phillips: Je crois que ce serait possible, mais pas 
aussi facilement avec une politique monétaire distincte, 
qu’avec une politique fiscale. Si vous prenez l’index des 
préts et des garanties des programmes régionaux, j’avais 
donné l’exemple des fonds fédéraux-régionaux réels qui 
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can... your loan guarantees and federal government 
policies to develop regional expenditures. It does not 
make sense to concentrate them in Ontario and Quebec. 


The Chairman: Your problem is that Ontario and 
Quebec are not one consistent situation. In parts of 
Quebec there is the highest unemployment in the 
country. 


1145 
Prof. Phillips: I realize that. 


The Chairman: I speak particularly of the north shore, 
and there are parts of northern Ontario where things are 
pretty damned grim. So the question is that those large 
areas ought to be broken up. Remember that you are 
talking of over 70% of the population in those areas as 
well. Take a look your own figures. Consistently, about 
70% has been spent where roughly 70% of the people are. 


You cannot take the west as one thing alone either. For 
example, unemployment levels in Manitoba are 
substantially lower than in most of the country, and have 
consistently been lower than in most of the country. So 
again, you cannot take western Canada and say well, that 
is the way it is. 


Prof. Phillips: I whole-heartedly agree. The problem is 
that the figures are given at a provincial level, because 
that is the way they are collected and disseminated. But 
where we are able to break them down—for instance, in 
science and technology expenditures—they are not going 
to the underdeveloped parts of Quebec or Ontario. Where 
we can break them down, they are going to the developed 
parts. There is even a concentration of those 
expenditures— 


The Chairman: I am not so sure at all. Here I have 
your regional economic development distribution grants 
by region. You have in Atlantic Canada, 1985-86, 15.2%; 
Quebec, 50.1%: Ontario, 19.4%; the Prairies, 7.4%; 
British Columbia, 6.5%. It is all very interesting to say 
well, 69% went to central Canada; but as I told you, there 
was massive unemployment at that point in regions of 
Quebec where there are very substantial populations. 


Prof. Phillips: First of all, as you will note, there is a 
decline in the total regional development expenditures 
over that period. 


The Chairman: Oh, sure, and most of that decline, if 
you will take a look from 1984-85... There is a very 
substantial move from expenditures in Ontario to 
expenditures in Quebec and elsewhere. In other words, 
when Ontario started growing and getting going... And 
these were 1984-85, 1985-86 figures; you do not have any 
1986-87. 
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vont aux régions, ot les dépenses ont été excessives. On 
peut ainsi utiliser les garanties de prét et les politiques 
fédérales pour accroitre les dépenses régionales. II serait 
illogique de les concentrer en Ontario et au Québec. 


Le président: Le probléme, c’est que la situation de 
V’Ontario et du Québec n’est pas toujours constante. Dans 
certaines régions du Québec, on retrouve le taux de 
chdmage le plus élevé au Canada. 


M. Phillips: J’en suis conscient. 


Le président: Je parle notamment de la cote nord, sans 
oublier certaines régions du nord de l'Ontario, ou la 
situation est plut6t noire. Alors on se demande s’il ne 
faudrait pas répartir ces grandes régions. N’oubliez pas 
qu’on parle aussi de plus de 70 p. 100 de la population de 
ces régions. Regardez vos  propres _ Statistiques. 
Généralement, environ 70 p. 100 des fonds ont été 
dépensés dans les régions ou vit prés de 70 p. 100 de la 
population. 


Vous ne pouvez pas non plus parler de l'Ouest comme 
si ce n’était qu’une entité. Par exemple, au Manitoba, le 
taux de chdémage est considérablement et réguliérement 
inférieur a la majeure partie du reste du pays. C’est 
pourquoi vous ne pouvez pas prendre l’Ouest du pays et 
dire, voila, c’est comme cela que se passent les choses. 


M. Phillips: Je suis entiérement d’accord. Le probleme, 
c’est que les chiffres sont au niveau provincial, puisque 
c’est ainsi que les statistiques sont recueillies et 
communiquées. Mais lorsqu’une ventilation est possible— 
par exemple, dans le cas des dépenses pour la science et la 
technologie—il devient évident que les fonds ne vont pas 
aux régions défavorisées du Québec ou de l’Ontario. La 
ou une ventilation est possible, on s’apergoit que l’argent 
va aux régions favorisées. Il y a méme une concentration 
de ces dépenses. . . 


Le président: Je n’en suis pas du tout convaincu. J’ai 
ici la distribution des subventions au titre du 
développement économique régional par région: pour 
1985-86, dans la région de l’Atlantique, 15,2 p. 100; le 
Québec, 50,1 p. 100; l'Ontario 19,4 p. 100; les Prairies 7,4 
p. 100; la Colombie-Britannique 6,5 p. 100. C’est bien 
beau de dire que le centre du Canada a obtenu 69 p. 100 
des subventions, mais comme je vous l’ai déja dit, a ce’ 
moment 1A, certaines régions des plus peuplées du Québec 
avaient un taux de chOmage extraordinairement €levé. 


M. Phillips: Premiérement, vous conviendrez qu’il y a 
eu une baisse des dépenses globales au titre du 
développement régional pendant cette période. 


Le président: Bien sir, et si vous prenez les chiffres de 
1984-85, vous constaterez que le gros de cette baisse—Une 
forte proportion des subventions accordées a 1|’Ontario 
sont maintenant versées au Québec et ailleurs. En d’autre 
termes, lorsque l’expansion économique de |’Ontario 4 
démarré—Et il s’agit ici des chiffres de 1984-85 et de 
1985-86. Vous n’avez rien pour 1986-87. 


Texte} 
Prof. Phillips: They have not released those. 


The Chairman: I appreciate that, but when you take a 
look at the trend you note that there is a massive 
reduction in the Ontario expenditure and the money is 
Split elsewhere. Sure there is perhaps less money, but not 


substantially less money. 


Prof. Cameron: If we could just get back to Mr. 
Cassidy’s question, the issue of having a differential 
monetary policy is basically an issue of having cross- 
subsidization. What this committee discovered in 1982, 
when it investigated bank profits, was that in the period 
leading up to the generalized floating rates for every kind 
of loan, when interest rates just went on this sort of 
secular increase, people who had borrowed at long rates 
of interest were in a sense doing very well because the 
market rate had gone substantially above that. So the 
banks were hitting new customers to recoup what they 
were losing from their bad decisions. 


So I would suggest that there is always some element of 
Ccross-subsidization going on within the financial system. 
The real question is who decides it. Right now, who 
decides it is very clear: six head offices in Toronto and 
Montreal make those decisions. I would certainly much 
prefer to see a more decentralized financial system. I do 
not know how you would get the banks to do that, but I 
grew up in Alberta and there was always the feeling that 
we were subsidizing eastern Canada through our banking 
system. I suspect that there is still that feeling. 


How do you do it? The Germans, for instance, say that 
a bank has to have so much of its loans in mortgages, and 
they believe that a house is a different kind of an asset 
from say a car. 


The Chairman: We have virtually that situation. 


Prof. Cameron: So they have a cross-subsidization. 
Where you would have to pay above market rate for a car 
loan, you would get a below-market rate for a housing 
loan. 


There must be enough ingenuity to figure out some 
way of getting some kind of cross-subsidization going in 
monetary policy on a regional basis and making it more 
attractive for regional development, and I do not see why 
that should not be explored. 


e21150 


Mr. McCrossan: Let us examine the thesis that real 


_ interest rates should be reduced and let us look at the 


reality. Face is often just as important in continuing to do 
one’s job effectively. 


What sort of decrease in the annual deficit numbers 


would the Governor of the Bank of Canada need to 


announce that he could point to a significant reduction in 
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M. Phillips: Ces chiffres n’ont pas encore été publiés. 


Le président: Je veux bien, mais si l’on regarde la 
tendance, on s’apercoit qu’il y a eu une réduction massive 
des fonds attribués 4 l’Ontario et que cet argent est réparti 
ailleurs. Il y a peut-étre effectivement moins d’argent, 
mais pas beaucoup moins. 


M. Cameron: Revenons 4 la question de M. Cassidy. La 
question des variantes dans la politique monétaire est en 
fait une question d’interfinancement. Lorsque_ votre 
comité, en 1982, 4 examiner la question des bénéfices 
réalisés par les banques, il s’est apergu que, pendant la 
période menant 4 la généralisation des taux d’intérét 
variables pour tout les genres de prét, lorsque ces taux ne 
faisaient que suivre les augmentations périodiques, les 
gens qui avaient emprunté a des taux fixés pour de 
longues périodes avaient en fait trés bien fait, puisque le 
taux officiel avait considérablement dépassé le taux qu’ils 
payaient. Les banques récupéraient ainsi chez les 
nouveaux Clients ce qu’elles avaient perdu a cause de 
leurs mauvaises décisions. 


C’est pourquoi j’estime qu’il y aura toujours un certain 
élément d’interfinancement a Vintérieur du systéme 
financier. Ce qu’il faut savoir, c’est qui prend les 
décisions. A l’heure actuelle, c’est trés clair: ce sont les six 
siéges sociaux 4 Toronto et A Montréal qui prennent ces 
décisions. Je préférerais nettement un systéme financier 
plus décentralisé. Je ne sais pas comment vous pourriez 
convaincre les banques d’y accéder, mais jai grandi en 
Alberta, ow nous avions toujours l’impression de 
Subventionner l’est du pays grace a notre systéme 
bancaire. J’ai l’impression d’ailleurs que ce sentiment 
existe encore. 


Comment faire? Les Allemands, par exemple, ont 
décrété qu’une partie des préts consentis par une banque 
doit étre constituée d’hypothéques, et q’une maison est un 
élément d’actif différent d’une voiture, par exemple. 


Le président: C’est 4 peu prés la méme situation chez 
nous. 


M. Cameron: Ainsi, ils ont un systéme 
d’interfinancement. Si un prét automobile vous cotte 
plus que le taux du marché, une hypothéque vous en 
coutera moins. 


Il faut faire preuve d’ingénuité pour trouver moyen 
d’intégrer un systéme d’interfinancement régional dans la 
politique monétaire pour stimuler le développement 
régional, et je ne vois pas pourquoi nous ne pourrions pas 
examiner cette possibilité. 


M. McCrossan: Prenons la théorie selon laquelle il 
faudrait réduire les taux d’intérét véritable, et voyons la 
réalité. Il est souvent tout aussi important de ne pas 
perdre la face tout en continuant de bien faire son travail. 


De combien faudrait-il réduire le déficit annuel avant 
que le gouverneur de la Banque du Canada puisse justifier 
un assouplissement de la politique monétaire? En d’autres 
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the deficit and ease monetary policy? In other words, 
would a decline from 29 to 27 be sufficient to make it 
stick, does he need to look at a 24 number? 


As Mr. McCracken said earlier, we have had this game 
of chicken being played by the North American central 
bankers against the North American governments. One 
way to end the game of chicken is for everybody to 
declare he has won. That is seriously one way out of it. 


What sort of reduction in deficit would provide a clear 
enough signal that the central banker could move without 
incurring a sort of run? I guess the converse of that is, in 
the absence of such a signal, are we not into the Mitterand 
situation, where the central bank moved in the absence of 
it, and what happened was a spectacular run on the 
currency? 


Prof. Cameron: That is a very interesting question, Mr. 
McCrossan. First of all, I do not think the Governor of 
the Bank of Canada is all that concerned about the deficit. 
I think what concerns him is the rate of increase in 
prices, period. If you had a surplus and 4% inflation, he 
would still be concerned about inflation. He now sees the 
deficit as a cause of inflation, but if there were not a 
deficit, and there was inflation, he would still be after 
inflation. 


I think the root thing is inflation. I think what the 
governor is thinking is that Canada’s inflation rate is 
basically imported from the United States, that we import 
it to the extent our dollar is not firming up with respect 
to the U.S. dollar. 


If you ask me why we have high interest rates in 
Canada, and what we can do to get them down, what 
would satisfy the governor, I think you must first look at 
the American situation, and the American situation is that 
Reagan, for whatever reason, decided to cut taxes and 
increase military spending at the same time. The bankers 
of this world, particularly on Wall ‘Street, said fine, but 
you are going to pay a price for it. The price they put on 
selling government paper was a very high real interest 
rate. I think that is at the origin of the high interest rates 
in Canada and around the world. This ultimately explains 
much of the world recession of 1982, and what has in fact 
been a sluggish recovery everywhere, except the United 
States, and has led to the international problem. 


What would satisfy Mr. Crow on the inflationary 
performance on the macro-side from government I think 
is almost secondary. He is going to look at the price level 
and fixate on that. 


In our book, we have a paper from a market economist 
at the University of British Columbia. He argues there is 
such an extent of price control by the major corporations 
in Canada that one should consider the introduction of 
selective price controls for those companies, and that 
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termes, est-ce qu’une baisse de 29 a 27 suffirait pour le 
justifier, ou devrait-on attendre a ce qu’il baisse a 24? 


Comme M. McCracken l’a indiqué plus tot, les chefs 
des grandes banques centrales nord-américaines ne cessent 
de proférer des menaces contre les gouvernements nord- 
américains. Une fagon de mettre fin a ce jeu est de 
déclarer tout le monde gagnant. Ce serait une possibilité a 
envisager s€rieusement. 


De combien faudrait-il réduire le déficit pour que le 
président de la Banque centrale soit certain de pouvoir 
réagir sans causer une ruée de demandes de 
remboursement? A l’inverse, sans indication claire de ce 
genre, ne risquons-nous pas de nous retrouver dans la 
situation de la France, ot la banque centrale a réagi sans 
cette indication, causant une ruée spectaculaire sur la 
devise frangaise. 


M. Cameron: C’est une question trés intéressante, 
monsieur McCrossan. Premiérement, je doute que le 
gouverneur de la Banque du Canada s’inquiete autant que 
cela du déficit. Ce qui l’intéresse plutét, c’est le rythme de 
l’augmentation des prix, un point c’est tout. Si l’€conomie 
accusait un surplus et un taux d’inflation de 4 p. 100, il 
s’intéresserait toujours a l’inflation. Pour lui, le deficit est 
une cause d’inflation, mais s’il n’y avait pas de deficit, et 
qu’il y avait quand méme de l’inflation, il chercherait 
quand méme a |’éliminer. 


Le probléme fondamental est l’inflation. Je crois que 
de l’avis du gouverneur, le taux d’inflation canadien nous 
vient essentiellement des Etats-Unis, et nous l’importons 
dans la mesure ow notre dollar ne reprend pas le dessus 
face au dollar américain. 


Si vous voulez savoir pourquoi les taux d’intérét sont 
élevés au Canada, et ce que nous pouvons faire pour les 
rabaisser, ce qui conviendrait au gouverneur, je vous 
dirais qu’il faut d’abord examiner la situation américaine: 
M. Reagan a décidé, pour une raison ou une autre, de 
réduire les imp6ts tout en augmentant les dépenses 
militaires. Les banquiers de ce monde, particulierement 
ceux de Wall Street, ont dit trés bien, mais vous allez 
devoir payer pour que nous vendions les titres émis par le 
gouvernement. Et ce prix, c’était un taux d’intérét tres 
élevé. A mon avis, cette décision est a l’origine des taux 
d’intérét élevés au Canada et partout a travers le monde. 
Cela explique aussi une bonne partie de la récession 
mondiale de 1982, et ce qui s’est traduit par un 
ralentissement de la relance partout, sauf aux Etats-Unis, 
et qui a causé le probléme a |’échelle internationale. 


Ce qui plairait 4 M. Crow dans la _ performance 
inflationniste du gouvernement, cOté macro-€conomique, 
n’est que secondaire. Pour lui, le niveau des prix va 
devenir une fixation. 


Nous avons entre autres un rapport préparé par un 
économiste commercial 4 l’Université de la Colombie- 
Britannique. Dans son document, il soutient que le 
controle des prix exercé par les grandes sociétes 
canadiennes est tel qu’il faudrait envisager d’imposer des 
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would in fact improve market performance. That may be 
politically unacceptable to many people. I do not know of 
any political party in Canada Proposing price controls, 
but it would be one way of getting the actual level of 
prices down. Unless we have a perfectly competitive 
economy, I do not think prices are going to come down 
unless you have a depression. I do not think that is a 
problem. 


Mr. McCrossan: Having seen what rent controls have 
done to Metro Toronto, I just cannot accept your thesis. I 
have real difficulty swallowing that the American 
experience has led to high interest rates around the world. 
When you look at the German or Japanese interest rates, 
they are not high real interest rates at all. Sure, it has 
spilled over into the countries that are running high 
deficits or that have to run high interest rate policies; but 
the healthy economies do not have to run high interest 
rate policies at all. 
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Prof. Cameron: I was referring to the Euro-currency 
markets and the rates... the LIBOR rate, for instance, the 
London Inter-Bank Market Offered Rate, which really is a 
reflection of the Wall Street rate, rather than the 
individual circumstances of particular surplus countries 
that are overflowing in dollars. 


Mr. McCrossan: It looks as if Mr. Greenspan is taking 
steps to tease on the American rate, but Mr. Crow does 
not appear to be taking the same steps. So the BA spreads 
are widening fairly significantly. 


Obviously the Fed publishes its minutes months later. 
Do you agree with the assessment that the Fed has made a 
deliberate decision at this point to ease these rates in the 
States? If so, what are the economic consequences for 
Canada if Canada maintains absolute rates and allows 
relative spreads to increase, as it has been doing for the 
last year? 


Prof. Cameron: I am unconvinced that there has been a 
dramatic shift in US. monetary policy, other than to 
accommodate the situation past October 19. I think there 
was a need to inject liquidity into the system. The central 
banks around the world responded and did _ inject 
liquidity. That explains some of what we have seen in 
November and December. 


| Mr. McCrossan: But essentially we started withdrawing 
_ that liquidity on a fairly steady basis; but it appears in the 

last several weeks that liquidity is being added to the 
_ System again. Do you not accept that observation? 


| Prof. Cameron: I certainly do accept it, and I think 
there is concern about a recession in the United States, 
_ Probably rightly so, although I see Mr. McCracken was a 


little more optimistic than I might be. I think it is a good 
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contrdles des prix sélectifs 4 ces compagnies, ce qui 
améliorerait la performance du marché. Politiquement, 
cette solution risque d’étre inacceptable pour bien des 
gens. A ma connaissance, aucun parti politique canadien 
ne veut proposer le contrdle des prix, mais ce serait une 
fagon de réduire le niveau réel des prix. A moins d’avoir 
une économie _ parfaitement compétitive, ou une 
dépression—ce qui ne sera pas un probleme—je doute que 
les prix commencent a baisser. 


M. McCrossan: Aprés avoir vu le résultat du contréle 
des loyers dans la région métropolitaine de Toronto, je ne 
peux pas accepter votre raisonnement. J’ai beaucoup de 
mal a croire que l’expérience américaine a entrainé une 
augmentation des taux d’intérét a travers le monde. Si 
l'on prend par exemple les taux d’intérét allemands ou 
japonais, on ne pourrait pas les qualifier d’élevés. II y 
évidemment eu des consequences dans les pays qui ont 
des déficits élevés ou qui ont des politiques visant a 
maintenir les taux d’intérét élevés: cependant, les pays qui 
Ont des €conomies saines n’ont pas a maintenir ces 
politiques. 


M. Cameron: Je parlais du marché des eurodollars et 
des taux—les taux LIBOR, par exemple, les taux 
interbancaires moyen des eurodollars a Londres, qui 
reflétent en réalité le taux de Wall Street, plutét que les 
circonstances particuliéres des pays qui ont des surplus et 
qui regorgent de dollars. 


M. McCrossan: M. Greenspan semble prendre des 
mesures pour influencer légérement le taux amé€ricain, 
mais M. Crow ne semble pas l’imiter. L’écart BA s’accroit 
encore plus. 


La Fed publie ses procés-verbaux avec un décalage de 
plusieurs mois. Etes-vous d’accord cependant avec 
opinion selon laquelle la Fed a carrément décidé 3 ce 
moment-ci de réduire les taux américains? Le cas échéant, 
quelles sont les conséquences économiques pour le 
Canada si celui-ci maintient ses taux absolus et permet 
V’écart relatif de s’accroitre, comme il |’a fait au cours de 
la derniére année? 


M. Cameron: Je ne suis pas convaincu qu’il y ait eu un 
coup de barre dans la politique monétaire amé€ricaine, 
Sauf peut-étre pour ce qui a été des accommodements 
nécessaires a la suite de ce qui s’est passé le 19 octobre. II 
était nécessaire d’injecter des liquidités dans le systéme. 
Les banques centrales du monde ont réagi et ont injecté 
des liquidités. C’est ce qui explique ce que nous avons vu 
€n novembre et en décembre. 


M. McCrossan: Nous retirions ces liquidités de fagon 
réguliére; cependant, au cours des derniéres semaines, il 
semble qu’il y en ait eu d’ajoutées encore une fois au 
systéme. Ne faites-vous pas la méme constatation? 


M. Cameron: Oui, et c’est parce qu’on craint une 
récession actuellement aux Etats-Unis, probablement 4 
juste titre, méme si M. McCracken s’est montré plus 
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Optimiste que moi a ce sujet. Je pense qu’il est indiqué 
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trend if the Federal Reserve does decide to keep liquidity 
in the system to try to buoy up an economy that has been 
expanding for almost a record period of time. 


About the impact on Canada, I think if we see the kind 
of widening interest rate differentials on treasury bill 
rates, for instance, that we have seen for the last while in 
Canada, the governor will put Canada into a recession. He 
is creating, he is cooking up, deflation in 1988, and it will 
hit those areas that are already in depressed 
circumstances, and it will eventually hit Toronto and 
Montreal as well. 


Mr. McCrossan: Let me put my final question right to 


the point. Can the governor, by pursuing this policy, 
undo completely the benefits of the free trade 
agreement—in other words, make it of net negative 


benefit to Canada? 


Prof. Cameron: Absolutely. The job benefits available 
from Mike McCracken’s lowering of interest rates exceed 
those available from the free trade agreement in a five- 
year period. So he could most definitely undo the effects. 
Simply on the export side he could undo them. 


Mrs. Collins: Although, Dr. Cameron, most of your 
brief deals with the issue of interest rates, I want to touch 
on some other areas of economic policy. I might just say I 
was a little disturbed by some of your comments, which 
seem to me to impute motivations to the Governor of the 
Bank of Canada that I do not think are fair. I think he has 
a legitimate view, as you have your own view, about the 
best way to manage the economy, all with the objective of 
having steady economic growth. There are differing 
opinions about the balance of interest rates and fiscal 
policy. 


Coming back to some of your comments, it would 
seem to me some of the things you have said would lead 
to increasing government expenditures if one were to 
pursue some of the programs. In terms of overall 
economic policy, do you indeed. advocate increased 
government expenditures, and if so, with what balance: by 
increasing the deficit or increasing taxation? What route 
do you suggest? 


Prof. Cameron: That is a very fair question. In our 
book there is a paper by Diane Bellemare and Lise Poulin 
Simon, two very eminent women economists in Quebec, 
and they point out the cost to the economy of 
unemployment. For instance, if I can use a bit of 
economic jargon, Arthur Hockin, an eminent American 
economist, used to point out that if you could reduce the 
rate of unemployment by 1% you could increase 
economic growth by 2% to 4%. So the cost to the 
Canadian economy of being below full employment level 
is higher than any other cost that exists. There are direct 
costs to this: unemployment insurance expenditures, 
social welfare expenditures. These direct costs are reduced 
when employment goes up. 
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que la Federal Reserve injecte des liquidités dans le 
systéme pour essayer de relancer une économie qui est en 
expansion presque depuis un temps record. 


En 7ce qui concerne les conséquences au Canada, je 
pense que si l’écart dans les taux d’intérét pour les bons 
du Trésor, par exemple, continue de s’accroitre, et c’est 
ce que nous avons fait au Canada au cours des derniers 
temps, le gouverneur risque d’entrainer le Canada dans 
une récession. Il prépare la déflation en 1988, laquelle 
déflation touchera les régions qui fonctionnent au ralenti 
actuellement et en viendra a toucher également Toronto 
et Montréal. 


M. McCrossan: Ma derniére question est directe. En 
maintenant cette politique, le gouverneur peut-il 
neutraliser les avantages de l’accord de libre-échange, en 
d’autres termes, faire en sorte qu’il n’y ait que des 
désavantages pour le Canada? 


M. Cameron: Certainement. Les avantages pour 
Vemploi découlant de la réduction des taux d’intérét par 
Mike McCracken dépassent les avantages qui pourraient 
découler de l’accord de libre-€change sur une période de 
cing ans. Donc, les avantages pourraient certainement étre 
neutralisés en ne tenant compte que des exportations. 


Mme Collins: Je sais que la plus grande partie de votre 
mémoire porte sur les taux d’intérét, monsieur Cameron, 
mais j’aimerais aborder d’autres aspects de la politique 
économique. Je dois dire que certains de vos propos 
m’ont quelque peu inquiétée; vous avez semblé préter des 
intentions au gouverneur de la Banque du Canada, et je 
ne pense pas que ce soit juste. Il a ses propres vues, 
comme vous avez les vOtres, sur la meilleure fagon de 
gérer l’économie, avec comme objectif une croissance 
économique soutenue. Pour ce qui est de l’équilibre entre 
les taux d’intérét et la politique fiscale, les opinions 
peuvent diverger. 


Pour revenir 4 vos propos, vous proposez un certain 
nombre de programmes, qui pourraient entrainer une 
augmentation des dépenses pour le gouvernement. Dans 
le cadre d’une politique économique globale, vous 
proposez vraiment une augmentation des dépenses du 
gouvernement? Si oui, comment? En augmentant le 
déficit ou en augmentant les impots? Quelle orientation 
proposez-vous? 


M. Cameron: C’est une trés bonne question. Dans 
notre documentation, il y a un document préparé par 
Diane Bellemare et Lise Poulin Simon, deux femmes 
économistes trés bien connues au Québec, dans lequel 
elles soulignent le coat du chomage pour l’économie. Par 
exemple, si vous me permettez d’utiliser un peu de jargon 
économique, M. Arthur Hockin, économiste américain de 
renom, disait que si vous réduisiez le chomage de 1 p. 
100, vous augmenteriez la croissance économique de 2 a 4 
p. 100. Le fait que l’économie canadienne soit en-de¢a 
d’un niveau de plein emploi est donc le coat le plus élevé. 
Il y a des cotts directs a cela, notamment ceux 
correspondant a Il’assurance-chOmage et au_ bien-étre 
social. Ces cotts directs diminuent lorsque 1|’emploi 
augmente. 
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So how do you get employment up? I think that a co- 
Ordinated policy, with annual increases in public 
investment, is probably the best, surest way to decrease 
unemployment in Canada. This is true if this public 
investment is thought of not in terms of how labour- 
intensive are the expenditures, or how much of. the 
money is actually going into salaries, which is going to 
feed itself back into the economy. What is in fact the 
multiplier effect? 


My concern with the deficit is not sO much the 
absolute level of the deficit. I am totally persuaded by 
Mike McCracken’s perspective that there is a cyclical 
component and there is a structural component. My 
concern is more on the deficit side. How is the deficit 
being financed? I think the deficit is being financed in a 
sort of unusual and unacceptable way, through a series of 
tax expenditures, if you wish. These were provided in the 
past, when the Liberal government introduced them, to 
individuals. They have also been provided to corporations 
as the basis of our industrial Strategy. 


We have all these deferred taxes on the books, as you 
know. In a sense, this is the way the deficit is being 
financed, by borrowing money instead of taking tax 
money. I think the higher income people in Canada are 
in fact undertaxed and the lower income people are 
overtaxed. That is my basic view of what we are doing. 


Mrs. Collins: Would you increase taxes generally? 


Prof. Cameron: For higher-income people, I have no 
problem at all in increasing taxes- 


Mrs. Collins: To what kinds of levels? 


Prof. Cameron: My real concern is that there be a 
public investment program, stated fully as a public 
investment over a term and with a benefits expected to 
accrue in the future. It makes no sense to wait until you 
have $120,000 in order to buy a $120,000 house. If you 
are going to live in the house for 30 years, you get the 
down payment, buy it today and pay for it over 20 years. 
It is the same idea with public investment. If you are 

| going to use a bridge for 20 years, pay for it over 20 years. 
I think we could use a nice public investment account. 


Now, most economists believe that government 
Spending is not productive. They tend to treat all 
government spending indifferently, and it does not matter 
Whether it is unemployment insurance, which pays 
people not to work, or a theatre that is going to employ a 
lot of people. In fact, a theatre will cover its costs if it is 
done properly. I think that is the major mistake. 


! 


Prof. Phillips: I would like to add to that. If you look at 
the rise of the deficit, most of this was due to a decline in 
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Alors comment faire pour que l’emploi augmente? 
Une politique coordonnée, avec des augmentations 
annuelles de l’investissement public, serait sans doute la 
formule la meilleure et la plus sare pour réduire le 
chomage au Canada. Cela vaut si Vintérét public est percu 
non pas en fonction de la main-d’oeuvre qui sera 
consacrée aux dépenses ni de Vargent qui sera 
véritablement consacré aux Salaires, et qui retournera 
dans l’€conomie. . . quel est en fait Veffet multiplicateur? 


Ce qui me préoccupe avec le déficit, ce n’est pas tant le 
niveau absolu de ce dernier. Je suis entiérement 
convaincu par la perspective de Mike McCracken selon 
laquelle il y a une Composante cyclique et une 
composante structurale. Ce qui m’inquiéte le plus, c’est 
plutot le cété déficit. Comment ce déficit est-il financé? Je 
pense qu’il est financé d’une fagon assez peu habituelle et 
assez inacceptable, avec, si vous voulez, une série de 
dépenses fiscales. Ces déductions étaient offertes aux gens 
par le passé; c’est le gouvernement libéral qui les avaient 
instaurées. Elles ont également été consenties aux sociétés, 
dans le cadre de la stratégie industrielle. 


Comme vous le Savez, il y a sur les livres, toutes sortes 
d’impéts reportés. Dans un certain sens, c’est de cette 
fagon que le déficit est financé: On emprunte de l’argent 
au lieu de percevoir des imp6ots. Je pense d’ailleurs qu’au 
Canada les personnes qui ont les plus gros revenus ne 
paient pas assez d’impét, tandis que ceux qui sont en bas 
de l’échelle en paient trop. C’est en tout cas de cette facon 
que je vois les choses. 


Mme Collins: 
générale? 


Augmenteriez-vous l’impét de facon 


M. Cameron: Pour les personnes a revenu élevé, cela 
ne m’ennuierait pas du tout qu’on augmente !’impot. . . 


Mme Collins: Jusqu’a quel genre de niveau? 


M. Cameron: Ce 4 quoi je tiens, c’est qu’il y ait un 
programme d’investissements publics avec une échéance 
et des profits devant s’accumuler 4 l’avenir. II ne sert a 
rien d’attendre d’avoir 120,000$ en poche pour acheter 
une maison de 120,000$. Si vous allez vivre dans la 
maison pendant 30 ans, vous accumulez le dépot, vous 
V’achetez aujourd’hui et vous la payez sur 20 ans. C’est la 
méme idée qui vaut pour l’investissement public. Si vous 
allez utiliser un pont pendant 20 ans, il est logique de le 
payer sur 20 ans. Je pense que cela nous ferait du bien 
d’avoir un bon petit compte d’investissements publics. 


La plupart des économistes croient que les dépenses 
gouvernementales ne sont pas productives. Ils ont 
tendance a ne faire aucune distinction entre les différentes 
dépenses gouvernementales, peu importe qu’il s’agisse 
d’assurance-chomage, qui paie les gens pour ne pas 
travailler, ou un théatre qui va employer beaucoup de 
gens. D’ailleurs, un théatre rentrera dans ses frais s’il est 
bien administré. Je pense que c’est 1a la grosse erreur. 


M. Phillips: J’aimerais ajouter quelque chose 4a cela. 
Regardons |l’augmentation du déficit: Le gros de cette 
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revenue rather than an increase in government 
expenditures. This is directly proportional to the rise in 
unemployment. If you can lower the _ rate of 
unemployment, you can lower the deficit quite 
considerably. Of course, if you can also lower the interest 
rates, you can lower the cost of financing the deficit. We 
are “Brazilling” our own deficit by our high interest rate 
policies. 


Mrs. Collins: So would you share Mr. Cameron’s 
perspective that we should increase this government’s 
expenditures? 


Prof. Phillips: It is partly a matter of increasing them 
and how you are financing them. There is also the 
regional allocation of them. We are facing this kind of 
problem, and I will use Winnipeg as an example. The 
infrastructure, and roads in particular, is declining. Our 
real stock of transportation is declining. It seems to me 
that is the kind of area where the expenditure would 
bring in its own revenue to pay for it by lowering the 
unemployment rate. It would allow us to increase the 
overall economy not just in central Canada but also in the 
so-called golden horseshoe. 
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Mr. Cassidy: I would like to ask one specific question 
of both Professor Cameron and of Professor Phillips, and 
it is this: In addition to the fiscal policy measures you 
have suggested, such as municipal infrastructure and such 
as enhancing the work of the Federal Business 
Development Bank, is it an option to have some kind of 
selective taxation that would seek to cool off the 
overheating in central Canada, and whose proceeds could 
be used to effectively enhance activity in the hinterland 
regions? I mean a selective employment tax, some other 
kind of tax that effectively would disadvantage further 
investment or development in central Canada, but 
because it was not applied or it was used to in fact 
promote development could therefore help to encourage 
the movement of industry and jobs to other regions. 


Prof. Cameron: It is tempting to propose a special tax 
measure for Mississauga, but I think that if the committee 
looks carefully at what has been going on in Toronto. . . I 
am told the Canadian Labour Market and Productivity 
Centre is going to put out a report showing that wages and 
so on are under control in Toronto and in southern 
Ontario. There in fact may not be overheating in that 
area. But if you assume there would be, there would be 
room, I think, for an income surtax on... let us say you 
could go by postal code, but it would be administratively 
difficult, and I am not sure it is the sort of measure you 
would want to consider. 


The Chairman: It would be quickly passed on, in all 
probability, to areas of unemployment. 
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augmentation est imputable a une baisse des revenus 
plutét qu’A une augmentation des dépenses 


gouvernementales. Cela est directement proportionnel a 
augmentation du chémage. Si l’on pouvait réduire le 
taux de chdmage, cela réduirait sensiblement le déficit. 
Bien sar, si vous pouviez également réduire les taux 
d’intérét, vous pourriez réduire ce que coute le 
financement du déficit. Nous sommes en train de 
«brésiliser» notre propre déficit avec nos politiques de 
maintien de taux d’intérét élevés. 


Mme Collins: Vous seriez donc du méme avis que M. 
Cameron, qui pense que nous devrions augmenter ces 
dépenses gouvernementales, n’est-ce pas? 


M. Phillips: Il y a le fait de les augmenter et il y a 
également la fagon dont vous les financez. Enfin, il y a la 
distribution régionale. Nous nous trouvons déja 
confrontés 4 ce genre de problémes, et je vais utiliser la 
ville de Winnipeg a titre d’exemple. L’infrastructure, et 
tout particuliérement les routes, est en déclin. Notre stock 
réel en matiére de transport est a la baisse. Il me semble 
qu’avec ce genre de choses, les dépenses rapporteraient 
des revenus qui les financeraient, et ce en réduisant le 
taux de chémage. Cela nous permettrait d’améliorer 
l'économie dans son ensemble, et ce pas uniquement dans 
le centre du pays, mais également dans ce que l’on appelle 
le fer 4 cheval doré. 


M. Cassidy: J’aimerais poser une question précise a M. 
Cameron et 4 M. Phillips. En plus des mesures de 
politique fiscale que vous avez suggérées, comme 
Vinfrastructure municipale et la valorisation de la Banque 
fédérale de développement, pensez-vous que ce serait une 
bonne idée d’imposer un impét sélectif pour lutter contre 
la surchauffe dans le centre du pays et de se servir de ces 
recettes pour réactiver l’arriére-pays? Je pense 4 un impot 
sélectif sur l’emploi qui ralentirait les investissements ou 
le développement du centre du pays et encouragerait 
Vindustrie a s’implanter et a créer des emplois ailleurs. 


M. Cameron: Il est tentant de proposer un impot 
spécial pour Mississauga, mais je pense que si le Comité 
étudie soigneusement ce qui se passe a Toronto. . . On me 
dit que le Centre canadien du marché du travail et de la 
productivité va publier un rapport montrant que l’on a la 
haute main sur les salaires et autres facteurs connexes 4 
Toronto et dans le sud de l’Ontario. Il n’y a peut-étre pas 
de surchauffe dans cette région, aprés tout. Mais si vous 
pensez qu’il y a place pour une surtaxe sur le revenu. .. 
on pourrait se servir du code postal, mais ce serait difficile 
du point de vue administratif et je ne suis pas certain que 
ce soit le genre de mesure a envisager. 


Le président: Selon toute vraisemblance, cela sé 


répercuterait dans les régions ou sévit le chomage. 
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You suggested the use of Public Works, in effect to 
develop the unemployed areas. You realize, of course, that 
the municipal study you are talking about is talking about 
the need for new infrastructure in Halifax, where there is 
a lot of employment—everything is going full blast in 
Halifax. The same in Montreal—everything is going full 
blast. Now, you put all this new money in there and what 
you do is you stimulate areas of present good employment 
conditions. 


Prof. Cameron: We would never do that. I would only 
suggest the government take the initiative to bring the 
parties together and agree that you start in the highest 
unemployment areas and you work down. That is the 
only basis on which I would support it. 


The Chairman: If you take a look at that study, though, 
the municipal thing, you will find that if you add up the 
money, you are talking of 90% to 95% being demanded 
in areas where they have huge growth problems. That is 
why they want additional contributions from the feds. 
They are prepared to pay their own one-third, you See} 
and the provinces are prepared to pay the one-third, and 
they are trying to get us into the business. Why can they 
pay their one-third? Well, simple—they have lots of cash. 


Prof. Cameron: I do not think I would take it too 
seriously when the Mayor of Toronto and the Mayor of 
Montreal demand equal financing with the smaller 
municipalities. But I understand for political reasons that 
they sort of joined together in solidarity and want money 
for all their places. But I think a good negotiator sits 
down at the table and says: Well, we know what is going 
on in Toronto, we know what is going on in Halifax; let 
us start with Hinton, Alberta, or let us start with— 


The Chairman: You have never dealt with Hazel 
McCallion. 


Prof. Cameron: Maybe I have not, but I... She is 
supporting you on free trade, so— 


Prof. Phillips: Can I point out that the one example 
where there was a differential tax and expenditure policy 
On a regional basis was in Sweden? There they used a tax 
surcharge, which was refunded when it was tied to 
regional investment. It was very successful in reducing it, 
until they designated every part of the country, for 
political reasons, political boondoggles, as depressed. But 
as long as it was kept properly held as a regional 
development policy for lesser developed regions, it was 
very successful. So I think it is possible to devise this kind 
of successful regional policy. 


Mr. Cassidy: So it has to be focused. 
Prof. Phillips: Yes. 
The Chairman: The next meeting of the committee will 


be Tuesday, February 9. That is a future business meeting. 


We have the committee’s budget, details in connection 
‘with our trip to New Zealand, and I want a discussion as 
© future meetings after that is completed. The meeting is 
it 3.30 p.m. 


[Traduction] 


Vous avez suggéré de recourir aux Travaux publics 
pour mettre en valeur les régions ou il y a du chomage. 
Vous vous rendez compte, j’en suis sir, que dans l’étude 
sur les municipalités dont vous parlez il est question de la 
nécessité de mettre en place une nouvelle infrastructure A 
Halifax, 1a ot il y a beaucoup d’emplois—actuellement, ¢a 
boume a Halifax. C’est la méme chose a Montréal: ¢a 
turbine fort. Cet influx financier n’aboutira qu’a stimuler 
les régions ow la situation de V'emploi est bonne. 


M. Cameron: Jamais. Je trouve seulement que le 
gouvernement devrait prendre initiative pour 
rapprocher les parties et s’entendre pour commencer 1a 
ou le chémage est le plus fort. C’est A cette seule 
condition que je serais d’accord. 


Le président: Si vous examinez cette étude sur les 
municipalités, si on additionne tout l’argent, on s’apercoit 
que 90 a 95 p. 100 de la demande provient de régions qui 
connaissent de gros problémes de croissance. C’est la 
raison pour laquelle elles réclament du gouvernement 
fédéral des contributions supplémentaires. Elles sont 
disposées a en acquitter le tiers, les provinces aussi, et 
elles essaient de nous mettre dans le coup. Pourquoi 
peuvent-elles en acquitter le tiers? Simple: elles sont 
pleines aux as. 


M. Cameron: Je ne prendrais pas cela trés au sérieux 
lorsque le maire de Toronto et le maire de Montréal 
demandent le financement A parts égales avec les 
municipalités plus petites. Pour des raisons de politique et 
de solidarité, je crois savoir qu’elles font front commun 
pour obtenir de l’argent de partout. Dans ce cas-la, un 
bon négociateur dit aux parties: «eh bien, nous savons ce 
qui se passe 4 Toronto, nous savons ce qui se passe 4 
Halifax, commengons par Hinton en Alberta OU. 


Le président: Vous n’avez 
McCallion. 


M. Cameron: Peut-étre pas, mais... Elle est d’accord 
avec vous sur le libre-échange, alors. . . 


jamais eu affaire 4 Hazel 


M. Phillips: Me permettrez-vous de vous signaler qu’il 
n’y a qu’en Suéde ow on a essay€ d’appliquer une 
politique fiscale et de dépenses différente selon les 
régions? Il s’agissait d’une surtaxe fiscale qui était 
remboursée en échange d’investissements dans les régions. 
Cela a trés bien marché jusqu’a ce que toutes les Parties 
du pays soient désignées régions a économie déprimée 
uniquement pour des raisons de politique. Mais tant que 
cela s’est appliqué aux régions moins développées, cela a 
trés bien marché. Je pense donc qu’il est possible de 
concevoir une politique régionale de ce genre qui marche. 


M. Cassidy: Mais il faut bien choisir ses cibles. 
M. Phillips: Oui. 


Le président: La prochaine séance du Comité se tiendra 
le mardi 9 février. Il y sera question de nos travaux futurs. 
Nous parlerons du budget du Comité, des préparatifs en 
vue de notre voyage en Nouvelle-Zélande et des séances 
que nous aurons aprés le voyage. La séance se tiendra A 
15h30. 
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[Text] [Translation| 
This meeting is now adjourned. La séance est levée. 
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ORDER OF REFERENCE 


Extract from the Votes and Proceedings of the House of 
Commons of Tuesday, February 23, 1988: 


Pursuant to Standing Orders 82(15) and 83, on motion 
of Mr. Mazankowski, seconded by Mr. Wilson (Etobicoke 
Centre), it was ordered,—That the Main Estimates for the 
fiscal year ending March 31, 1989, laid upon the Table 
earlier this day, be referred to the several Standing 
Committees of the House as follows: 


To the Standing Committee on Finance and Economic 
Affairs 


Finance Votes 1, LS, L10, 15, 20, L25, 35 and 40 
National Revenue Votes 1, 5, 10 and 15 

Privy Council Vote 20 

ATTEST 


ROBERT MARLEAU 
Clerk of the House of Commons 


ORDRE DE RENVOI 


Extrait des Procés-verbaux de la Chambre des communes 
du mardi 23 février 1988: 


Conformément 4 l’article 82(15) et a l’article 83 du 
Réglement, sur motion de M. Mazankowski, appuyé par 
M. Wilson (Etobicoke-Centre), il est ordonné,—Que le 
Budget des dépenses principal pour l’exercice financier se 
terminant le 31 mars 1989, déposé sur le Bureau plus tot 
aujourd’hui, soit déféré aux divers Comités permanents de 
la Chambre, ainsi qu’il suit: 


Au Comité permanent des finances et des affaires 
économiques 


Finances, crédits 1, LS, L10, 15, 20, L25, 35 et 40 
Revenu national, crédits 1, 5, 10 et 15 

Conseil privé, crédit 20 

ATTESTE 


Le Greffier de la Chambre des communes 
ROBERT MARLEAU 
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MINUTES OF PROCEEDINGS 


WEDNESDAY, MARCH 2, 1988 
(212) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 3:44 o’clock p.m. this day, in Room 209, 
West Block, the Chairman, Don Blenkarn, presiding. 


Members of the Committee present. Don Blenkarn, 
Michael Cassidy, Mary Collins, Simon de Jong, Murray 
Dorin, Robert Layton, Paul McCrossan, Aideen 
Nicholson and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Terrence J. Thomas 
and Richard Domingue, Research Officers. 


Witnesses: From the Office of the Superintendent of 
Financial Institutions: Michael A. Mackenzie, 
Superintendent; R.M. Hammond, Deputy Superintendent, 
Insurance and Pensions Sector; D. MacPherson, Deputy 
Superintendent, Deposit Taking Institutions Sector; 
Ursula Menke, Director, Legal Sector. 


The Order of Reference dated Tuesday, February 23, 
1988 being read as follows: 


It was ordered,—That the Main Estimates for the 
fiscal year ending March 31, 1989, laid upon the Table 
earlier this day, be referred to the several Standing 
Committees of the House as follows: 


To the Standing Committee on Finance and Economic 
Affairs: 


Finance Votes 1, L5, L10, 15, 20, L25, 35 and 40 
National Revenue Votes 1, 5, 10 and 15 


Privy Council Vote 20. 


By unanimous consent, the Chairman called Vote 35 
under FINANCE. 


Michael Mackenzie made an opening statement and, 
with the other witnesses, answered questions. 


At 5:41 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 
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PROCES-VERBAL 


LE MERCREDI 2 MARS 1988 
(212) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui 4 15 h 44, dans la 
piéce 209 de !’Edifice de l’ouest, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Mary Collins, Simon de Jong, Murray Dorin, 
Robert Layton, Paul McCrossan, Aideen Nicholson et 
Norman Warner. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliothéque du Parlement: Terrence 
J. Thomas et Richard Domingue, attachés de recherche. 


Témoins: Du Bureau du surintendant des institutions 
financiéres: Michael A. Mackenzie, surintendant, R.M. 
Hammond, surintendant adjoint, Secteur de l’assurance et 
des régimes de pensions; D. MacPherson, surintendant 
adjoint, Secteur des institutions a dépot; Ursula Menke, 
directeur, Secteur juridique. 


Lecture de l’ordre de renvoi du mardi 23 février 1988 
est donné en ces termes: 

Il est ordonné,—Que le Budget des dépenses 
principal pour |l’exercice financier se terminant le 31 
mars 1989, déposé sur le Bureau plus t6t aujourd’hui, 
soit déféré aux divers Comités permanents de la 
Chambre, ainsi qu’il suit: 

Au Comité permanent des finances et des affaires 
économiques: 


Finances, crédits 1, LS, L10, 15, 20, L25, 35 et 40 
Revenu national, crédits 1, 5, 10 et 15 


Conseil privé, crédit 20 


met en 
rubrique 


Par consentement unanime, le président 
délibération le crédit 35 imnscrit sous la 
FINANCES. 


Michael Mackenzie fait une déclaration préliminaire, 
puis lui-méme et les autres témoins répondent aux 
questions. 


A 17 h 41, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus] 
[Texte] 

Wednesday, March 2, 1988 


°A539 


The Chairman: Members of the committee, we have as 
our order of reference the main estimates, vote 35 under 
finance. There is a small part III that goes with that. 


° 1540 


We have with us Michael Mackenzie, Superintendent 
of Financial Institutions; Bob Hammond, Deputy 
Superintendent of the Insurance and Pensions Sector; 
Don MacPherson, Superintendent of the Deposit Taking 
Institutions Sector; Suzanne Labarge, Deputy 
Superintendent of the Regulatory Policy, Planning and 
Resources Sector: Mr. Emond, Executive Director of the 
Management Services Sector. Ursula Menke, who has 
been with us several times before, is back as the Director 
of the Legal Sector; Mr. Bordeau is the Acting Director of 
Finance. 


Mr. Mackenzie, if you would like to go over your 
statement then we can perhaps go on to questioning. 


Mr. Michael A. Mackenzie (Superintendent of 
Financial Institutions): Yes, I would, Mr. Chairman. 
Perhaps it would be appropriate just to read the 
Statement. It is not very long. It covers in general terms 
some of the territory we would like to talk about and will 
then give you the opportunity to ask questions. 


I am of course very pleased to be here this afternoon to 
review Our estimates with you and to respond to questions 
that you would like to put to me and my colleagues 
concerning our current activities in regulating and 
supervising Canada’s federally regulated financial 
institutions. 


Establishing the Office of the Superintendant of 
Financial Institutions in July resulted in our refocusing 
the activities of the former Department of Insurance and 
the former Office of the Inspector General of Banks with 
a view to meeting the requirements of the enlarged 
mandate provided by new legislation. This refocusing has 
in turn resulted in our developing major objectives for 
‘he coming year. These objectives are set out in our part 
UI of the estimates and they include: 


—Strengthening our presence in the regions, particularly 
n the Toronto area, so that we can enhance our ability to 
nonitor the activities of supervised institutions; 


~developing prudential regulations and policies to give 
ffect to legislative proposals flowing from x the 
overnment’s “New directions for the financial sector”; 


TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction] 

Le mercredi 2 mars 1988 


Le président: Conformément 4 notre ordre de renvoi, 
nous examinons aujourd’hui le crédit 35 du Budget 
principal des dépenses du ministére des Finances et le 
mince document de la Partie III. 


Nous accueillons aujourd’hui Michael Mackenzie, 
surintendant des Institutions financiéres; Bob Hammond, 
surintendant adjoint, secteur de l’assurance et des régimes 
de pensions; Don MacPherson, surintendant adjoint, 
secteur des institutions de dépét; Suzanne Labarge, 
Surintendante adjointe, secteur de la politique de 
réglementation, de la planification et des ressources et M. 
Emond, directeur général, secteur des services de gestion. 
Ursula Menke, que nous avons rencontrée A maintes 
reprises déja, nous revient a titre de directrice du secteur 
juridique. M. Bordeau est directeur intérimaire, finances. 


Monsieur Mackenzie, si vous voulez nous présenter 
votre exposé maintenant, nous passerons ensuite aux 
questions. 


M. Michael A. Mackenzie (surintendant des 
Institutions financiéres): Oui, monsieur le président. 
J’espére que vous me permettrez de lire exposé qui n’est 
pas trés long. II traite des principales questions que nous 
aimerions aborder et vous pourrez ensuite nous poser des 
questions. 


Je suis heureux d’étre ici cet aprés-midi pour examiner 
avec vous le Budget des dépenses de mon Bureau et de 
répondre aux questions que vous voudrez nous poser, a 
mes collegues et 4 moi-méme, au sujet des activités en 
cours dans les domaines de la réglementation et de la 
surveillance des institutions financiéres régies par des lois 
fédérales. 


La création du Bureau du surintendant des institutions 
financiéres en juillet 1987 a donné lieu a un 
regroupement des activités des deux anciennes 
Organisations, le Département des assurances et le Bureau 
de l’inspecteur général des banques afin de remplir le 
mandat plus large prévu par la nouvelle loi. Ce 
regroupement a donné lieu 4 1’€laboration d’importants 
objectifs pour le prochain exercice. Ces objectifs sont 
décrits dans la partie III du Budget des dépenses et 
s’énonce comme suit: 


—renforcer sa présence dans les régions, tout 
particuliérement a Toronto, afin d’étre en mesure de 
mieux contr6ler les activités des institutions surveillées: 


—élaborer des réglements et des politiques de surveillance 
prudentes en vue de mettre en oeuvre les propositions 
législatives découlant de l’énoncé de politique présenté 


140: 6 


[Text] 


—strengthening and streamlining the regulatory 
framework by providing clear guidelines to the 
institutions in relation to new business activities permitted 
under changing laws; 


—enhancing examination practices by implementing 
recommendations made over the past several years 
concerning the adequacy of our approaches and 
procedures; 

—reducing the administrative reporting burden on 
financial institutions and strengthening the office’s 
capacity to monitor institutional and industry-wide 
performance; 


—improving the consultative mechanisms with federal, 
provincial and international counterparts, industry 
associations and professional bodies such as the CICA and 
CIA with a view to contributing to the strength of the 
Canadian financial system. 


* 1545 


The office’s act provides that expenditures incurred in 
connection with supervising financial institutions are to 
be recovered from the institutions themselves. The act 
also provides that the Minister may spend revenues 
received by the office to meet expenditures arising out of 
the office’s operations. As a result, parliamentary 
appropriation is required only for the portion of the 
office’s expenses that are not recoverable. Primarily, these 
expenses relate to costs associated with providing actuarial 
services to other government departments. 


I would like to speak briefly to you about how I view 
our objectives and the work we will be doing to ensure 
they are met. Our overriding concern is with the ability of 
each federally regulated institution to meet all its 
obligations as they fall due. The prime motivation in the 
actions we take is our concern for the liquidity and 
solvency of each institution. This is based on the premise 
that public trust and confidence and the safety of financial 
institutions are essential to a sound economy. A related 
matter is that access to the system is free and open. That is 
to say, no individuals or corporations by virtue of 
ownership links have preferred access. 


I think a safe financial services industry is one where 
its member institutions are competently and honestly run 
and are profitable. Although our concern is with the 
safety of the system taken as a whole, a good deal of 
regulatory activity must of necessity focus on each 
institution separately because the system is the sum of its 
parts. 


Finance and Economic Affairs 
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[Translation] 


par le gouvernement et intitulé «Le secteur financier: 
nouvelles directions»; 


—renforcer et rationaliser la structure de réglementation 
en fournissant aux institutions des lignes directrices 
précises sur les nouvelles activités permises en vertu des 
lois modifiées; 


—améliorer les procédures d’examen en applicant les 
recommandations formulées dans des études effectuées au 
cours des derniéres années sur le bien-fondé de nos 
méthodes et procédures; 


—réduire le fardeau administratif des institutions 
financiéres relativement 4 la divulgation de l’information 
tout en permettant au Bureau de mieux surveiller le 
rendement de chaque institution et de l'industrie en 
général; 

—améliorer les mécanismes de consultation avec les 
institutions fédérales, provinciales et internationales, les 
associations d’industries et les organismes professionnels 
tels que V’'ICCA et l’ACCAP afin de renforcer le systeme 
financier canadien et le rendre plus concurrentiel. 


Comme vous le savez, la Loi sur le Bureau du 
surintendant des institutions financiéres stipule que les 
dépenses engagées relativement a la surveillance des 
institutions financiéres doivent étre recouvrées auprés des 
institutions financiéres concernées. La loi  prévoit 
également que le ministre peut utiliser les recettes du 
Bureau pour le paiement des dépenses afférentes aux 
activités de ce dernier. En conséquence, un crédit 
parlementaire n’est exigé que pour la partie des dépenses 
du Bureau qui ne peuvent étre recouvrées. Celles-ci 
comprennent principalement les cotts reliés a la 
prestation de services actuariels aux autres ministéres. 


Permettez-moi de vous faire part briévement de la 
fagon dont j’entrevois ces objectifs et des mesures que 
nous avons l’intention de prendre afin de nous assurer de 
les atteindre. Notre principale préoccupation concerne la 
capacité de chaque institution réglementée en vertu de 
lois fédérales de faire face 4 tous ces engagements au fur et 
a mesure qu’ils arrivent 4 échéance. Les mesures que nous 
prenons sont principalement motivées par la suffisance 
des liquidités et la solvabilité de chaque institution. Cette 
attitude repose sur le principe selon lequel une économie 
saine dépend surtout de la confiance du public dans la 
sécurité des institutions financiéres. Nous devons 
également nous assurer que le systeme est accessible et 
libre de toute entrave, ce qui signifie qu’aucun particulier 
ni aucune société ne peut obtenir un traitement privilégié 
en raison de liens d’appartenance. 


Je pense qu’une industrie de services financiers 
sécuritaire est une industrie rentable dont les membres 
sont dirigés de maniére compétente et honnéte. Bien qué 
nos préoccupations touchent l’ensemble du systéme, un 
bon nombre des activités de réglementation doivent étre 
axées sur chaque institution séparément puisque chacune 
d’entre elles fait partie d’un tout. 
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[Texte] 


There are really three main messages directing and 
focusing our work. Your committee may want to consider 
these and discuss them in more detail with us. First, there 
is high system risk in financial markets these days, and 
that risk is increasing. The chances for trouble and 
accidents are increasing. The stakes are very high. The 
pressures on financial institutions Operating in Canada are 
intense, and some of today’s winners may well turn out to 
be tomorrow’s losers. 


Second, the core regulation, and I believe the key to 
preventing trouble, lies in the capacity of our financial 
institutions to govern and regulate themselves effectively 
and with professional discipline. 


Third, in light of this, our office is designing and 
implementing active as well as reactive Supervisory and 
regulatory programs. One of the things we have learned 
from past problems is that it is extremely difficult to deal 
effectively with institutions that are already deeply in 
trouble. 


These are the three major concepts that focus our work 
and are moving us forward in our efforts to provide sound 
and professional supervision and regulation for Canada’s 
financial institutions. I shall be pleased to answer any 
questions you may have related to these issues and to any 
ther matters your committee wishes to discuss. 


Mr. McCrossan: I have four areas in which I wanted to 
juestion. I am not sure whether I will have to do it in a 
Ouple of rounds or not. Let me start with the banks and 
he recent moves by the banks to acquire stockbrokerage 
ubsidiaries. 


Particularly, I would like to dwell on the issue of 
louble-counting of capital or potential double-counting of 
apital. I would seek your assurance that what I believe to 
é the case is not the case. It looks to me like the banks 
Cquired these companies by issuing treasury shares and 
aving a share exchange. It also appears the assets for the 
Ompanies may well be held as assets of the banks. If that 
} SO, we have a double-counting of capital. We have 
apital pledged to the customers of the brokerage houses 
nd we have the same capital counted up again, at least in 
art, as security for the depositors in the bank. First of all, 
that so? Is there some element of double-counting of 
ipital? 


Lal pet) 


Mr. Mackenzie: I hope not. I think it is an excellent 
lestion, and perhaps you could give me a few minutes to 
velop it a bit, because the answers are not as simple as 
le would like. 


First of all, when a bank buys a majority position in a 
ickbrokerage, what they will do in preparing their 
nual financial statements, of course, is consolidate; that 
all the assets of the stockbroker will come on the books 


[Traduction] 


Les trois principaux éléments suivants Orientent nos 
efforts. Votre Comité voudra peut-€tre en prendre 
connaissance et en discuter. Le premier: De nos jours, les 
risques que nous courons sur les marchés financiers sont 
trés élevés et s’aggravent de plus en plus, et les dangers 
auxquels nous nous exposons sont nombreux. Les enjeux 
sont importants. En outre, les pressions qui seront 
exercées sur les institutions financiéres Opérant au Canada 
durant mon mandat seront énormes et certains des 
gagnants d’aujourd’hui verront leur chance tourner. 


Le second: Notre réglementation et la prévention des 
problémes reposent essentiellement sur une autonomie 
administrative et sur une autoréglementation efficaces et 
professionnelles des institutions financiéres. 


Le dernier: A la lumiére de ce qui précéde, notre 
Bureau élabore et met actuellement en oeuvre des 
programmes _ préventifs de surveillance et de 
réglementation. Les échecs subis nous ont appris qu’il est 
trés difficile d’aider une institution ayant déja de graves 
problémes. 


Ce sont la les trois messages, voire les trois concepts 
fondamentaux, sur lesquels se fondent nos travaux et qui 
guident nos efforts en vue d’appliquer un systéme de 
surveillance et de réglementation des __ institutions 
financiéres canadiennes a4 la fois rigoureux et 
professionnel. Je serai heureux de répondre aux questions 
que le Comité voudra poser a ce sujet ou a toute autre 
question connexe. 


M. McCrossan: J’aimerais vous interroger sur quatre 
grandes questions. Je ne sais pas si j’aurai a m’inscrire aux 
prochains tours de questions afin de les poser toutes. 
Permettez-moi de commencer par les banques et leur 
acquisition récente de filiales de courtage de valeurs 
mobiliéres. 


J’aimerais plus particuliérement parler du double 
comptage du capital ou du risque de double comptage. 
Pouvez-vous m’assurer que mes craintes ne sont pas 
fondées? J’ai l’impression que les banques ont financé 
acquisition de ces filiales en émettant des actions de 
trésorerie et en procédant 4 des échanges d’actions. Il me 
semble aussi que les actifs des filiales sont comptés comme 
des actifs des banques. Si c’est le cas, il y a effectivement 
double comptage du capital. Le capital nanti au profit des 
clients des maisons de courtage sert, du moins en partie, a 
garantir les dépéts de la banque. D’abord, est-ce le cas? Y 
a-t-il effectivement double comptage du Capital? 


M. Mackenzie: J’espére que non. C’est une excellente 
question et j’aimerais prendre quelques minutes pour y 
réfléchir parce que les réponses ne sont pas toujours aussi 
simples qu’on ne pourrait le souhaiter. 


D’abord, quand une banque acquiert une participation 
majoritaire dans une maison de courtage, elle prépare des 
€tats financiers annuels consolidés, c’est-a-dire que tous 
les éléments d’actifs de la maison de courtage sont inscrits 


140: 8 


[Text] 


of the consolidated entity and the capital will come on, 
and the double-counting will be largely eliminated. 


Mr. McCrossan: In the consolidation. 


Mr. Mackenzie: This is a standard accounting 
convention used with institutions and subsidiaries that 
eliminates, or should eliminate, any double-counting or 
double-leveraging. 


Now, we see two interrelated problems connected to 
banks owning stock brokerages. First of all, I accept the 
unsaid premise that I think lies behind your question, 
which is that the securities industry is risky, that the kinds 
of risks faced in securities markets are rather different 
from the kinds of risks that have been traditionally faced 
by conventional bankers. The banking industries are 
businesses that they have been used to. The cultures are 
different. We have seen that in the securities industry 
trouble can happen very swiftly and without ostensible 
warning. Because of that, we are as concerned as you are 
that we do not get a doubling up of the capital, that bank 
capital is not used to support both its banking asset and its 
securities asset. 


Now, the problem comes up that complicates this 
consolidation exercise I mentioned. From a securities 
regulator perspective, the capital required for a 
stockbroker is determined by following a certain set of 
procedures. They are well known; essentially the same 
procedures are followed in the United States and Canada 
and now in the U.K. You vary the assets in the market; 
you then risk weight the portfolio of assets, and you take 
margins to cut down the situation and define a capital 
base required. For example, a $1 million investment in a 
portfolio of common stocks will require $500,000 worth 
of capital, but $1 million in treasury bills may require 
0.5% or 1% or 1.5%, depending. 


Those measures are based on market values, for 
starters. Second, they are there to take care of or provide 
for market risk or position risk. Credit risk is presumed 
to be handled by the allowance for doubtful accounts 
against the customer’s accounts and so on. But banking 
capital is a cost base measure, as we measure it, designed 
to accommodate or protect the institution from credit risk 
problems. It is a bundle of apples and a bundle of oranges 
in the same basket. So we are examining the process of 
how you disaggregate a banking capital requirement, a 
securities capital requirement, and then stand back from 
them separately, put them together and ask whether or 
not we have enough. That is the approach. 


Now, part of the problem can be caused by the fact that 
some of the capital in the securities subsidiary, which is 
acceptable to the SRO, is an undrawn subordinated line 
of credit. The subordination agreements signed with the 
TSE or the IDA, or whatever, are ironclad. They are very 
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dans les états financiers de l’entité consolidée, le capital 
est ajouté et cela élimine essentiellement le double 
comptage. 


M. McCrossan: Dans les états consolités. 


M. Mackenzie: C’est une convention comptable 
courante utilisée par les institutions et leurs filiales qui 
élimine, ou devrait éliminer, tout double comptage ou 
tout doublement de la capacité d’emprunt. 


Or, la propriété de maisons de courtage par les 
banques pose deux problémes liés entre eux. D’abord, 
jaccepte la validité de l’hypothése qui sous-tend votre 
question, a savoir que le négoce des valeurs mobiliéres est 
trés risqué et que les genres de risques qui existent sur le 
marché des valeurs mobiliéres ne sont pas ceux auxquels 
font face depuis toujours les banques classiques. Les 
banques sont trés compétentes dans leur domaine. Les 
deux secteurs ont des cultures différentes. Dans |’industrie 
des valeurs mobiliéres, nous l’avons constaté, les 
difficultés surviennent trés rapidement et sans préavis. En 
conséquence, nous voulons éviter autant que vous qu’il y 
ait double comptage du capital, c’est-a-dire que le capital 
de la banque soit utilisé pour garantir a la fois les actifs de 
la banque et de la maison de courtage des valeurs 
mobiliéres. 


Or, un probléme se présente qui complique cet 
exercice de consolidation dont j’ai parlé. Les organismes 
de réglementation des valeurs mobiliéres calculent le 
capital requis pour une maison de courtage selon certains 
critéres. [ls sont bien connus puisque ce _ sont 
essentiellement les mémes qui sont appliqués aux Etats- 
Unis, au Canada et maintenant au Royaume-Uni. Les 
actifs sont diversifiés sur le marché; la composition du 
portefeuille d’actifs est pondérée selon le risque et les 
marges bénéficiaires sont calculées de fagon 4 minimiser 
ces risques et 4 déterminer l’assise en capital requise. Par 
exemple, un placement de 1 million de dollars dans un 
portefeuille d’actions ordinaires nécessitera un capital 
sous-jacent de 500,000$ alors que la proportion sera de 0,5 
p. 100 ou 1 p. 100 ou 1,5 p. 100 dans le cas de |’achat de 1 
million de dollars en bons du Trésor. 


D’abord, ces calculs sont fondés sur les valeurs 
marchandes. Ensuite, ils doivent refléter le degré de 
risques qui existent sur le marché ou associés a la 
position. Les provisions pour créances douteuses sont 
présumées suffisantes pour couvrir les risques de crédit. 
Cependant, nos calculs de la suffisance du capital des 
banques visent 4 protéger l’institution contre les risques 
de crédit. C’est un ensemble d’éléments disparates mis 
dans le méme panier. Ainsi, nous cherchons les fagons de 
calculer séparément la suffisance du capital des banques ét 
des maisons de courtage des valeurs mobiliéres afin de 
déterminer ensuite si le total est suffisant. Voila 
V’approche que nous avons adoptée. 


Toutefois, le probleme est attribuable en partie au fait 
qu’un des éléments du capital des filiales de courtage juge 
acceptable par |’organisation d’autoréglementation est une 
ligne de crédit subordonnée sur laquelle aucun tirage n’a 
été fait. Les ententes de subordination signées avec 1a 
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good tested subordination agreements. But if we go 
through the consolidation exercise, that does not turn up 
at all. So we have to take that into account. 


eal SSS 


I would like to say a final thing about it. I was in the 
U.K. a couple of weeks ago at the Bank of England. They 
are wrestling with exactly the same problem over there. I 
am going back at the end of this month, and we will be 
sharing our experience and our views on this subject with 
them. In that endeavour, sooner or later, I will be joined 
by some of the securities commissions because they have a 
shared concern with us. Iam sorry I gave you such a long- 
winded answer. 


Mr. McCrossan: No, no. That is exactly the type of 
answer I was hoping for. 


Can I just take this a step further? You say when the 
banks produce their statements they consolidate so the 
surpluses are washed out. However, when they report 
their available capital for leveraging purposes to 
determine their 25:1 lending ratio right now, is it washed 
Out completely, or is there any asset value given for 
investment and subsidiaries? 


Mr. Mackenzie: Well, on a consolidation the assets of 
the subsidiary will go right up to the parent. There is no 
problem with that. They will be appropriately valued at 
market, just as trading assets at the bank are rated at 
market. 


Mr. McCrossan: Well, there is a problem if that takes a 
surplus in the stockbroker subsidiary up into the banks. 


Mr. Mackenzie: What I was trying to say a few minutes 
ago, sir, was the first cut will be to look at the 
consolidation picture. The second cut will be to do the 
disaggregation exercise I just mentioned. 


Let me put it in the simplest terms I can think of. It is 
a long time since I studied algebra, but if I say that Z is 
the amount of consolidated capital determined the way we 
usually do in a bank, X is the amount of capital of the 
stockbroking subsidiary or affiliate determined according 
to the SRO rules, including subordinated debt, and Y is 
the amount of the bank Capital devoted to bank assets, 
with their investment in the stockbroking subsidiary 
taken out of it, and if X plus Y is greater than Z, you have 
a problem. It can be. 


The Chairman: If there is subordinated debt in there as 
‘apital, of course it will be. 


Mr. Mackenzie: It could be. 


Mr. McCrossan: You have not reached the Stage yet of 
“etermining what the relationship is. 
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bourse de Toronto ou l'ACCVM, par exemple, sont trés 
bien verrouillées. Ce sont d’excellentes ententes de 
subordination déja éprouvées. Or, si nous vérifions les 
€états consolidés, elles n’apparaissent pas. Il faut donc en 
tenir compte. 


Jaimerais faire une derniére Observation. Je me suis 
rendu a la Bank of England il y a quelques semaines. IIs 
sont aux prises avec un probléme identique 1a-bas. J’y 
retourne a la fin du mois et nous mettrons en commun 
notre exp€érience et nos observations sur cette question. 
T6t ou tard, les commissions des valeurs mobiliéres se 
joindront a ces réunions parce qu’elles partagent nos 
préoccupations. Je regrette de vous avoir donné une 
réponse si longue. 


M. McCrossan: Non, non. C’est exactement le genre de 
réponse que j’espérais. 


Puis-je pousser encore plus loin? Vous dites que les 
€tats consolidés préparés par les banques font disparaitre 
les excédents. Toutefois, quand elles calculent leur 
Capacité d’emprunt et en arrivent 4 un ratio 
d’endettement de 25 pour 1, cet élément disparait-il 
totalement ou est-ce qu’elles attribuent une valeur d’actif 
a leurs placements dans les filiales? 


M. Mackenzie: En cas de consolidation, les actifs de la 
filiale sont attribués directement a la société mére. Cela ne 
présente aucune difficulté. Une juste valeur marchande 
est attribuée a ces éléments d’actif comme c’est le cas des 
avoirs négociables de la banque. 


M. McCrossan: Mais cela présente un probléme si 
Vexcédent d’une filiale de courtage est imputé aux 
résultats de la banque. 


M. Mackenzie: J’expliquais il y a quelques minutes, 
monsieur, que nous allons examiner dans un premier 
temps les états consolidés. Dans un deuxiéme temps, nous 
examinerons séparément les états, comme je l’ai dit plus 
tot. 


Je vais essayer de vous expliquer la chose le plus 
simplement possible. Il y a longtemps que je n’ai pas fait 
d’algébre mais si je dis que Z correspond au total du 
capital consolidé calculé selon les procédures habituelles 
des banques, que X correspond au total du Capital, y 
compris la dette subordonnée, de la filiale de courtage ou 
d’une autre filiale conformément aux régles de 
Vorganisation d’autoréglementation et que Y est la 
fraction du capital de la banque consacrée aux actifs de la 
banque, aprés soustraction de sa participation au capital 
de la filiale de courtage, et, si la somme de X plus Y est 
supérieure a Z, il y a un probléme. C’est possible. 


Le président: C’est inévitable si la dette subordonnée 
est ajoutée au capital. 


M. Mackenzie: C’est possible. 


M. McCrossan: Vous n’avez pas encore réussi A 
déterminer quel est le rapport. 
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Mr. Mackenzie: We have been talking this way to all 
the banks. We have been sharing this approach with the 
Bank of England. We have had comparable discussions— 
not that they have the problem yet in the United States— 
with our counterparts at the federal level who have 
control of the currency and with securities people in the 
SROs here. I think we are getting to some common 
conceptual understanding of the problem. Getting a 
solution may take a while. 


The Chairman: Can I ask you a supplementary to this, 
and it may not be dealing with the bank as a security 
dealer. The National Bank of Canada recently had a little 
problem in connection with bond trading, and wrote off 
$25 million for losses in bond trading. I guess that is 
trading in securities, as far as we know here, is it not? 


Mr. Mackenzie: Yes. 


The Chairman: All of a sudden they wind up with this 
kind of a market risk problem, where they take a bath of 
that nature. What actions are you taking to check that 
kind of activity out to make sure there are knowledgeable 
people doing it and the risks are not enormous, because 
twenty-five and a quarter million dollars on a relatively 
small schedule A is not... You cannot do that every day 
of the week. 


Mr. Mackenzie: Mr. Chairman, this is a very good 
question. A month or two ago, in trying to think through 
moving off from this capital base issue, and related to the 
events after October 19—the falling market values and so 
forth—and certain other events in the market, we began 
to have some discussions with the banks, and they with 
us, about looking at first of all their own money market, 
bond market, foreign exchange market transactions, 
which they carry on anyway. They do not have to acquire 
a stock broker to get into this business. They have been in 
this business for some time. 


¢ 1600 


We have seen a number of the smaller banks trip. This 
is not the first “accident”, if you like, with financial 
institutions, banks and others, in the bond market. We 
have engaged a man who was with one of the banks in 
their money desk, in their money trading room operation, 
as a specialist, to start moving through the banking system 
looking at the internal controls, position limits, trading 
limits, and other procedures they have. So we have 
strengthened our own staff, and he came to the board 
three or four months ago. 


Secondly, we have had a member of our regular 
examination staff off on training programs put on for us 
by some of the banks, where we have had them in for two 
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M. Mackenzie: C’est ainsi que nous avons exposé la 
chose a toutes les banques. Nous avons expliqué notre 
approche a la Bank of England. Nous avons aussi eu des 
discussions semblables avec nos homologues américains 
du niveau fédéral—méme si ce probleme n’existe pas 
encore aux Etats-Unis—qui contrdélent la monnaie et avec 
les organisations d’autoréglementation du secteur des 
valeurs mobiliéres au Canada. A mon avis, nous 
dégagerons bientét un consensus quant a la nature du 
probléme. Il faudra sans doute plus de temps pour en 
arriver a une solution. 


Le président: Puis-je vous poser une question 
complémentaire qui ne portait pas directement sur les 
opérations de courtage des valeurs mobiliéres de la 
banque. La Banque Nationale du Canada a eu récemment 
un léger probléme lié au négoce des opérations et a du 
passer 25 millions de dollars par profits et pertes. Il 
s’agissait bien de négoce des valeurs mobili€res au sens ou 
nous l’entendons, n’est-ce pas? 


M. Mackenzie: Oui. 


Le président: Tout a coup, la banque a été victime d’un 
risque inhérent au marché qui lui a couté tres cher. 
Quelles mesures de contréle prenez-vous pour veiller a ce 
que les négociants soient compétents et évitent de prendre 
des risques trop énormes parce qu’une banque 
relativement petite de l’annexe A qui perd ainsi plus de 
25 millions de dollars... Il ne faudrait pas que cela se 
produise tous les jours de la semaine. 


M. Mackenzie: Monsieur le président, c’est 1a une 
excellente question. Il y a un mois ou deux, au lendemain 
du krach boursier du 19 octobre—qui a provoqué un 
effondrement des cours, etc.—et a la suite de certains 
autres déboires du marché, nous avons engagé des 
discussions avec les banques dans le contexte de notre 
examen de l’opportunité d’abandonner le critére de la 
suffisance du capital, et nous leur avons demandé 
d’évaluer leurs opérations sur le marché monétaire, le 
marché obligataire et le marché des changes. Elles n’ont 
pas a faire l’acquisition d’un courtage de valeurs 
mobiliéres pour procéder 4 de telles opérations. Cela fait 
partie de leurs activités depuis quelque temps déja. 


Certaines des plus petites banques ont déja trébuché. 
Ce n’est pas le premier «accident», pour ainsi dire, qu’ont 
les institutions financiéres, banques et autres, sur le 
marché obligataire. Nous avons embauché un ancien 
agent de change qui travaillait dans l’une des banques et 
nous l’avons chargé d’examiner les contréles internes, les 
positions maximales, les plafonds relatifs aux transactions 
et les autres garde-fous du systeme bancaire. Nous avons 
donc enrichi notre propre personnel et ce nouveau venu 
travaille pour nous depuis trois ou quatre mois. 


En plus, nos examinateurs réguliers suivent des 
programmes de formation pouvant durer deux ou trols 
mois, dans certains cas, organisés pour nous par certaines 
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or three months, in some Casé€s, to acquire the kind of 
expertise needed to look into these areas. 


Thirdly, as a result of our involvement with the CCCS 
and the Osler situation, as a result of our contacts with 
the National Bank, first of all, forensic audits are going on 
both in the CCCS and in Osler. Also, Price Waterhouse 
has been engaged by the National Bank to do a study of 
what happened in their Operations in New York. We will 
of course have full access to the results of these studies 
and will in due course obviously be modifying some of 
Our programs. Also, the banks will be modifying their 
controls across the system in the light of those studies. We 
have had ongoing discussions with the exchange and with 
the Ontario Securities Commission, as an example, on 
these problem areas. 


Having said all that, I think the system is pretty well 
alerted to the risks and dangers. People more and more 
have the sense that every time something like this 
happens they had better say to themselves “There, but for 
the grace of God, go I” and learn from the experience. 
What is really scary in a sense is that when a bank as well 
managed as the National—and I believe it is one of the 
best-managed institutions we have—can have this kind of 
problem then anybody can have the problem. 


Merrill Lynch had a problem a year ago in New York. 
There is not a system in the world that is fail-safe. 


Mr. McCrossan: That was heading again in the 
direction I wanted to head in, because we now admittedly 
have the banks with part of their capital tied up in a very 
volatile stock market. We have, as you meniioned but did 
not elaborate on, a sizeable foreign exchange trading 
activity just booming, which I guess does not take up any 
bank capital at all in terms of leverage. Effectively, they 
are buying and selling very large amounts without 
affecting the lending base. 


Yet the institutions that are typically in the market- 
sensitive areas—I think of the life insurance institution 
particularly, where they are experiencing both large 
security risks and potentially large currency risks—are 
down, historically, at leverage ratios closer to 10:1, 
whereas our banks are at 25:1. If they are moving into 
these highly volatile areas in a big way, then is it not 
appropriate to consider reducing the leverage ratios from 
25:1 to something less for the banks that are heavily 
nvolved in bond trading, foreign exchange trading, and 
ecurities? To retain the same safeness in the system, 
hould not the leverage ratios be reduced to the 
Mstitutions that choose to diversify into the riskier 
yusiness? 


[Traduction] 


des banques pour leur permettre d’acquérir des 
connaissances d’expert nécessaires aux vérifications qui 
leur sont confiées. 


Enfin, comme suite 4 notre intervention aupreés de la 
Banque Nationale, de la CCCS et la maison Osler, des 
verifications légales ont été engagées et se poursuivent a la 
CCCS et a4 la maison Osler. Par ailleurs, la Banque 
Nationale a retenu les services de Price Waterhouse qui 
effectuera une étude des déboires de leur succursale de 
New York. Nous aurons bien sir accés aux résultats de 
toutes ces études et nous modifierons en conséquence 
certains de nos programmes. Les banques modifieront 
elles aussi leurs procédures de controle dans tout le 
systeme a la lumiére des résultats de ces études. En outre, 
nous avons discuté a maintes reprises de ces problémes 
avec la bourse et la Commission des valeurs mobiliéres de 
V’Ontario. 


Cela étant dit, j’estime que le systeme est maintenant 
tres conscient des risques et des dangers. De plus en plus, 
chaque fois qu’un tel incident se produit, les agents 
financiers se sentent soumis 4 la grace de Dieu et ils 
mettent a profit l’expérience. Ce qui m/’effraie le plus c’est 
que toutes les institutions financiéres sont vulnérables si 
une banque aussi bien gérée que la Banque Nationale—et 
je crois que c’est l’une des mieux gérées—peut connaitre 
de tels déboires. 


Merrill Lynch a eu des difficultés il y a un an a New 
York. Il n’y a pas un systéme au monde qui soit a 
l’épreuve de cela. 


M. McCrossan: Vous venez d’aborder vous-méme une 
question qui m/intéresse vivement, 4 savoir que les 
banques ont immobilisé une partie de leur capital sur un 
marché boursier extrémement volatile. Comme vous 
l’avez dit en passant, les Opérations de change sont 
considérables et en pleine expansion sans que les banques 
aient a y consacrer plus qu’un minimum de capital. De 
fait, leurs transactions de vente et d’achat représentent des 
montants énormes sans que cela ne se répercute sur leurs 
Opérations de prét. 


Or, les institutions qui offrent généralement des 
produits financiers trés sensibles aux forces du marché—je 
songe plus particuliérement aux compagnies d’assurance 
qui doivent assumer des risques considérables au niveau 
des garanties et des risques qui pourraient étre tout aussi 
considérables au niveau des devises—ont des ratios 
d’endettement se rapprochant de 10 pour 1 alors que ceux 
des banques sont a 25 pour 1. Si elles se tournent de plus 
en plus vers ces marchés trés volatiles, ne serait-il pas sage 
de réduire 4 moins de 25 pour 1 le ratio d’endettement 
des banques qui consacrent une part importante de leurs 
ressources au négoce des obligations, aux Opérations de 
change et au courtage des valeurs mobiliéres? Pour 
assurer la sécurité du systéme, ne faudrait-il pas réduire 
les ratios d’endettement des institutions qui choisissent de 
diversifier leurs opérations quitte 4 assumer des risques 
plus grands? 
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Mr. Mackenzie: First of all, I would say as a general 
answer the whole subject of capital is as high as anything 
we have got on our agenda this year to look at, including 
dealing with the issues you have just raised and the issues 
raised earlier, the problems the chairman raised and so 
forth. But if one looks at foreign exchange trading, the 
banks have been in this business for a long time. They 
have very good controls and they have had very few 
problems. 


Mr. McCrossan: But the markets are far more volatile 
than they have ever been. 


Mr. Mackenzie: That is right, but markets have been 
pretty volatile here for a few years. I am not saying that 
the risks are negligible, they are not. But I do not know 
that those risks with those exposures are really any more 
than the credit risks they have on their books. I do not 
know that they are. But when we move into the more 
obvious securities-related areas, our general advice to the 
banks has been to move as much of that activity, other 
than managing their own liquidity, down into a subsidiary 
where they then can follow the kind of regime that you 
have been talking about and that is appropriate to the 
securities industry. 


The risk-weighted capital approaches which emerge out 
of the BIS and the capital convergence that we are now 
discussing with the banks, does include for the first time 
risk-weightings related to off balance sheet commitments 
and effectively securities-type transactions. 


Mr. McCrossan: So some of those off balance sheet 
items are going to have to be brought in to accounting 
as— 


Mr. Mackenzie: Yes. 


Mr. McCrossan: So when might we anticipate some 
sort of— 


Mr. Mackenzie: I would hope there will be some 
changes that will be general in the banking field about 
mid-year. 


Mr. McCrossan: By mid-year. And the effect of this— 


Mr. Mackenzie: We hope. 


Mr. McCrossan: —would be to reduce the leverage 
ratio on the traditional basis or keep the same leverage 
ratio but expand the definition of what the risks taken are. 


Mr. Mackenzie: Well, if we examined Canadian banks 
on this international basis, and we have done some studies 
on that where we have got new definitions or revised 
definitions of what constitutes accessible capital in two 
levels, and we have got a profile of assets, risk-weighted, 
which in some cases just for a straight portfolio of short 
term government data—our treasury bills and so forth— 
we would not require the amount of capital required 
against the loan portfolio, for example. So it goes both 
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M. Mackenzie: Je vous répondrais d’abord que nous 
accorderons cette année la priorité a l’examen de cette 
question de la suffisance du capital ainsi qu’aux autres 
problémes que vous-méme et le président avez soulevés 
plus tét. Cependant, les banques pratiquent les opérations 
de change depuis de nombreuses années déja. Elles ont 
mis en place d’excellents contrdles et ont eu trés peu de 
problémes. 


M. McCrossan: Mais les marchés sont beaucoup plus 
volatiles maintenant qu’auparavant. 


M. Mackenzie: C’est vrai, mais la volatilité des marchés 
ne date pas d’hier. Je ne dis pas que les risques sont 
négligeables, ils ne le sont pas. Toutefois, je n’ai aucune 
raison de croire que les risques associés a leurs opérations 
de change sont plus sérieux que les risques de crédit 
qu’elles assument déja. Rien ne me prouve qu’ils le sont. 
Nous conseillons toutefois aux banques de loger dans une 
filiale leurs opérations sur valeurs mobiliéres, sauf celles 
nécessaires a la gestion de leurs liquidités—de sorte 
qu’elles puissent respecter les régles de prudence dont 
vous avez parlé et que l’on attend de l’industrie des 
valeurs mobiliéres. 


Les propositions de la BRI relatives 4 la pondération 
du capital en fonction du risque et les mesures de la 
suffisance du capital dont nous discutons maintenant avec 
les banques prévoient pour la premiére fois la 
pondération des risques associés aux opérations hors bilan 
et aux transactions assimilables aux négoces des valeurs 
mobiliéres. 


M. McCrossan: Certaines de ces opérations hors bilan 
devront donc étre comptabilisées. . . 


M. Mackenzie: Oui. 


M. McCrossan: 
certaines. .. 


Ainsi, lorsque nous  prévoyons 


M. Mackenzie: J’espére que nous pourrons annoncer 
vers le mois de juin des changements qui s’appliqueront 4 
l’ensemble du secteur bancaire. 


M. McCrossan: Vers le milieu de l’année. Et ces 
changements auraient pour effet. . . 


M. Mackenzie: Nous |’espérons. 


M. McCrossan: ... de réduire le ratio d’endettement 
calculé selon la formule habituelle ou de le maintenir au 
méme niveau tout en élargissant la définition des risques. 


M. Mackenzie: Si nous examinions la situation des 
banques en fonction de leurs portefeuilles 
internationaux. .. nous avons d’ailleurs réalisé des études 
qui nous ont permis d’élaborer de nouvelles définitions et 
de réviser les anciennes définitions de ce qui constitue du 
capital accessible a deux niveaux et nous avons dressé un 
profil des actifs, pondérés selon le risque. Dans certains 
cas, notamment celui d’un portefeuille simple de titres a 
court terme du gouvernement—bons du Trésor, et¢.~ _ 
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ways a little bit. But at any rate, it is much more 
comprehensive. 


So far our analysis would indicate that the Canadian 
banks as a group stack up pretty well against the 
American, British and most of the European banks that 
we are familiar with. So we think that while there are 
some differences, particularly with respect to loan loss 
reserves and so forth, as to whether they are in or out of 
the capital box, you know. 


Mr. McCrossan: But if you were to compare large 
Canadians banks with large Canadian trust companies, the 
banks are much more likely to have these off balance 
sheet items and to have the high security and yet they still 
have the same leverage right now. So it is reasonably 
obvious that for consistency’s sake some sort of 
adjustment is required. 


Mr. Mackenzie: Yes. And there is a concern that we 
apply the same principles and the same level of rigour, if 
you like, to the trust industry as we do to the banks. That 
is also in hand. In fact, I think, though, the trust 
companies—the larger ones certainly—are going to come 
out looking in pretty good Shape on that comparison. But 
I will tell you, like anything else I am finding out in this 
new job, nothing is really all that simple. You touch 
something over here and it bounces over there. But the 
banks that are engaged in a lot of the activities you are 
describing and the banks that are engaged in a lot of 
“securities-type activities” come in to us complaining that 
Our regime is much heavier than the regime on their big 
investment banking competitors. And I think that— 


Mr. McCrossan: It is the Canadian taxpayers 
guaranteeing them. They are international competitors. 


Mr. Mackenzie: I am not saying that they should have 
the same regime. But it is being brought rather forcefully 
to our attention that particularly the international 
investment houses seem to be able to price and move in 
these markets in direct competition with the banks with, 
as far as anyone can see, a lower cost of capital. 
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_ Mr. McCrossan: Some of them failed on October 19. I 
‘ndicated I had four areas, but I want to wrap up this one. 


i 


Mr. Hammond, I understand you are developing 
/omething like a C-3 reserve or an asset default reserve on 
te life side. Is a similar approach being used on the bank 
‘de; that is, a volatility of asset reserve, which would be 


[Traduction] 


nous n’exigerions pas la méme proportion de Capital que 
dans le cas d’un portefeuille de préts, par exemple. Ca 
joue donc dans les deux sens. De toute fagon, c’est une 
approche beaucoup plus globale. 


Notre analyse révéle que les banques canadiennes, dans 
leur ensemble, soutiennent bien la comparaison avec les 
banques américaines et britanniques et la plupart des 
banques européennes dont nous connaissons la situation. 
Malgré certaines différences, notamment en ce qui 
concerne les réserves pour pertes sur préts, etc., elles 
soutiennent la comparaison quant a la suffisance du 
capital. 


M. McCrossan: Mais si vous deviez comparer les 
grandes banques canadiennes aux principales compagnies 
de fiducie canadiennes, vous constateriez qu’il est plus 
probable que les banques aient des opérations hors bilan 
et des garanties plus suffisantes et elles ont pourtant les 
mémes ratios d’endettement maintenant. Ainsi, pour étre 
cohérent, il me semble évident qu’un ajustement 
quelconque s’impose. 


M. Mackenzie: Oui. Il nous faut aussi appliquer les 
mémes principes et avec la méme rigueur, pour ainsi dire, 
aux Compagnies de fiducie et aux banques. Cela se fera. Je 
crois toutefois que les compagnies de fiducie—du moins 
les plus grandes—soutiendront trés bien la comparaison a 
cet égard. Je vous rappelle toutefois que rien n’est simple, 
comme je l’apprends depuis ma nomination 4 ce poste. 
Un ajustement apporté ici et c’est autre chose qui se 
dérégle ailleurs. Les banques qui s’adonnent a nombre des 
activités que vous avez décrites et celles dont les 
transactions s’apparentent aux négoces des valeurs 
mobiliéres nous reprochent de leur imposer une 
réglementation beaucoup plus contraignante que celle a 
laquelle sont  assujetties les grandes banques 
d’investissement dont ils doivent soutenir la concurrence. 
Et je crois que... 


M. McCrossan: Ce sont les contribuables canadiens qui 
les garantissent. Elles sont de calibre international. 


M. Mackenzie: Je ne dis pas qu’elles devraient étre 
assujetties au méme régime. Mais on attire avec force 
notre attention sur le fait que les maisons de placements 
internationales semblent pouvoir s’imposer sur ces 
marchés et livrer une concurrence directe avec les 
banques 4 un cout en capital moins élevé, d’aprés ce 
qu’on peut voir pour I’instant. 


M. McCrossan: Certaines d’entre elles ont fait faillite le 
19 octobre. J’ai dit que j’avais des questions a vous poser 
dans quatre domaines, mais je voudrais en finir avec celui- 
ci 


Monsieur Hammond, je crois que vous essayez 
d’imposer aux compagnies d’assurance-vie la constitution 
de réserves en cas d’éléments d’actifs en défaut. Utilisez- 
vous la méme tactique du cété des banques? Leur 
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required capitals and so would be taken off the capital 
base? 


Mr. R.M. Hammond (Deputy Superintendent, 
Insurance and Pensions Sector, Office of the 
Superintendent of Financial Institutions): Mr. Chairman, 
it is correct that we are working on minimum continuing 
capital and surplus requirements for life companies that 
will take into account the risk of default and quality of 
assets, aS well as the type of liability involved. We are 
doing some work on that right now. As the work in 
respect of the banks evolves, we will of course want to 
bring those two approaches together and make them 
consistent. So it is very much an evolutionary process; it 
is very much under way. 


Mr. McCrossan: So we can look forward to that sort of 
analysis as the logical consequence of what Mr. Mackenzie 
has been describing on the bank side. 


Mr. Hammond: Yes. In fact, I think what Mr. 
Mackenzie has been talking about in terms of the BIS is 
very much along the lines of what we have been doing in 
regard to the life insurance companies, the same sort of 
approach. 


Mr. Cassidy: I have a wide area to explore, but I will 
try to do it briefly, Mr. Mackenzie. We welcome you here. 
You project an air of confident competence which I hope 
can be sustained. You managed to kind of spirit half your 
staff away to Toronto without anybody noticing in area I 
represent in Ottawa. It was the smoothest hijacking of jobs 
from Ottawa that we have seen for many a day. 


I would like to ask first regarding your comments in 
your opening statement about the problems of high 
system risk in financial markets. If there is a high system 
risk in financial markets, and obviously you are indicating 
that may also be the case for Canadian financial 
institutions, I wonder if you can comment a bit on that, 
perhaps be a bit more explicit, because clearly the whole 
question of systemic risk is something which is much in 
the minds of people in financial institutions in investing 
large pools of capital. I know there is a great deal of more 
or greater attention on mismanagement as a major 
element in investment, and despite all of that, such things 
as last October’s crash do occur. For those who wonder 
whether our multinational capitalist system is sustainable 
or not, one wonders whether this is not the last crisis or 
not. I think we are probably going to stagger through a 
couple more. Can you comment on this point? 


Mr. Mackenzie: I will start my comments by saying that 
as a representative of the region of Ottawa, as far as I 
know no jobs in my shop have been lost in the Ottawa 
area. 


The question of a system risk, let me break it down to a 
number. There are sort of what I will call general 
economic factors, and I put them in the following kinds 
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demandez-vous de constituer des réserves pour parer a 
toute fluctuation des actifs, ces réserves faisant partie du 
capital obligatoire, et donc, soustrait du capital primaire? 


M. R.M. Hammond (surintendant adjoint, Assurances 
et pensions, Bureau du surintendant des institutions 
financiéres): Monsieur le président, nous sommes 
effectivement en train de mettre sur pied un systeme qui 
obligerait les compagnies d’assurance-vie 4 constituer des 
réserves obligatoires afin de tenir compte d’éléments 
d’actifs qui risqueraient d’étre en défaut ou de mauvaise 
qualité, ainsi que des types de dettes existantes. Nous y 
travaillons a l’heure actuelle. Pour ce qui est des banques, 
nous essaierons évidemment d’uniformiser le tout. Mais 
ces études ne sont pas encore terminées, elles sont en 
cours. 


M. McCrossan: Cette analyse serait donc la 
conséquence logique de ce dont parlait M. Mackenzie a 
propos des banques? 


M. Hammond: En effet. Ce que M. Mackenzie disait a 
propos de la Banque des réglements internationaux 
ressemble un peu a ce que nous faisons pour les 
compagnies d’assurance-vie. 


. 


M. Cassidy: J’ai beaucoup de questions a vous poser, 
monsieur Mackenzie, mais j’essaierai d’étre bref. Tout 
d’abord, bonjour. Vous semblez avoir confiance en vos 
moyens, c’est du moins Il’air que vous semblez arborer, et 
j’espére que c’est le cas. Vous avez réussi a faire 
disparaitre comme par enchantement la moitié de votre 
personnel qui est allé 4 Toronto sans que cela fasse 
beaucoup de remous dans la région que je représente a 
Ottawa. Cela faisait longtemps que nous n’avions pas vu 
un rapt d’emplois aussi perfectionné. 


Dans vos observations préliminaires, vous avez parlé 
des risques élevés que couraient les marchés financiers. Si 
tel est le cas, et vous semblez également dire que cette 
observation vaut également pour les établissements 
financiers canadiens, je me demande si vous ne pourriez 
pas étoffer votre pensée, étre un peu plus explicite, car 
cette question de risque systémique préoccupe beaucoup 
ceux qui investissent de grosses sommes d’argent. Je sais 
qu’on a plus ou moins mis l’accent sur la mauvaise 
gestion, ce qui n’a pas empéché, malgré tout, la 
débandade boursiére d’octobre dernier. Ceux qui se 
demandent si notre systéme capitaliste multinational est — 
vraiment viable s’interrogent et se disent que cette crise 
est peut-étre la derniére. Je crois que nous devrons en 
vivre au moins deux autres. Que pensez-vous de tout cela? 


M. Mackenzie: Permettez-moi de vous dire tout d’abord 
qu’en tant que représentant de la région d’Ottawa, aucun 
emploi n’a disparu que je sache. 


Quant aux risques encourus, je vous dirais que cela 
tient 4 des facteurs économiques d’ordre général que Je 
diviserais en catégories. D’aprés les économistes, nous 
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of categories. We have had five or six years of what the 
economists like to call recovery. We have had basically, in 
central Canada certainly, in the financial markets what I 
call economically benign conditions. Interest rates have 
been dropping off; the levels of non-performing loans 
have dropped off; the institutions have adjusted to a much 
lower level of inflation, which oddly enough did cause 
them some problems at the beginning. 


I am not an economic forecaster, and what the events 
of October 19 signalled, I do not know any better than 
anybody else, but I have an uneasy feeling that these 
boom conditions and affluent, benign general economic 
conditions may not last forever. A recession of some kind 
is a possibility, if not a probability, within the next year or 
two. As I say, your guess is as good as mine on that. 


At any rate, one of the things I am concerned about is 
we have had very good basic conditions from the 
perspective of financial institutions that have been (a) 
expanding the level of their activities, and (b) getting into 
a lot of new products and Swaps and off-balance-sheet 
types of products, and all kinds of stuff, under pretty good 
conditions. So I have a concern that if conditions become 
less benign, maybe some problems will emerge with these 
that are not evident today. 
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Related to this is the notion of hedging. Everyone 
seems to be talking about hedging. But hedging does not 
reduce risk. The risk in the position or the risk in the 
transaction is there. It may spread the risk around and 
move it around the table. But my concern, and I think 
the concern of our office, is whether all the players 
around the table understand what risk they have taken on, 
and, I would also understand, whether they have truly 
passed their risk on to somebody else. 


There are transaction risks involved in all this activity. 
You can stand back, as we try to, and say that could in 
fact increase the overall risks in the system. It is that kind 
of thing I worry about. We have seen situations where 
people get into positions that if properly constructed 
according to their own rule book involve no credit risk. 
When the snows came in, sure enough there was credit 
risk. So that is part of it. 


Mr. Cassidy: May I be more specific? Last October we 
Saw a very substantial drop of I guess 30% or so in the 
Canadian stock markets, which corresponded to similar 
collapses of stock market prices in many other parts of 
the world. We saw one major investment house, Osler, go 
under as a consequence of that, and others come close to 


» the brink. About the institutions for which you are 


responsible, can you comment on whether that stock 
market crash revealed weaknesses of which you were 
Previously unaware or exposed a need for different forms 
of regulation or different forms of, let us say, insulation of 
these financial institutions against imprudent actions or 
against unfortunate results? 


[Traduction] 


avons connu une reprise qui a duré cinq a six ans. Dans le 
Canada central du moins, les marchés financiers ont 
connu ce que j’appellerais des conditions économiques 
bénignes. Les taux d’intérét ont baissé, le nombre de préts 
non productifs a diminué et les établissements financiers 
Ont composé avec un taux d’inflation beaucoup moins 
élevé, ce qui leur a causé certains problémes au tout 
début, méme si cela peut sembler bizarre. 


Je ne suis pas expert en prévisions économiques, et je 
ne sais pas plus que les autres quelle signification 
profonde il faut attribuer aux événements du 19 octobre, 
mais je crains que ce boom économique que nous avons 
connu, ces conditions économiques bénignes ne dureront 
pas toujours. Il se peut qu’une récession s’installe au 
Canada au cours des 12 4 24 prochains mois. Comme je 
V’ai dit, je ne le sais pas plus que vous. 


De toute facon, les institutions financiéres se trouvent 
en trés bonne posture; elles ont pu augmenter leurs 
activités et proposer de nouveaux produits, effectuer des 
Opérations de swap, des opérations hors bilan, des prises 
en pensions, etc., dans de bonnes conditions. Ainsi, je 
crains que si les conditions économiques empirent, des 
problemes surgiront, problémes qui ne sont pas évidents 
aujourd’hui. 


Vient s’y greffer la notion d’arbitrage. Tout le monde 
semble parler d’arbitrage de nos jours, mais Varbitrage ne 
réduit pas les risques. Les risques que présentent une 
position financiére ou une transaction donnée demeurent. 
L’arbitrage étale peut-étre les risques, mais je me 
demande, et notre bureau se demande aussi, si tous les 
Opérateurs comprennent bien les risques qu’ils encourent 
et je voudrais également savoir s’ils ont passé ce risque a 
quelqu’un d’autre? 


Ces transactions présentent des risques. On peut rester 
sur la touche, comme nous essayons de le faire, et se dire 
que cela pourrait augmenter les risques un peu partout. 
Voila ce que je crains. Nous avons vu des gens faire des 
opérations qui, selon leurs propres_ régles, ne 
comportaient aucun risque. Pourtant lorsque le tout s’est 
effondré, il y avait bien risque. 


M. Cassidy: Puis-je étre plus précis? En octobre 
dernier, la Bourse du Canada a baissé de prés de 30 p. 
100, tout comme les autres bourses du monde. A la suite 
de ce krach boursier, une maison de placements 
importante, la compagnie Osler, a fait faillite et d’autres 
n’en sont pas loin. Vous étes responsable de ces 
institutions et pouvez-vous me dire si le krach boursier a 
permis de déceler des faiblesses que vous ne soupconniez 
pas auparavant ou a permis de constater que d’autres 
réglements devaient étre imposés ou que ces 
€établissements financiers devaient étre protégés contre 
toute action imprudente ou tout résultat malheureux? 
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Mr. Mackenzie: First of all, Mr. Cassidy, the Osler 
situation was not the result of what happened on October 
19. That was a drama that goes back a little further than 
that. 


The system, in my judgment, came through the weeks 
after October 19 remarkably well. When I say the 
“system”, I mean the regulatory system. The regulatory 
organizations, under which I include the IDA, the TSE, 
the Montreal Stock Exchange, and so forth, overseen by 
their respective provincial securities commissions, were in 
fact able to monitor on a daily basis the capital positions. 
When various brokers did get into trouble, needed more 
capital, the banks in fact did provide it in the form of 
additional undrawn... or lines of credit, co-ordinated, 
and so on. The response of the system was pretty good. 


The Bank of Canada had equipped itself, I think, with 
appropriate analysis and study, legal opinions, and so 
forth, so if it had to it could have acted as a provider of 
liquidity. We were in constant contact with the banking 
system, with people like CDS, who were responsible for 
the clearance and settlements process, and so forth. I 
really think in Canada, as in the United States and the 
U.K., the situation was managed pretty well from a 
regulatory supervisory point of view. 


That does not mean to say we do not have a whole lot 
to learn. We are doing a detailed analysis of a couple of 
brokerage cases, and in conjunction with the provincially 
based securities regulators, into the true capital impact on 
a certain number of brokers through that period, just to 
see if we can understand it better, and, in dealing with 
what you are saying, the different approaches that should 
have been taken, even though the thing was saved or did 
not run into real trouble. So that is one of the things we 
are doing. 
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The second thing this indicates—and we touched on it 
earlier—are the transactions between the institutions, 
mainly the banks, and the stockbrokerage community 
itself. We are talking about day loans—how they manage 
those, how they margin those—and how the banks 
provide or do not provide liquidity into the system as it is 
happening. We are working and are in contact with 
people like the CDS and others to review the settlements. 
We think the whole set of controls surrounding repulls, 
money market transactions, bond trading transactions, 
and so forth between financial institutions that we are 
concerned about and the markets needs to be looked at 
and studies are in process to look at it. 


We have not done in Canada the kind of studies—there 
have been five or six in the United States, from the SEC 
and the General Accounting Office in Washington, the 
Brady commission, and so forth—to look at other things 
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M. Mackenzie: Premiérement, monsieur Cassidy, ce 
n’est pas l’effondrement de la bourse qui a entrainé la 
faillite de la compagnie Osler. Ses difficultés remontent 
plus loin que cela. 


A mon avis, le systeme s’est remarquablement bien 
sorti de la débacle du 19 octobre. Lorsque je dis 
«systeme», j’entends le systéme de réglementation. Les 
organismes de réglementation, 1’Association canadienne 
des courtiers en valeurs mobiliéres, la Bourse de Toronto, 
la Bourse de Montréal, etc. chapeautées par leur 
commission en valeurs mobiliéres provinciales 
respectives, ont pu, en fait, suivre quotiennement ce qui 
se passait. Lorsque des courtiers ont éprouve des 
difficultés, lorsqu’ils avaient besoin de capitaux 
supplémentaires, ce sont les banques elles-mémes qui leur 
ont avancé ces capitaux sous forme de marges de crédit, 
etc. Le systéme, a notre avis, a tres bien réagi. 


La Banque du Canada avait effectué toutes les analyses 
et études appropriées, avait demandé des avis informés 
etc., et ainsi, si elle avait été appelée a le faire, elle aurait 
pu fournir des fonds. Nous étions en rapport constant 
avec le systeme bancaire, avec le CDS, responsable des 
compensations et des réglements, etc. Je crois vraiment 
que du point de vue réglementation, tout s’est tres bien 
passé au Canada, aux Etats-Unis et au Royaume-Uni. 


Cela ne signifie pas pour autant que nous n’avons pas 
de lecons a tirer de ces événements. A l’heure actuelle, 
nous analysons de fagon détaillée la situation de deux 
maisons de courtage et, en collaboration avec les 
Commissions de réglementation des valeurs mobiliéres 
provinciales, nous analysons le véritable impact de ces 
événements sur les capitaux d’un certain nombre de 
courtiers, pour voir si nous pouvons le comprendre un 
peu mieux, et, pour répondre 4 votre question, pour voir 
si nous ne devrions pas changer d’orientation, méme si 
nous n’avons pas éprouvé de réelles difficultés. Voila donc 
ce que nous faisons. 


Deuxiémement, et nous en avons parlé tout a l’heure, 
nous nous sommes penchés sur les transactions entre 
établissements financiers, surtout entre les banques et les 
maisons de placements. Nous nous sommes demandé 
comment ces établissements géraient les préts au jour le. 
jour, comment ils en calculaient la marge bénéficiaire et 
comment les banques alimentent le systéme. Nous 
sommes en rapport constant avec le CDS et d’autres 
organismes pour analyser ces liquidations. Nous pensons 
que toutes les mesures de contréle régissant les prises en 
pension, les transactions sur le marché monétaire, les 
transactions d’obligations, etc. entre établissements 
financiers qui nous inquiétent et les marchés devraient 
étre examinés et c’est ce que nous faisons. 


Au Canada, nous nous nous sommes pas penchés, 
contrairement aux Etats-Unis, ou la SEC, le bureau du 
comptable général 4 Washington, la commission Brady, 
etc., ont fait cing ou six études, sur ce qui s’est produit. 


| 


; 
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that have happened. Some of those other things, such as 
Program trading, relationships between Options futures 
and cash markets, and a lot of stuff there is clearly beyond 
Our competence to deal with. 


[ attended a conference overseas a couple of weeks ago 
where I listened to regulators from around the world talk 
about what we have learned from these things, and the 
message seems to be that we do need better controls and 
monitoring over the linkages between computerized 
trading systems, futures and options markets, and cash 
markets. What that leads to I do not know. 


Secondly, it did point to a need to have well 
understood and articulated contingency planning to 
prepare for the next time. 


Mr. Cassidy: On that point, I think the committee 
should consider, away from the estimates, coming back to 
that question. 


The Chairman: These witnesses are going to be back 
here, with the exception of Mr. Mackenzie, on Tuesday. 
We may need more time than that. 


Mr. Cassidy: I am thinking of doing it, rather, 
separately, because one of the problems in this country is 
that we are in an increasingly internationalized financial 
market and yet Canada has no national equivalent of the 
SEC or the national security regulation bodies that exist 
elsewhere. In fact, this office is from time to time plugged 
in as a surrogate for the national securities agency we 
never got. 


I have a different area I want to raise with Mr. 
Mackenzie, though. It will be quite direct. You are 
responsible, through your office, for the Bank Act, as for 
the supervision of the banks. 


Mr. Mackenzie: Yes. 


Mr. Cassidy: The five major banks control about 85% 
of the cheque transactions in the country. The access to 
the cheque-cashing system, however, is not available to 
people who are very poor, particularly people who are on 
social assistance or welfare and some people who are on 
pensions. In a number of major cities in the last five years 
have grown up these cheque-cashing services, notably 
those run by Money Mart Cheque Cashing Centre and by 
the Canadian cheque cashing service. 


I had a constituent call me the other night and ask me: 
do you know what it cost me to cash a $150 cheque? I 


_ Said no, I did not. It cost me $15, he said. The standard fee 
' at Money Mart is 6% on a government cheque; on a 


welfare cheque for $600, that is about $36 or $40. The 


_Teason people use those services—and they are well used, 
Particularly around the end of the month—is because the 
‘banks refuse to cash cheques except from established 
Customers or people who can offer the kind of 
identification that many welfare and assistance recipients 


[Traduction] 


Cependant, nous ne sommes pas compétents pour 
examiner d’autres types d’opérations, comme le courtage 
par ordinateur, les rapports entre les marchés des primes 
et Options, a terme et au comptant. 


Ml y a environ deux semaines, j’ai assisté a une 
conférence a 1l’étranger ot les représentants des 
Organismes de réglementation du monde entier parlaient 
des enseignements a4 tirer de ces événements; ils 
semblaient dire qu’il n’était pas nécessaire d’imposer de 
meilleures mesures de contréle, de surveiller de plus prés 
les rapports entre le courtage par ordinateur, les marchés 
des primes et options, les marchés a terme et les marchés 
au comptant. Ou cela nous méne, je ne sais pas. 


Deuxiémement, tout le monde pensait qu’il fallait 
dresser des plans de secours bien réfléchis pour étre préts 
la prochaine fois. 


M. Cassidy: A ce sujet, je crois que le Comité devrait 
réexaminer cette question, en dehors des prévisions 
budgétaires. 


Le président: Nos témoins, exception faite de M. 
Mackenzie, seront de nouveau parmi nous mardi. Nous 
devrons peut-étre leur demander de revenir. 


M. Cassidy: Je préférerais qu’on en parle séparément, 
car un des problémes qui se pose ici, c’est que les marchés 
financiers s’internationalisent de plus en plus et pourtant 
le Canada ne posséde pas d’organisme similaire a celui du 
SEC ou 4 d’autres organismes de réglementation des 
valeurs mobiliéres qui existent dans d’autres pays. En fait, 
ce bureau sert, de temps 4 autres, d’organisme de 
remplacement du bureau des valeurs mobiliéres 
nationales que nous n’avons jamais eu. 


Je voudrais vous poser une tout autre question, 
monsieur Mackenzie. Je serai direct. Votre bureau est 
responsable de l’administration de la loi sur les banques, 
du contréle des banques. 


M. Mackenzie: En effet. 


M. Cassidy: Les cinq grosses banques du Canada 
controlent environ 85 p. 100 des transactions par chéque 
dans ce pays. Les pauvres et, en particulier, les assistés 
sociaux et les retraités n’ont cependant pas accés au 
systéme d’encaisse des chéques. Au cours des cing 
derniéres années, des services d’encaissement de chéque, 
notamment le centre d’encaissement de chéque Money 
Mart et le service d’encaissement de chéques canadiens se 
sont installés dans un certain nombre de grandes villes. 


L’autre jour, un électeur m’a appelé et m’a demandé si 
je savais combien cela lui codtait d’encaisser un chéque 
de 150$. Je lui ai répondu que non. I] m’a dit que cela lui 
coutait 15$. Money Mart demande une commission de 6 
p. 100 pour encaisser un chéque du gouvernement ce qui 
représente 36$ ou 40$ pour un chéque de 600$ délivré 
par les services sociaux. Si ces gens ont recours a ces 
services—et ils y ont souvent recours, en particulier en fin 
de mois—c’est parce que les banques refusent d’encaisser 
des chéques s’ils ne sont pas détenus par des clients qu’ils 
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do not have. This is a scandalous situation. It should not 
be allowed to exist. 


Since the banks are in a position where they make very 
substantial profits from the oligopoly they have from their 
control over financial markets in this country and over 
the cheque system, it seems to me that it would be 
reasonable, in a society which tries to deal equitably with 
all of its members, that in fact through your office or 
through other means you might recommend the banks 
should be obliged to develop systems that are fair in order 
to permit people with these very low incomes to cash 
their cheques on a reasonable basis and at no charge. 


arlal. 


Certainly when I deposit my pay cheque in the Bank of 
Montreal, they do not charge me. They do charge for 
running the account, but nowhere near $36 for one 
cheque. It may cost me 15¢ or 25¢ or maybe even 50¢, 
but it is essentially a nominal amount. Is your office 
seized of this as a problem? If not, why not? And if so, 
what are you doing about it? 


Mr. Mackenzie: Donald, perhaps you want to handle 
this one, since banks and other deposit takers are under 
you. Then I may come back to it. 


Mr. D. MacPherson (Deputy Superintendent, Deposit 
Taking Institutions Sector, Office of the Superintendent of 
Financial Institutions): In the first place, Mr. Chairman, 
the act really gives us no authority to intervene in a 
matter of this kind. But that is not an adequate response 
to Mr. Cassidy’s question, I understand. We have raised 
this question repeatedly with the banks over a fair period 
of time, trying to raise their sensitivity to this particular 
problem. There is, however, unfortunately, as you know, 
an element in society that finds ways and means of 
falsifying, forging, or otherwise negotiating cheques in a 
fraudulent way that potentially lead to losses in terms of 
many, many millions of dollars each year. 


Mr. Cassidy: Now, wait a minute. Are you making that 
statement? Are you alleging that welfare recipients are 
particularly prone to fraud? 


Mr. MacPherson: No, no. 


Mr. Cassidy: Are the banks making that statement to 
you? 


Mr. MacPherson: 
impression at all. 


I do not want to leave that 


Mr. Cassidy: Are the banks making the statement to 
you that welfare recipients are particularly prone to 
fraud? 


Mr. MacPherson: No. Excuse me, Mr. Chairman, the 
banks have not made that allegation. 
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connaissent ou des gens qui peuvent montrer des piéces 
didentité que les assistés sociaux ne possédent pas. C’est 
un véritable scandale et cette pratique devrait étre 
interdite. 


Etant donné que les banques peuvent tirer de trés gros 
profits du contréle qu’elles exercent sur les marchés 
financiers de ce pays et sur le systéme d’encaissement de 
chéque, il me semble, dans une société qui essaie de 
traiter également tous ses membres, que votre bureau 
pourrait recommander aux banques de mettre au point 
des systemes qui permettraient a ces gens qui ont de trés 
faibles revenus d’encaisser leurs chéques gratuitement. 


La Banque de Montréal ne préléve rien sur mon 
compte chéque lorsque j’y dépose mon cheque de paye. 
Elle me demande des frais de gestion, mais certainement 
pas 36$ pour y encaisser un chéque. Cela me coute 
peut-étre 15c., 25c. ou méme 50c., mais c’est un montant 
symbolique. Y voyez-vous un probleme? Dans la négative, 
pourquoi pas? Dans l’affirmative, que faites-vous pour 
remédier 4 cette situation? 


M. Mackenzie: Monsieur MacPherson, peut-étre 
pourriez-vous répondre a cette question, puisque vous étes 
chargé du secteur des banques et autres établissements de 
dépét. J’interviendrai ensuite. 


M. D. MacPherson (surintendant adjoint, secteur des 
institutions de dépét, Bureau du_ surintendant des 
institutions financiéres): Premiérement, monsieur le 
président, la loi ne nous autorise absolument pas a 
intervenir dans des cas de ce genre. Mais cela ne répond 
pas a la question de M. Cassidy, j’en suis fort conscient. 
Nous avons déja abordé ce probleme a de nombreuses 
reprises avec les banques en essayant de le leur faire 
comprendre. Malheureusement, comme vous le savez, 
certains éléments de notre société trouvent toujours des 
facons de falsifier, de fausser ou de négocier des cheques 
de facon frauduleuse et qui entraine des millions et des 
millions de dollars de perte chaque année. 


M. Cassidy: Un instant. Est-ce vous qui dites cela? Etes- 
vous en train d’accuser les assistés-sociaux de fraude? 


M. MacPherson: Non, absolument pas. 


M. Cassidy: Sont-ce les banques qui vous ont dit cela? 


M. MacPherson: Je ne veux pas vous laisser cette 
impression-la. 


M. Cassidy: Sont-ce les banques qui disent que les 
assistés-sociaux falsifient les chéques? 


M. MacPherson: Non, excusez-moi, monsieur le 
président, mais ce n’est pas ce que les banques ont dit. 
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Mr. 


Cassidy: All right. I am not sure why you made it, 
then. 


The Chairman: 


Lots of people steal cheques and cash 
them, and there is 


fraud on cheques. 


_ Mr. MacPherson: Precisely. Through discussions with 
the Department of Supply and Services over the years, 
they have advised us of widespread theft of cheques from 
letter boxes, forging of cheques and otherwise false 
negotiation of government Cheques, not by the people to 
whom the cheques were issued, but by other operators. 


That being said, we have raised the issue repeatedly 
with banks, as I mentioned. We believe some progress has 
been made over the years to address this situation to some 
extent in that most of the banks advise us that they have 
in place systems whereby regular recipients of these sorts 
of cheques, who for very valid reasons do not have 
accounts with the bank, may nevertheless establish a 
relationship with the bank, including lodging with us a 
signature specimen, perhaps even the carrying of a 
particular little card that identifies themselves to the 
banks. So the banks, as a service, will accommodate those 
people who are regular recipients of cheques and who 
come to the same branch on a regular basis. 


The problem, as I understand it, is more with people 
who are itinerant to some degree, who may be the 
recipients of unemployment insurance cheques and move 
around the country and so on. Those people clearly have 
a problem. But I would suggest it is not a problem that is 
peculiar to the banking sector. There are many, many 
other institutions that are in the deposit taking and 
cheque cashing business, and while the banks, as you 
mentioned, negotiate the lion’s share of the cheques in the 
system, this problem prevails among the non-bank deposit 
takers as well. 


Mr. Cassidy: Let me pursue this a bit further. If this 
problem is being resolved by the action of the banks, then 
one has to ask how come this particular enterprise, which 
works by franchising, has grown to have branches now in 
major cities in B.C., Alberta, Saskatchewan, Manitoba, 
Ontario and Quebec. If it is mainly catering only to an 
extremely small group of people who are so itinerant that 
they cannot establish a relationship with a bank, then why 
does Money Mart, for example, have an office out near 
Britannia in the city of Ottawa, near a number of public 
housing and low-income housing areas where it clearly 
appears to be dealing largely with people who are rooted 
and living in those particular communities and are not 


_ itinerant at all? Why should we have to put up with that 


_ kind of exploitation of very poor people, which has been 
_ Created because of policies of the banks? 


; 
; 
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__ In Halifax, where the situation is better regulated by 
‘the banks, apparently Money Mart opened and very 


quickly shut. There was no trade for its business. 


[Traduction] 


M. Cassidy: Bien. Je ne vois 
vous l|’avez dit, alors. 


pas trés bien pourquoi 


Le président: Il y en a beaucoup qui volent des 
chéques, les encaissent ou les falsifient. 


M. MacPherson: Exactement. Le ministére des 
Approvisionnements et Services nous a fait savoir, au fil 
des ans, que des chéques étaient volés dans des boites a 
lettres, qu’ils étaient falsifiés ou négociés, non pas par 
ceux a qui ces chéques étaient destinés, mais par d’autres. 


Cela dit, nous en avons déja discuté a de nombreuses 
reprises avec les banques, comme je l’ai déja dit. Nous 
estimons que certains progrés ont été réalisés au fil des 
ans dans la mesure ow les banques nous disent qu’elles ont 
mis en place un systéme qui permet a ceux qui recoivent 
réguliérement ce genre de chéques et qui, pour des 
raisons parfaitement plausibles, n’ont pas de compte en 
banque, de faire affaires avec les banques, en nous 
remettant un spécimen de leur signature, ou en ayant une 
carte qui les identifie auprés des banques. Ainsi, les 
banques leur rendent ce service; elles acceptent 
maintenant d’encaisser les chéques de ceux qui les 
recgoivent réguliérement a condition qu’ils s’adressent 
toujours a la méme agence. 


Le probléme, si je comprends bien, vient surtout des 
itinérants qui regoivent des chéques d’assurance-chémage 
et qui se déplacent souvent. Ces _ gens-la posent 
manifestement un probléme. Mais je dirais que ce 
probleme n’est pas l’apanage des banques. Il existe de 
nombreuses autres institutions qui acceptent des dépéts et 
encaissent des chéques et si, comme vous l’avez dit, les 
banques en ont la part du lion, ce probleme se pose 
également dans des établissements de dépéts non 
bancaires. 


M. Cassidy: Permettez-moi d’aller un peu plus loin. Si 
ce probléme a été résolu par les banques, on peut alors se 
demander pourquoi cette entreprise particuliére posséde 
tant de franchises dans les grandes villes en Colombie- 
Britannique, en Alberta, en Saskatchewan, au Manitoba, 
en Ontario et au Québec. Ainsi, leurs services ne sont 
destinés qu’a une minorité itinérante, pourquoi alors 
Money Mart, par exemple, posséde-t-il un bureau pres de 
Britannia a Ottawa, prés de quartiers o& sont regroupés 
des logements sociaux ou vivent des gens qui ne sont 
absolument pas itinérants? Pourquoi ces pauvres gens 
devraient-ils étre exploités alors que ce sont les banques 
qui sont fautives? 


A Halifax, ou les banques gérent mieux la situation, 
Money Mart a ouvert une agence, mais |’a trés rapidement 
fermée. Personne ne passait les portes. 
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I accept that governments have some responsibility to 
work arrangements out with the banks as well, but the 
banks are in the middle there. It seems to me if they were 
doing their job this kind of operation would not exist. 


Mr. MacPherson: I am not suggesting the process I 
described solves the problem, by any stretch of the 
imagination. It is a step in the right direction. However, to 
some degree I have to come back to my first response, 
that the act as it is now, the act for which we are 
responsible, does not give us the power or authority to 
direct banks to accommodate, provide, this sort of service. 
There is nothing that obliges a bank or any other 
institution to cash a cheque for anybody. 


Mr. Cassidy: Perhaps Mr. Mackenzie would like to 
answer this question. In your role as adviser on policy to 
government, in addition to suasion, which I hope you will 
exert with a good deal more pressure than perhaps you 
are doing now, do you think the law should be changed 
so you would have some legal force behind those 
representations you make in your discussions with the 
banks? 


The Chairman: Yes or no. 


Mr. Mackenzie: I do not know how one can write a law 
to deal with that situation. 


The Chairman: In any event, we can deal with this to 
some extent on Tuesday, with Mr. Thomas’s paper on 
bank charges, which we will be discussing and perhaps 
issuing a report on. 


Mr. Layton: Mr. MacKenzie and your colleagues, we 
are happy to have you here with us this afternoon. 
Welcome. 


If, as you stated in your opening remarks, the core of 
regulation is effective self-examination, does the operation 
and funding—because we are here talking estimates—of 
your office in the current year’s estimates allow for and 
assure a monitoring of the process -to see whether the 
banks are self-examining, or is that something we just 
have to assume and hope for? Does your office actually 
address this, and would the funds we are giving you do 
the right job? 


Mr. Mackenzie: Yes. We are approaching this, sir, at a 
number of different levels. The first is, of course, that 
there is a sense in which our on-site examinations are 
examinations of management competence and 
management’s ability to self-regulate, if you like, or 
govern. We conclude these examinations with 
presentations to management and to the audit committees 
of the boards. We started this program last year, and we 
are now on an extensive program throughout all the 
insitutions we are concerned with of meeting with 
management and their auditors, audit committees, 
together, and then with the audit committees separately; 
because it is inherent in this that if the Bank Act and 
comparable bits of legislation say it is a duty of directors 
tO manage or supervise management, we see we can play a 


Finance and Economic Affairs 


2-3-1988 


[Translation] 

Je sais que les gouvernements devraient s’entendre avec 
les banques également mais, en l’espéce, ce sont les 
banques qui sont en cause. Il me semble que si elles s’y 
prenaient un peu mieux, ce genre d’entreprises 
n’existerait pas. 


M. MacPherson: Je ne dis absolument pas que les 
mesures prises par les banques, jusqu’a présent, résolvent 
le probléme, pas du tout. C’est un pas dans la bonne 
direction. Cependant, permettez-moi de revenir a ce que 
jai dit tout a l’heure, la loi que nous administrons ne 
nous permet pas d’ordonner aux banques d’offrir ce genre 
de service. Une banque ou tout autre établissement 
financier n’est pas obligée d’encaisser les chéques de 
quiconque. 


M. Cassidy: M. Mackenzie voudrait peut-étre répondre 
a cette question. Vous conseillez le gouvernement et, mis 
a part la persuasion, que vous exercerez a Vavenir, je 
Vespére, un peu plus que maintenant, pensez-vous que la 
loi devrait étre modifiée pour que vous disposiez des 
moyens nécessaires pour que les banques traduisent en 
actes les recommandations que vous leur faites lors de vos 
discussions avec elles? 


Le président: Oui ou non. 


M. Mackenzie: Je ne vois pas comment l’on peut 
résoudre ce probléme par voie législative. 


Le président: De toute fagon, nous pourrons en 
discuter mardi, puisque nous étudierons le document 
préparé par M. Thomas sur les frais bancaires; nous 
déciderons peut-étre méme d’en faire un rapport. 


M. Layton: Monsieur Mackenzie, messieurs, 
sommes heureux de vous rencontrer cet aprés-midi. 


nous 


Si, comme vous l’avez dit dans votre déclaration 
liminaire, la réglementation repose sur 
l’autoréglementation, les prévisions budgétaires—puisque 
nous sommes ici pour en parler—de votre bureau, cette 
année, permettront-elles de voir si les banques 
s’autoréglementent effectivement, ou bien _faut-il 
simplement espérer qu’elles le feront? Votre bureau s’en 
occupe-t-il et les crédits que nous vous octroyons servent- 
ils a cela? 


M. Mackenzie: Oui. Nous abordons la situation a des _ 
niveaux différents. Nous procédons a des inspections sur 
place, nous examinons la compétence des dirigeants, leur 
capacité d’autoréglementation, si vous voulez. Nous 
présentons ensuite le résultat de ces inspections a la 
direction et aux commissions de vérification des conseils 
d’administration. Ce programme a débuté |’année 
derniére et s’étend maintenant a tous les établissements 
financiers qui nous préoccupent; nous rencontrons les 
dirigeants, les vérificateurs et les commissions de 
vérification ensemble et ensuite les commissions de 
vérification séparément. Si la Loi sur les banques et 
d’autres texte législatifs stipulent qu'il appartient aux 
directeurs d’encadrer les gestionnaires, nous pouvons 
nous-mémes jouer un rdéle trés actif et voir si c’est 
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very active role in monitoring the degree to which they 
do just that. So that Program is off and running and so 
forth. 


_ The next thing we do is where we are more actively 
involved, and always have been involved, in the writing of 


appropriate accounting and evaluation rules, we are 


working with consultative committees from the auditing 
profession, broken down by industry to develop and 
ensure that the kind of accounting rules that are written 
in to respond to changing financial markets and 
transactions and so forth are appropriately conservative. 
For example, we have been very heavily involved in the 
development of fee accounting rules, so we are not getting 
inappropriate people, or people playing appropriate 
cosmetic games, if you like, by putting fees and so on in 
the books to cover other problems. 


2635) 


We are moving in areas such as the money market 
transactions, and so forth, building some expertise, 
constantly talking to the industry and looking at what 
they are doing in fact in controls over foreign exchange 
trading, bond trading and these other activities. 


Standing back from it, I think we feel these programs 
should pay off. They have been going pretty well. We 
recognize, however, that when things go well this is easy. 
Everyone is very polite; they are very nice and the 
meetings are very cordial. We really believe it is 
productive to establish these relationships so that when 
things start to go not so well or when the climate tends to 
be. less benign, and so forth, we have a basis of 
communication to come in and say hey, watch it! 


This is all built on an assumption, I suppose, that 
behind every single failure of one kind or another lies a 
management problem, that poor management, ineffective 
management, management that is distracted by outside 
financial and other business interests or whatever is a 
feature of all of this. What we have observed is that 
management may look very good when things are good, 
but when things turn not so good they may become what 
some people call cosmetic managers. Our job, I think, in 
working with auditors and working with directors is to try 
to ensure that turn does not occur when the markets turn. 


Mr. Layton: You talked in your Opening remarks and 
again in item three in that series of three of risk and 
regulation, and finally you talked of the active and 
reactive supervisory programs that would be essential. I 
take it in listening to your response to the first question 


_ that these are the active programs; the reactive ones come 


if something goes wrong or if you identify a potential 


| problem, and those might not be as identifiable today. 
Because they are reactive you would be looking for input 


| 


| 


before you would react. 
Mr. Mackenzie: Yes. 


Mr. Layton: I had only one more question. Deposit 
insurance levels were established some years ago at 
$60,000 per depositor at an institution. Is there any need 


[Traduction] 


précisément ce qu’ils font. Ce programme est donc en 
cours. 


Ensuite, nous participons activement, et nous l’avons 
toujours fait, 4 la rédaction de régles comptables et 
d’évaluations appropriées, nous rédigeons ces régles 
comptables avec les comités consultatifs composés de 
vérificateurs, industrie par industrie, et veillons A ce que 
ces régles qui sont établies en vue de répondre aux 
fluctuations des marchés financiers et des transactions 
financiéres sont suffisamment prudentes. Par exemple, 
nous avons participé activement a la rédaction des régles 
regissant la comptabilisation des honoraires, pour veiller a 
ce que des gens peu honnétes, ou experts dans le 
déguisement de bilans, ne comptabilisent, entre autres, des 
honoraires pour masquer d’autres problémes. 


Nous surveillons les transactions faites sur les marchés 
moneétaires, etc., etc., nous renforgons notre savoir-faire, 
nous sOmmes en liaison constante avec Vindustrie, nous 
surveillons les opérations effectuées sur le marché des 
changes, des obligations, etc. 


En y réfléchissant, je crois que ces programmes 
pourraient donner de bons résultats. Ils fonctionnent bien 
pour l’instant, mais nous savons que tout est facile lorsque 
les choses vont bien. Tout le monde est poli, tout le 
monde est gentil et les réunions sont trés cordiales. Je 
crois qu’il est bon d’établir ce genre de rapports car 
lorsque les choses commencent a aller un peu moins bien 
ou lorsque le climat se détériore, nous pouvons leur dire 
de faire attention. 


Tout cela suppose, évidemment, qu’un probléme de 
gestion, une mauvaise gestion, une gestion inefficace, une 
gestion distraite par d’autres intéréts financiers ou 
commerciaux président 4 chaque faillite, quelle qu'elle 
soit. Nous avons constaté que la direction semble trés 
compétente lorsque tout baigne dans l’huile, mais lorsque 
les choses vont un peu moins bien, elles risquent de 
devenir d’habiles déguiseurs. Lors de nos discussions avec 
les vérificateurs et avec les directeurs, nous essayons de 
nous assurer que cela ne se produira pas lorsque les 
marchés dégringoleront. 


M. Layton: Votre déclaration liminaire renferme trois 
paragraphes sur les risques et la réglementation et le 
dernier porte sur les programmes préventifs de 
surveillance qui, a votre avis, s’imposent. Vous nous avez 
parlé des programmes que vous avez mis en place et ot 
vous jouez un réle actif en réponse a la premiére question 
que je vous ai posée; mais vous devez également réagir 
lorsque des problémes se posent ou lorsque vous décelez 
des problémes qui pourraient se poser 4 l’avenir. Avant de 
réagir, je suppose que vous cherchez a nous renseigner. 


M. Mackenzie: Oui. 


M. Layton: J’aurais une derniére question a vous poser. 
Les plafonds d’assurance-dépét ont été établis il y a 
quelques années a 60,000$ par déposant par établissement. 
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for a review of that now? Is that an adequate level in light 
of today’s value of a dollar and risk and all the other 
things? 


Mr. Mackenzie: Well, we have not made a study of this. 
My own view is that it is adequate today. We do not see 
any situations in which institutions or the public is 
clamouring for a great deal more than this. The role of 
insurance that perhaps ought to be looked at—it is kind of 
a two-sided thing, and I guess, Mr. Cassidy, it was at one 
of our last meetings that you raised some questions with 
respect to co-insurance and the implications of this. One 
is that if people can go out into markets and through the 
mail, over the telephone, using agents and so forth, buy 
deposits that are guaranteed up to $60,000 each, they may 
pay a little more for it but they do not have to go out and 
“earn their way in the market”; so we have to substitute a 
regulatory kind of discipline for that, and so forth, and we 
have talked about that before. That is a system risk 
component, by the way, in my judgment. 


Secondly, though, and this is very important if you 
look at both the United States and Canada after things 
like October 19 and you compare that back to 1929, 
certainly the existence of widespread deposit insurance 
and one of its fundamental functions is to stop people 
running on banks when you get a stock market crash. I do 
not see that under any set of criteria that points to a need 
to raise the deposit insurance limit. 


Mr. Layton: The number was right five or ten years 
ago, and it is right again now. 


Mr. Mackenzie: I do not see any reason why it is not, 
but obviously there comes a point at which it should be 
reviewed. 


* 1640 


The Chairman: We have not reviewed it since. But we 
reviewed it in 1985. 


Mr. Layton: Was that another government? 
The Chairman: In this committee. 


Mr. de Jong: I would like to ask some questions about 
CDIC. I checked this with the chairman, and he feels the 
questions will be in order. 


The Chairman: I may bring my hammer up and rule it 
out of order. You asked if you could ask questions. I said 
there is nothing to stop you asking questions. 


Mr. de Jong: Mr. Chairman, you just sit on the 
hammer and let me ask my questions. 


I am concerned a bit about the relationship CDIC has 
had with the Code inquiry in Alberta and CDIC’s refusal 
to co-operate with the inquiry concerning first investors 
and associate investors. Why does CDIC feel it should not 
co-operate and share the documentations the inquiry has 
requested? 
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Faut-il revoir ces chiffres? Ce plafond est-il suffisant 
compte tenu de la valeur actuelle du dollar, des risques 
encourus, etc.? 


M. Mackenzie: Eh bien, nous ne nous sommes pas 
penchés sur cette question. Personnellement, je pense que 
ce plafond est suffisant. Pour l’heure, aucun établissement 
ne demande que ce plafond soit relevé, pas plus que le 
public. Il faudrait peut-étre se pencher—et je crois, 
monsieur Cassidy, que c’est vous qui avez abordé, lors 
d’une de nos derniéres réunions, le probleme de la 
coassurance et de ses conséquences. Si les gens peuvent 
acheter des dép6ts garantis jusqu’a concurrence de 
60,000$ sur les marchés, par courrier, par téléphone, en 
ayant recours a des courtiers, etc., il se peut qu’ils paient 
davantage, mais ils ne doivent pas «suer sang et eau pour 
le faire». Il faut donc prévoir une certaine discipline et 
nous en avons déja parlé. Pour moi, c’est la encore un 
risque encouru. 


Deuxiémement, et c’est trés important tant aux Etats- 
Unis qu’au Canada, surtout apres les événements du 19 
octobre et si on les compare a ce qui s’est produit en 
1929, l’assurance-dép6t a pour principal objet d’empécher 
les gens de se ruer dans les banques pour demander le 
remboursement de leur argent lors d’un krach boursier. 
Je ne vois aucune raison de relever le plafond d’assurance- 
dépot. 

M. Layton: Ce plafond était suffisant il y a cinq ou dix 
ans, et il le demeure encore aujourd’hui. 


M. Mackenzie: Je ne vois pas pourquoi il ne le serait 
pas, mais il faudra bien le revoir a un moment donné. 


Le président: La chose avait été réétudiée en 1985, mais 
depuis rien n’a été fait. 


M. Layton: Etait-ce sous un autre gouvernement? 
Le président: A ce Comité méme. 


M. de Jong: Je voudrais poser quelques questions sur la 
SADC. Jen ai déja parlé au président, et d’aprés lui ces 
questions sont tout a fait recevables. 


Le président: Il se pourrait trés bien que je me serve 
quand méme de mon marteau et que je les déclare 
irrécevables. Vous m’avez simplement demandé si vous 
pouviez les poser. J’ai repondu que rien ne pouvait vous 
empécher de poser de questions. 


M. de Jong: Monsieur le président, gardez votre 
marteau pour vous, et permettez-moi d’interroger les 
témoins. 


Je me pose en effet des questions sur le réle joué par la 
SADC dans l’information ouverte par le juge Code, en 
Alberta, et notamment sur le refus de la SADC de 
coopérer et de fournir aux autorités judiciaires la 
documentation demandée concernant First Investors et 
Associate Investors. 
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The Chairman: You are free to use the inspections for 
CDIC on Principal Trust that are the there, and Principal 
Trust is the nature of our relationship. I think you are 
also a director of CDIC. 


_ Mr. Mackenzie: That is right. First of all, we get into 
some legal issues. CDIC management has been advised by 
its legal counsel, in effect in a manner not Opposed by the 
Alberta government, that it would create some dangerous 
precedents, and particularly dangerous precedents related 
to confidentiality, if under the particular legal 
circumstances Surrounding this particular inquiry CDIC 
were to let these records be examined by the hearing. Iam 
not a lawyer, and I do not understand a lot of these 
concerns. 


As a director of CDIC, I raised the same issue in the 
sense you did, because I did not think in the public 
interest it was appropriate that CDIC not do something 
which might lead to a better examination of the facts in 
this particular case. Without recalling all the 
particuliarities of it, I was satisfied that what we were 
doing was responsible, was taking appropriate account of 
the public interest—the public interest as it related to 
confidentiality as much as anything else. As I say, I do not 
think I really fully understand all this. That it was a 
responsible position to take, I guess is the bottom line. 


Mr. de Jong: But the court in Alberta has ordered 
CDIC to turn the documents over. Apparently there is 
now some consideration whether to appeal that decision. 
Am I correct on that understanding? 


Mr. Mackenzie: When we took a position in the first 
instance, I raised the issue with the board, and when we 
decided to appeal the decision I raised the issue again. 


Mr. de Jong: So the board has decided to recommend 
appealing the decision. 


Mr. Mackenzie: On the legal advice and the view of 
management that this was the most responsible action to 
_ take, taking into account the public interest. 


Mr. de Jong: You mentioned in your first answer to me 
that the legal opinion and recommendation you had 
received was that CDIC should not turn over these 
documents to this particular inquiry. Why this particular 
inquiry? Had the inquiry been constituted in another way, 
would you have felt you should have turned those 
documents over? 


| Mr. Mackenzie: I am not sure of all the legal reasoning 
‘here. 


[Traduction] 
Le président: C’est-a-dire: utilisez tant que vous 
voudrez les rapports d’inspection de la SADC sur 


Principal Trust, puisque c’est Principal Trust notre client. 
Si je ne me trompe vous étes également membre du 
conseil d’adminisration de la SADC. 


M. Mackenzie: Oui. Mais tout d’abord, il y a une 
question de droit qui se pose. L’avocat de la SADC avait 
mis la direction en garde, étant donné la nature 
particuliére de l’enquéte, et le gouvernement de 1l’Alberta 
ne s’était pas opposé a cet argument, en disant que cela 
créerait un dangereux précédent, et notamment sur la 
question de la confidentialité, si ces documents étaient 
communiqués aux autorités judiciaires. Mais je ne suis pas 
avocat moi-méme, et le deétail de ce genre de 
raisonnement m’échappe toujours un peu, je ne peux pas 
vous en dire beaucoup plus 1a-dessus. 


Mais comme membre du conseil d’administration de la 
SADC, j’ai moi aussi posé la question, dans le sens ou 
vous l’avez fait, étant donné qu’a mon avis il n’était pas 
dans l’intérét du public que la SADC s’abstienne de toute 
intervention si celle-ci pouvait permettre de mieux tirer 
au clair les éléments du dossier. Sans me souvenir de tous 
les détails de l’affaire, j’estimais que nous avions agi de 
fagon responsable, que nous avions tenu compte comme il 
convient de l’intérét du public... Tout en ayant préservé 
la nature confidentielle de certains renseignements. Mais 
comme je vous le disais, je ne suis pas avocat, et il ya 
certainement des détails qui m’échappent. L’essentiel c’est 
qu’a mon avis notre attitude était tout a fait responsable. 


M. de Jong: Mais le tribunal albertain a exigé que la 
SADC lui fasse parvenir les documents demandés. Je sais 
que l’on envisage maintenant de faire appel de cette 
décision. Est-ce bien cela? 


M. Mackenzie: Quand l’affaire a été discutée en 
premieres instances, j’en ai moi-méme référé au conseil 
d’administration, et cette décision de faire appel a 
également été discutée en conseil d’administration. 


M. de Jong: Le conseil a donc décidé de recommander 
de faire appel. 


M. Mackenzie: Effectivement, sur conseils de nos 
avocats, et parce que d’aprés la direction c’était la facon la 
plus responsable de réagir, si l’on voulait tenir compte des 
intéréts de la clientéle. 


M. de Jong: Dans votre premiére réponse 4 ma 
question, vous dites que votre conseiller juridique vous 
avait recommandé de ne pas communiquer les documents 
demandés par les autorités judiciaires, étant donné la 
nature de l’information qui était ouverte. Pourquoi cela? 
Si ’enquéte avait été menée d’une autre maniére, auriez- 
vous éventuellement décidé de communiquer les 
documents en question? 


M. Mackenzie: Je ne peux rien vous dire sur les raisons 
purement juridiques qui ont pu étre invoquées. 
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Ms Ursula Menke (Director, Legal Sector, Office of the 
Superintendent of Financial Institutions): I am not the 
legal adviser to the CDIC and I am not familiar with the 
precise details. The only thing I can add to the discussion 
is that there is a provision in the CDIC Act that requires 
them to keep their information confidential. I suspect it 
may have had a significant bearing on the particular legal 
advice given in the particular situation. Legal advice is 
usually restricted to the facts of the case. I am not sure it 
was the Code inquiry that was being addressed as opposed 
to some other situation. 


Mr. Mackenzie: There is another dimension about it. I 
was informed there was a constitutional question in here 
about a provincial body gaining access to federal 
documentation, but I am not an expert on constitutional 
law. 


Mr. de Jong: I was concerned about it in August of last 
year. I asked the Minister of State for Finance to institute 
a federal inquiry. In response to me in the House, he did 
state that the Alberta inquiry was to be a complete and 
open inquiry and gave assurance of all sorts of co- 
operation. We are now hearing because it is a provincially- 
constituted inquiry there are constitutional difficulties in 
terms of sharing information from the federal level with 
the provincial level. Supposedly it cannot be a complete 
and open inquiry because the federal part of this situation 
cannot be addressed by the inquiry. Perhaps we now need 
a federal inquiry of some sort. 


Mr. Mackenzie: My problem in answering the question 
is that I am not a lawyer. I do not know how to proceed 
on this. 


The Chairman: Did it have something to do with the 
sale by CDIC of the trust company, so that CDIC was able 
to sell out without any loss at all and therefore does not 
want to involve the details concerning the actions of the 
trust company? 


Mr. Mackenzie: No. 


Mr. de Jong: Part of the speculation is that there is 
some understanding CDIC asked Principal Savings and 
Trust to move some of its weaker loans to First Associate 
Investors. First Associate Investors are not covered by 
CDIC and Principal Savings and Trust was. 


Mr. Mackenzie: I do not know, sir. I share your 
concern. I had exactly the same view and raised these 
issues at a board meeting some while ago. I do not know 
whether it is my part to suggest that you ask Mr. 
McKinlay or the people at CDIC to give you the answers. 
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Mme Ursula Menke (directrice, secteur juridique, 
Bureau du surintendant des institutions financiéres): Je ne 
suis pas chargé de conseiller la SADC sur le plan 
juridique, et je ne connais pas les détails précis du dossier. 
La seule chose que je puisse dire, pour les fins de cette 
discussion, c’est qu’il y a une disposition dans la Loi sur 
la SADC qui exige que celle-ci ne divulgue pas 
Vinformation confidentielle. Je pense que cela explique la 
réaction du conseiller juridique de la SADC. De toute 
facon ce genre de conseil porte uniquement sur le fond et 
les faits. Je ne suis pas non plus certaine que c’est la 
forme prise par l’enquéte du juge Code qui est ici en 
question. 


M. Mackenzie: Je crois qu’il y avait également un autre 
argument qui entrait en ligne de compte. Je pense que la 
constitution effectivement avait été invoquée, puisqu’il 
s’agissait de donner 4 une instance provinciale accés a des 
renseignements du palier fédéral; mais je ne suis pas 
spécialiste de droit constitutionnel. 


M. de Jong: Cette question m’avait déja préoccupé au 
mois d’aodt de l’an dernier. J’avais demandé au ministre 
d’Etat aux finances de faire ouvrir une enquéte par les 
services fédéraux. Il m’avait repondu, a la Chambre, que 
V’enquéte des services de |’Alberta allait étre une enquéte 
exhaustive et publique, et il m’avait donné toutes sortes 
d’assurances quant a sa collaboration. Or on nous dit 
maintenant que cette enquéte, parce qu’elle émane des 
services provinciaux, se heurte a un certain nombre 
d’obstacles constitutionnels, lorsqu’il s’agit de demander 
au palier fédéral certains renseignements. Si l’on exclut 
maintenant d’emblée la part que pourrait jouer le palier 
fédéral, je me pose des questions sur le caractére exhaustif 
et public de l’enquéte. C’est-a-dire qu’il va peut-€tre nous 
falloir maintenant une enquéte fédérale. 


M. Mackenzie: Les difficultés auxquelles je me heurte, 
pour répondre 4 votre question, viennent de ce que je ne 
suis pas avocat. Je ne sais tout simplement pas comment 
V’on doit procéder. 


Le président: Est-ce que cela aurait eu quelque chose 4 
faire avec le fait que la SADC s’est débarrassée de la 
Société de fiducie, et a réussi a tout brader sans aucune 
perte, si bien qu’elle préfére ne pas parler de tous les 
détails concernant le sort des actions de la Société de 
fiducie? 


M. Mackenzie: Non. 


M. de Jong: Ce que l’on a tendance a penser c’est que 
la SADC a demandé 4 Principal Savings and Trust de 
transférer certaines de ses créances douteuses a First 
Associate Investors. Or ces deux filiales ne sont pas 
couvertes par la SADC, alors que Principal Savings and 
Trust \’ était. 


M. Mackenzie: Je ne sais pas, monsieur. Je comprends 
vos appréhensions. C’est exactement ce qui m’a amené a 
poser la question lors d’une réunion du conseil 
d’administration il y a quelques temps. Je ne sais pas pat 
ailleurs si c’est 4 moi de vous conseiller de poser la 
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The Chairman: I think you might ask the questions in 
another way. Why do you not ask Mr. Hammond the 
number of inspections they had in Principal Trust in 
connection with the deposit-taking operation of Principal 
Trust? Over what period of time and for how long was it 
in difficulty during the time leading up to the seizure? 


Mr. de Jong: I suspect Mr. Hammond can give us some 
very interesting information in answer to your questions 
and perhaps several other questions as well. I certainly do 
invite Mr. Hammond to discuss with the committee his 
knowledge of the situation. We will Start off in terms of 
answering the question that was so ably posed by our 
capable chairman. 


Mr. Hammond: Indeed, we did carry Out examinations 
of Principal Savings and Trust as an agent on behalf of 
CDIC. We did that over a number of years. To give you 
the exact number, we were certainly in there at least once 
year and sometimes more frequently. I cannot give you 
the exact number of examinations, but certainly we were 
in there on a regular basis at least once a year. I think if 
you have been reading the press articles, you will have 
noted that CDIC did take action in response to some of 
the reports we put before them. I think you will have 
noted some of the people testifying before the committee 
indicated CDIC was very tough with Principal Savings 
and Trust and took firm— 


The Chairman: Mr. Cormie complained about you 
interfering in his bond trading and his bond holding. Is 
that not right? 


° 1650 


Mr. Hammond: We did have complaints from the 
company about being too aggressive in our stance in 
regard to the type of investments they should have. That is 
correct. 


Mr. de Jong: Was this information shared with the 
provincial regulators? 


Mr. Hammond: Again, Mr. Chairman, I would prefer 
hat these answers come from CDIC, because our process 
vas to provide CDIC with the information and then 
-DIC would take the action. 


The Chairman: Yes, but they have no staff. It was 
ntirely your staff that handled this matter. They have no 
‘aff. So if we go to them, they are going to say they do 
Ot know anything about what Mr. Hammond’s crew did. 
ince we are on your estimates and it is your money that 
as used to do this, can you tell us? 


| 


_ Mr. Hammond: Indeed, Mr. Chairman, I think you 
(Wl find that they do have quite a staff now. But the 


[Traduction] 


question 4 M. McKinlay, ou aux responsables de la SADC, 
qui pourraient vous répondre. 


Le président: Vous pourriez sans doute poser les 
mémes questions sous une autre forme. Pourquoi ne pas 
demander 4 M. Hammond, par exemple, combien de fois 
On a inspecté le service des dépéts de Principal Trust. 
Vous pourriez également demander depuis combien de 
temps l’affaire était en difficulté lorsque la crise a éclaté? 


M. de Jong: J’imagine que M. Hammond pourrait nous 
donner un certain nombre de renseignements trés 
intéressants en réponse A vos questions, auxquelles on 
pourrait peut-étre en ajouter quelques autres. J’aimerais 
donc effectivement demander 4 M. Hammond de faire 
part au Comité de ce qu’il sait de l’affaire. Nous allons 
done commencer par la question qui a été si bien posée 
par notre €minent président. 


M. Hammond: Effectivement, nous avons procédé a un 
certain nombre d’institutions de Principal Savings and 
Trust pour le compte de la SADC. Cela s’est poursuivi sur 
plusieurs années. Si vous voulez en savoir le nombre 
exact, disons que nous nous sommes rendus sur place au 
moins une fois par an et parfois plus souvent. Mais je ne 
peux pas vous dire exactement combien d’inspection ont 
eu lieu, mais certainement au moins une fois par an. Si 
vous avez lu a ce moment-la les articles parus dans La 
Presse, vous aurez constaté que, suite aux rapports que 
nous lui avons soumis, la SADC a pris des mesures. Vous 
aurez aussi sans doute remarqué que d’aprés certains 
témoins qui ont comparu devant le Comité, la SADC 
n’avait pas été particuliérement indulgente a l’égard de 
Principal Savings Trust, mais au contraire trés ferme. . : 


Le président: M. Cormie se plaignait de ce que vous 
vous ingériez dans la gestion de son portefeuille. Est-ce 
bien vrai? 


M. Hammond: En ce qui concerne les investissements 
que la société aurait di faire, effectivement, Principal 
Trust se plaignait de ce que nous étions trop exigeants. 
C’est vrai. 


M. de Jong: En aviez-vous informé les autorités 
provinciales? 


M. Hammond: La encore, monsieur le président, je 
préférerais que la SADC réponde elle-méme, puisque 
nous n’étions la que pour l’informer, et que c’est elle 
ensuite qui prend des mesures. 


Le président: Oui, mais elle n’a pas de personnel, si 
bien que c’est vous qui étes chargé du dossier. Si nous 
nous adressons a la SADC, elle va nous répondre qu’elle 
ne sait rien de ce qu’a pu faire l’équipe de M. Hammond. 
Et puisque nous sommes 1a pour discuter de votre budget, 
et que ce sont bien vos ressources qui ont été utilisées 
pour ces inspections, pourriez-vous nous répondre? 


M. Hammond: Vous vous apercevriez en fait, monsieur 
le président, que la SADC a 4 sa disposition tout un 


140 : 26 


Finance and Economic Affairs 


2-3-1988 


T4026 a ee 


[Text] 


practice was to share information with the provincial 
regulators. 


Mr. de Jong: It is important not just in terms of this 
particular case, but I think there are larger questions 
involved as we are entering into an area of deregulation. 
Certainly we are going to see all sorts of new fauna out 
there in terms of different types of financial institutions 
offering different products and so forth. 


The fact of the matter in this country is that a lot of it 
is in shared jurisdictions. We will have to work out some 
sense of co-operation with the provinces in order to get a 
regulatory regime occurring in this country that makes 
sense. Otherwise, it is just going to be crazy. The lack of 
co-operation between CDIC and the Code inquiry and the 
constitutional problems and so forth does not auger well. 
There has to be give and take on both federal and 
provincial levels. I have really been concerned that a 
provincial inquiry, which is really an important inquiry, 
has not received that type of co-operation. 


Mr. Hammond: Again, Mr. Chairman, I would suggest 
you talk to CDIC about that. But I think there have been 
very real efforts in the last few years to improve 
communications between the federal regulatory 
authorities and the provincial regulatory authorities. 


The Chairman: How about the regulatory authority in 
Alberta that seems to have some idea that it can run 
things its own way without any interference at all? 


Mr. Hammond: I am not sure which regulatory 
authority you are talking about. 


The Chairman: I am talking about the authority in 
Alberta that was supposed to regulate this institution and 
perhaps allowed it to do things it should not have done 
and to do things that you recommended not be allowed. 


Mr. Hammond: I come back to the point, in answer to 
Mr. de Jong’s question, that certainly one of our efforts 
these days is to improve communications. One of Mr. 
Mackenzie’s priorities is to improve communications with 
provincial regulators, and we are doing that. 


The Chairman: You must have issued some orders and 
directions, did you not, to provincial regulators? 


Mr. Hammond: I do not think we have the authority to 
issue orders and directions, but certainly we have— 


The Chairman: Do you make suggestions to them in 
writing? 


Mr. de Jong: Strong suggestions. 
Mr. Hammond: We do from time to time. 


[Translation] 

personnel qualifié. Mais effectivement, Vhabitude était de 
partager ce genre d’information avec les autorités 
provinciales responsables de la réglementation. 


M. de Jong: Cela me semble important, non seulement 
dans cette affaire particuliére, mais de fagon plus générale, 
puisque nous abordons une ére de déréglementation. 
Nous allons certainement assister 4 la naissance de toute 
une série d’entités nouvelles, d’institutions financiéres qui 
offriront toute une gamme de produits trés variés, etc. 


Ce qui se passe dans ce pays, c'est que les 
responsabilités et compétences sont tres souvent partagées. 
Il faudra essayer de mettre au point un régime de 
collaboration avec les provinces qui nous permette de 
faire appliquer la réglementation d’une maniére qui ait 
un sens. Sinon, nous n’allons pas nous y retrouver. Le 
manque de collaboration entre la SADC et les autorités 
judiciaires autour du juge Code, pour leur enquéte, et la 
fagon que l’on a eue d’invoquer la Constitution, etc., 
n’augurent rien de bon. Il est important que les paliers 
fédéral et provinciaux vivent en bonne intelligence. Etant 
donné Vl’importance de cette enquéte, je trouve trés 
préoccupant que l’on n’ait pas jugé utile de mieux 
collaborer avec les autorités provinciales. 


M. Hammond: La encore, monsieur le président, je 
pense qu’il faudrait en parler a la SADC. Je pense que 
depuis quelques années, de réels efforts ont été faits pour 
améliorer la communication entre les instances fédérales 
et les autorités provinciales responsables de la 
réglementation. 


Le président: Mais les services albertains responsables 
de la réglementation semblent vouloir mener leur barque 
a leur fagon, sans la moindre ingérence de 1’extérieur; 
qu’en pensez-vous? 


M. Hammond: Je ne sais pas exactement de qui vous 
voulez parler. 


Le président: Je parle des autorités albertaines qui 
étaient en principe responsables de cette institution, a 
laquelle elles n’auraient sans doute pas da permettre 
certaines opérations que vous aviez déconseillées. 


M. Hammond: Je reviens sur ce que j’avais commencé 
a dire, en réponse a la question de M. de Jong. L’un de 
nos objectifs, tous ces temps, est d’améliorer la 
communication. Une des priorités de M. Mackenzie est 


d’améliorer la communication avec les responsables 
provinciaux de la réglementation; mous nous Yy 
employons. 


Le président: J’imagine que vous avez fait parvenir des 
ordres, ou des directives, aux autorités provinciales? 


M. Hammond: Je ne pense pas que nous soyons 
autorisés a leur donner des ordres ni des directives, mals 
nous avons certainement... 


Le président: Les conseillez-vous par écrit? 


M. de Jong: De fagon pressante? 
M. Hammond: De temps en temps. 
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The Chairman: And you did in this particular case on 
a number of occasions, did you not? 


Mr. Hammond: Again, the Suggestions would come via 
CDIC. 


The Chairman: Since we are dealing with your 
estimates and your correspondence, is there any reason 
why we cannot have that correspondence between you 
and the Alberta regulator tabled before this committee? 


Mr. Hammond: I would have to take legal advice on 
that, Mr. Chairman. 


Ms Menke: Mr. Chairman, right now that issue is 
before the courts. It is in the process of being— 


The Chairman: Not before our courts, maybe with 
respect to the Code inquiry. But your estimate is our vote, 
and if we are going to vote on this, we want to see the 
Papers. Now, do you think that is unfair? What do we do, 
cut you off until you pay the papers? 


Ms Menke: I would suggest, Mr. Chairman, that the 
request for the documents should be through the CDIC, 
since we were acting as their agent. 


SH655 


Mr. McCrossan: He is right again, Mr. Chairman. 


Mr. Layton: Let us continue here. 


Mr. Cassidy: In effect what Ms Menke is saying, and 
with respect, is that— 


The Chairman: I do not know. 


Mr. Cassidy: —you throw the thing back into a morass 
from which it is impossible to retreive it. The institution 
in question is dead and— 


The Chairman: It was sold, was it not? 


Mr. Cassidy: The correspondence I do not believe can 
be deemed to have any material effect on any living, 
breathing institution. And we are here, among other 
things, not just to vote funds but also to, if you will, judge 
on the adequacy of the administration of the work of the 
Office of the Superintendent of Financial Institutions, and 
. think the correspondence in question is material to that 
question. 


| I believe that in general there has to be more Openness 
bout this, particularly after the sorry and tragic events we 
lave experienced from the time of the collapse of Seaway 
ind Crown Trust and those companies in Ontario several 
ears ago to today. Things are just starting to kind of 
nooth down and the new superintendent has, if you will, 
‘«ercised a good deal more control over what has been 
appening than perhaps his predecessor did. But I do not 
‘ink this should lull us into a sense of complacency, and 

aybe the superintendent himself can answer this 
lestion. 


[Traduction] 
Le président: Et dans cette affaire, vous l’avez fait a 
diverses reprises, n’est-ce pas? 


M. Hammond: Mais 1a encore, cela passerait par la 


SADC. 
Le président: Puisque nous discutons de votre budget et 
de votre correspondance, pourrions-nous avoir, au 


Comité, la correspondance que vous avez pu échanger 
avec les autorités albertaines? 


M. Hammond: II faudra que je consulte notre avocat 
pour cela, monsieur le président. 


Mme Menke: Monsieur le président, la question est 
pour le moment entre les mains des tribunaux. On est en 
trailing 


Le président: Vous me parlez de lenquéte du juge. Je 
parle ici de votre budget, que nous devons voter, et pour 
cela, nous avons besoin d’un certain nombre de 
documents. Est-ce que vous acceptez l’argument? Que 
voulez-vous que nous fassions, vous couper les vivres 
jusqu’a ce que nous ayons les documents? 


Mme Menke: Je Proposerais, monsieur le président, 
que cette demande soit adressée 4 la SADC, puisque nous 
agissions en son nom. 


M. McCrossan: I] a raison encore une fois, monsieur le 
président. 


M. Layton: Poursuivons. 


M. Cassidy: En fin de compte, ce qu’a dit M™° Menke, 
en toute déférence, c’est que. . . 


Le président: Je ne sais pas. 


M. Cassidy: vous réplongez le tout dans un 
marécage dont il est impossible de l’extraire. L’institution 
en Cause est morte et. . . 


Le président: On 1’a vendue, n’est-ce pas? 


M. Cassidy: Je ne peux croire, que la correspondance 
ait eu des effets concrets sur une institution bien en vie. 
Et nous sommes ici non seulement pour approuver des 
crédits, entre autres choses, mais aussi, si l’on veut, pour 
porter un jugement sur l’administration des travaux 
accomplis par le Bureau du surintendant des institutions 
financiéres, voila pourquoi j’estime que la correspondance 
en question est pertinente. 


En général, je pense qu’il devrait y avoir moins de 
cachoteries dans ce domaine, notamment A la lumiére des 
événements regrettables et tragiques qui se sont produits 
depuis l’effondrement de la Seaway and Crown Trust et 
d’autres sociétés ontariennes, depuis plusieurs années. Les 
choses commencent 4a peine 4 se tasser et le nouveau 
surintendant a exercé, si l’on peut dire, un bien meilleur 
contrdle que son prédécesseur sur ce qui s’est produit. Ce 
n’est pas une raison toutefois pour nous reposer sur nos 
lauriers, mais le surintendant lui-méme pourrait peut-étre 
répondre a la question. 
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Mr. McCrossan: Mr. Chairman, just before that is 
undertaken, it would seem to me that we have a difficult 
procedural issue here. I put the analogy that if Mr. 
Hammond or Mr. Mackenzie gave advice to a Minister 
about a federally regulated corporation, the Minister 
could well stand up here and answer it or not. This 
committee has no power whatsoever to ask a Minister to 
produce internal memoranda advising him of situations. 
The Minister is accountable for his actions and has to 
answer to the committee or to the House or whatever, and 
they are surely in a similar position here. Giving advice is 
essentially privileged information, except that you can 
only examine the people who received the advice and 
question them about what they did with it. You cannot go 
on a fishing expedition. 


I mean, if this was a federally regulated corporation 
and the advice was given to the Minister of Finance and 
the Minister of State for Finance, the committee could 
not go along and say table all of your documents or all of 
the information you gave the Minister. The committee 
could call the Minister in front of it and ask the Minister 
about it, which is what they are suggesting, which is the 
analogous situation. 


So it seems to me, and once again my conclusion is 
that what Ms Menke said was right, that if you wish to 
pursue it, we have ample opportunity to call CDIC in 
front of us and to ask them about it. But it is not 
reasonable to ask the people who are consultants to 
somebody to be the ones who testify, because then they 
are asked to give an evaluation on how their information 
was processed. It seems to me that is putting the 
accountability at the wrong level. 


An hon. member: Hear! Hear! 


The Chairman: Mr. McCrossan, I am not sure about 
that. It seems to me that what we have is a situation where 
our federal agency acts as an inspection agency to make 
sure that the credit of Canada is not used improperly. We 
have done a number of things in working with the 
regulator for this Alberta company, and when we are 
insuring Alberta or any other provinces’ trust companies 
or their depositors, surely we must figure out how we are 
going to do that in order to have some ability to move. 


Now, the CDIC Act deals with this to some extent but 
it does not deal with the practical problems of... Here is 
a practical problem. We have an organization that is not 
licensed federally, that is insured by the Canada Deposit 
Insurance Corporation and the inspection system for that 
organization happens to be the federal inspector through 
the superintendent’s office. Now, if we have not got some 
power and some clout and if we cannot force people to 
obey directions, then we have real problems. 


[Translation] 

M. McCrossan: Monsieur le président, avant qu’il ne le 
fasse, je trouve que nous devons trancher auparavant une 
délicate question de procédure. En guise d’analogie, si M. 
Hammond ou M. Mackenzie conseillaient le ministre au 
sujet d’une société 4 charte fédérale, le ministre aurait 
alors le choix de répondre ou de ne pas répondre. Le 
Comité n’est nullement autorisé a exiger d’un ministre 
qu’il nous transmette des notes de service internes qui lui 
sont remises pour sa gouverne. Le ministre doit rendre 
compte de ses actions auprés d’un comité ou auprés de la 
Chambre, mettons, et il est évident que la situation 
actuelle est de cet ordre. Somme toute, les conseils qu’il 
recoit sont des renseignements privilégiés, sauf que l’on 
peut interroger la personne qui a regu tel ou tel conseil et 
lui demander quelle suite elle a donnée. Nous ne sommes 
pas autorisés a aller a la péche. 


A mon sens, s’il s’agit d’un conseil fourni au ministre 
des Finances et au ministre d’Etat aux Finances au sujet 
d’une société ayant une charte fédérale, le Comité ne peut 
exiger que tous les documents soient déposés ou que tous 
les renseignements fournis au ministre lui soient 
communiqués. Le Comité est en mesure de convoquer le 
ministre et de l’interroger 4 ce sujet, ce qui correspond a 
leur proposition, et ce en quoi repose l’analogie. 


Jestime, par conséquent, et la conclusion que je tire est 
encore une fois celle que M™° Menke juge bonne, que si 
nous voulons nous renseigner davantage, nous aurons 
amplement l’occasion de convoquer la SADC et de 
Vinterroger a ce sujet. Mais je trouve déraisonnable 
d’obliger 4 témoigner ceux qui fournissent des conseils a 
quelqu’un, car cela équivaut a leur demander d’évaluer la 
facon dont ils se sont servis des renseignements qu’ils 
possédaient. Pour moi, c’est appliquer la notion de 
responsabilité au mauvais niveau. 


Une voix: Bravo! 


Le président: Monsieur McCrossan, j’ai des doutes a ce 
sujet. A mon sens, ce qui est en cause ici, c’est qu’un 
organisme fédéral ayant des pouvoirs d’inspection doit 
s’assurer que le crédit du Canada est employé a bon 
escient. Nous avons fait un certain nombre de choses de 
concert avec l’organisme qui régit cette société albertaine, 
et lorsque nous assurons les trusts ou leurs dépositaires, 
soient-ils de l’Alberta ou de toute autre province, il est 
évident que nous devons établir comment nous devons 
nous y prendre, si nous voulons avoir toute latitude 
d’agir. 

Or, la loi constituant la SADC en fait mention dans 
une certaine mesure, mais sans toucher aux problemes 
pratiques de. .. Voici un probléme pratique. Prenons une 
organisation qui n’a pas de charte fédérale, qui est assureée 
par la Société d’assurance-dépéts du Canada et qui est 
assujettie 4 un régime d’inspection devant étre administré 
par un inspecteur fédéral par le truchement du bureau du 
surintendant. Or, si nous n’avons pas les pouvoirs ou les 
moyens d’agir qu’il nous faut, si nous ne pouvons obliger 
les gens a obéir aux instructions, alors 1a, nous sommes en 
difficulté. 
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Mr. Chairman, there are some aspects 
are not quite clear to the committee at 
in this situation we acted as the agent 
paid by CDIC. Secondly, the files in 
question are not our Property and are not in our 
possession. Those files and those letters and 
correspondence are in the possession of CDIC and they 
are the property of CDIC. I do not believe it is within our 
power to give you property that is not ours. 


Mr. Mackenzie: 
of this that perhaps 
the moment. First, 
of CDIC and were 


Mr. de Jong: Let us perhaps put it this way, then. 
Conceivably when we get CDIC in front of us CDIC will 
say well, we might agree, but we are going to go back and 
ask the superintendent. Would you agree CDIC should be 
able to release to us those letters and documents? 


Mr. Mackenzie: If CDIC were to tell me that in their 
judgment it was subject only to our veto, if you like, or 
Our judgment, and as far as they are concerned they 
would be happy to see these things released, then we 
would go along with that, sure. But we do not have them. 
They are not in our office. 


Mr. de Jong: I understand that. 


Mr. Cassidy: Step by step, we can peel this onion. Is 


that right? 


Mr. Mackenzie: I must say I do not disagree with your 
concerns about the need to build up relationships and 
effective ways of working with provincial regulators, 
where we have federally insured institutions that operate 
with provincial licences, where we have federally 
regulated institutions Operating in securities businesses or 
Other businesses, where we have some companies within a 
conglomerate group that are insurance companies under 
Our jurisdiction, others that are insurance companies 
under somebody else’s jurisdiction, some regulated, some 
not. This is a major area of worry to us. 


Mr. de Jong: If there is a federal inquiry at any time 
and it involves a group of companies that are also in part 
under provincial jurisdiction, we would want the co- 


' Operation of those provincial jurisdictions— 


i 


complete picture 


Mr. Mackenzie: Sure. 


you will not be able to get a 
all the people involved 


Mr. de Jong: —because 
without 
, Participating. 


Mr. Mackenzie: What I can say, sir, is that, just as I said 
‘earlier, maybe one of my problems is to identify, among 
~ 1,000 tasks to do, which is the most important. But capital 
; adequacy and the kind of situation we described earlier 
‘this afternoon is one, and this area is another, that I 
‘would put very high on our list of priorities to wrestle 
with over the coming months, because I think it is a 


90tentially very dangerous situation. 
The Chairman: You had better believe it. 


[Traduction] 


M. Mackenzie: Monsieur le président, il y a des aspects 
de cette question que le Comité n’a peut-étre pas envisagés 
clairement. Tout d’abord, nous avons agi en l’occurrence 
en tant qu’agent de la SADC, qui nous a rémuné€rés. 
Deuxiémement, les dossiers en question ne nous 
appartiennent pas et ne sont pas en notre possession. Ces 
dossiers, ces lettres, cette correspondance se retrouvent 
entre les mains de la SADC, a qui tout cela appartient. Je 
crois bien que nous ne sommes pas autorisés 4 vous 
fournir ce qui ne nous appartient pas. 


M. de Jong: Mettons donc les choses ainsi. On peut 
s'imaginer que, lorsque la SADC viendra témoigner, elle 
nous dira: bon, d’accord, mais nous devons auparavant 
demander la permission du surintendant. Ne croyez-vous 
pas que la SADC devrait étre autorisée 4 nous fournir ces 
lettres et ces documents? 


M. Mackenzie: Si la SADC me disait qu’elle juge bon 
d’agir ainsi, sous la seule réserve de notre veto, si vous le 
voulez, ou de notre jugement, et qu’elle va fournir 
volontiers ces documents, il est sir que nous n’allons pas 
nous y opposer. Mais nous ne les avons pas. Ils ne sont 
pas dans nos bureaux. 


M. de Jong: Je comprends cela. 


M. Cassidy: Il faut éplucher l’oignon, une pelure a la 
fois, n’est-ce pas? 


M. Mackenzie: Bien entendu, je ne m’oppose pas a 
votre idée, c’est qu’il faut établir des contacts et des 
dispositifs efficaces de collaboration avec les régies 
provinciales, dans le cas des institutions assurées par le 
fédéral mais dotées d’une charte provinciale, ou bien 
d’institutions régies par le fédéral et oeuvrant dans le 
secteur des titres ou dans d’autres secteurs, ou bien de 
sociétés, faisant partie d’un conglomérat, qui sont des 
sociétés d’assurance relevant de notre compétence, ou 
bien de sociétés d’assurances qui relévent de la 
compétence de quelqu’un d’autre, et dont certaines sont 
réglementées. C’est aussi notre principale préoccupation. 


M. de Jong: En cas d’enquéte fédérale portant sur un 
groupe de sociétés qui relévent en partie de la compétence 
d’une province, nous aimerions pouvoir compter sur la 
collaboration de ces régies provinciales. . . 


M. Mackenzie: Bien sur. 


M. de Jong: ... car il est impossible de se faire une 
idée juste de la situation, si on ne peut compter sur la 
participation de tous les intéressés. 


M. Mackenzie: Je ne peux que répéter ce que j’ai dit 
tantot, que l’un de mes problémes, c’est d’établir, parmi 
mes taches, celle qui est la plus importante. Mais la 
suffisance de capitaux, le genre de situations dont nous 
parlions plus t6t cet aprés-midi, ainsi que ce cas, voila des 
taches qui vont figurer a la téte de notre liste de priorités 
au cours des mois qui vont suivre, vu les risques 
potentiels. 


Le président: Cela ne fait aucun doute. 
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Mr. Cassidy: I was involved in the legislative committee 
in the Ontario legislature that looked into the handling of 
the Greymac and Seaway affair. I think it was back in 
1982 or 1983 when that committee sat. What we learned 
then about the way in which the provincial 
superintendent of insurance fumbled the ball in 
conjunction with its counterparts in your predecessor’s 
office here at the federal level... it was well on to being 
criminal. If the lessons that were drawn from that about 
the need for closer co-operation had been adequately 
learned at that time, I believe we might have saved the 
taxpayers of this country $1 billion or more that 
eventually went into the bailing out of the western banks, 
and goodness knows how much else into other financial 
institutions, because we have only in the last two years 
finally come around to begin to revise the institutional 
structure of superintendence. 


With hindsight, when I look at what we saw there and 
how inadequate and how complacent that was, and how 
necessary and essential actions did not get taken because 
so-and-so is on holiday, and gee, we cannot do it until 
they come back from Hawaii... or various things like 
that... it was really awful. I have certainly been 
marked... That is one of the reasons why I think some 
degree of co-insurance is necessary. In the end you cannot 
totally rely on regulation when it is the government that 
wants to compete. 


Mr. Mackenzie: Mr. Cassidy, where we have specific 
situations—and I do not like to speculate what the specific 
situations are—we are building current experience 
relating to provincial regulators. We are not being very 
shy or passive about the kind of things we think should be 
done or approaches taken. I think we are developing on a 
case by case basis the kind of communications I hope are 
going to correct some of the deficiencies you have 
observed from earlier times. We are well aware of this, 
and it is one of our major concerns this year. We cannot 
get 100%, I suppose. 
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Mr. Warner: Mr. Mackenzie, I appreciate in your 
Opening remarks the three main messages you are 
focusing your efforts on. You mentioned we have a high 
system risk in our financial markets and it is getting 
riskier. You are hoping that financial institutions will 
govern and regulate themselves perhaps more efficiently, 
more effectively. Obviously it is very difficult to put life 
back into a dead horse or deal with a casualty that has 
occurred. 


I cannot help but think of the property and casualty 
industry, who have very capable management. 
Periodically, when business is really good they start to do 
obviously stupid things. They have a cycle that does not 
necessarily coincide with the business or economic cycles, 
but they will start underwriting risks that they normally 
would not do. They provide much broader coverages than 


[Translation] 

M. Cassidy: J’ai siégé au sein du comité législatif du 
Parlement ontarien qui a fait enquéte sur laffaire 
Greymac and Seaway. C’était en 1982 ou en 1983, je 
pense. Ce que nous avons appris a l’€poque, quant a la 
maladresse du surintendant provincial des assurances, lors 
de ses contacts avec ses homologues fédéraux au bureau 
de votre prédécesseur... cela frisait le crime. Si la 
nécessité d’une étroite collaboration avait été bien 
comprise 4 ce moment-la, on aurait épargné aux 
contribuables canadiens, 4 mon avis, au moins 1 milliard 
de dollars qu’il a fallu débourser pour sauver les banques 
de l’Ouest, sans parler des sommes mal connues que l’on 
a englouties dans d’autres institutions financiéres, car ce 
n’est que depuis deux ans que nous avons enfin songé a 
remanier les structures organiques de la surintendance. 


En rétrospective, lorsque l|’on voit dans quelle mesure 
les autorités, par indifférence, ne se sont pas révélées a la 
hauteur de la tache, que certaines mesures essentielles 
n’ont pas été prises parce que quelqu’un était en vacance 
et, ma foi, n’auraient rien pu faire avant son retour 
d’Hawaii... ou pour divers autres motifs de ce genre. .. 
c’était A en pleurer. Cela m’a surement marqué. .. Pour 
cette raison, parmi bien d’autres, j’estime qu’un certain 
niveau de coassurance s’impose. En fin de compte, on ne 
peut totalement se fier 4 la réglementation, lorsque le 
gouvernement en fait un domaine de concurrence. 


M. Mackenzie: Monsieur Cassidy, dans des cas précis— 
mais sans vouloir spéculer sur la nature de ces cas 
précis—nous acquérons une certaine expérience des 
contacts avec les régies provinciales. Nous ne sommes ni 
timides ni passifs devant les taches 4 accomplir ou les 
démarches 4a faire. Selon Jlaffaire en cause, nous 
établissons des modes de communication qui, espérons- 
nous, vont combler certaines des lacunes que vous avez 
observées jadis. Nous en sommes entiérement conscients, 
et c’est l’une des taches importantes que nous nous 
sommes fixés cette année. Il est impossible d’obtenir 100 
p. 100 de collaboration, j’imagine. 


M. Warner: Monsieur Mackenzie, je retiens de votre 
exposé les trois principales taches sur lesquelles vous 
voulez déployer vos efforts. Vous avez parlé des risques 
qu’offrent nos marchés financiers, risques qui ne cessent 
d’augmenter. Vous exprimez l’espoir que nos institutions 
financiéres vont se régir et se réglementer avec peut-étre 
un peu plus d’efficience et d’efficacité. De toute evidence, 
il est bien difficile de ressusciter un cheval mort ou de 
réparer les pots cassés. 


Je ne peux m’empécher de songer aux sociétés 
d’assurances générales, qui sont bien administrees. A 
intervalles périodiques, lorsque les affaires vont bien, elles 
font des choses manifestement stupides. Leur cycle ne 
correspond pas nécessairement a celui des affaires ou de 
Véconomie, mais elles acceptent des risques qu’elles ne 
prendraient pas normalement. Elles offrent une 
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they normally would, and at lower premiums. Every so 
often, Mr. Hammond has a few more regular customers. It 
was not too long ago he was before the committee and 
said he had a few regular customers at that time. We have 
seen mergers and reorganizations, and many were nursed 
along privately .so there was never any public discussion 
as to their financial well-being. 


As the cycle appears to be starting up again where the 
property and casualty market is Starting to change in a 
way we have seen before, is your office reacting any 
differently than you or your predecessors have in the 
past? Do you have any way of influencing in a way you 
think appropriate the Operations of these companies as 
you foresee a predictable scenario Starting to occur? 


Mr. Hammond: Well, I think we have taken a number 
of initiatives, and I think one of the most important 
initiatives was the legislation passed last summer, Bill 
C-56. That included a lot of the recommendations from 
this committee. I think you will remember we did 
strengthen the minimum continuing capital and surplus 
requirements for property and casualty insurance 
companies. We changed the tests, such that companies 
with rapidly expanding business or with claims experience 
will now have to meet tougher standards. We introduced a 
requirement for an actuarial report on the adequacy of 
Claims reserves, the adequacy of the reserves to meet the 
claims that have already been incurred. But we are also 
expecting an actuarial Opinion with respect to the 
adequacy of the liability for unearned premiums to meet 
future claims. 


So indirectly you get at the adequacy of the premium 
levels. If the actuary is not satisfied that the current 
premiums are sufficient to provide for future claims, then 
there will be a requirement for a deficiency reserve. 


The government passed some provisions relating to a 
greater control over reinsurance. In fact, because of some 


of the lessons we learned from the failures, the 
/government has taken those initiatives—on the 
recommendation of this committee. 

In addition, we are improving our monitoring 


Procedures. We have implemented a series of early 
. warning tests that we follow very Closely in the office now. 
“We have changed the focus of our examination 
,Procedures. We are looking at business plans and what 
‘Management intends to do. Indeed, if we thought a 
company was acting irresponsibly, we would try to seize 
the initiative and see that the plans are changed. So there 
have been a number of initiatives. So there have been a 
‘number of initiatives. Mr. Mackenzie also mentioned, for 
example, the meetings with the audit committees and 
‘Mitiatives of that type. So we have been doing a number 
of things, but the legislative changes were certainly key to 
‘his process. 


} 
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[Traduction] 


protection supérieure 4a la normale, a un coat plus bas. M. 
Hammond obtient un peu plus de clients réguliers. Il n’y 
a pas si longtemps qu’il a comparu devant le Comité pour 
lui dire qu’il avait quelques clients réguliers 4 l’époque. 
Des fusions et des remaniements ont eu lieu, dont 
beaucoup en coulisse, de sorte que leur bien-fondé sur le 
plan financier n’a jamais fait objet d’un débat public. 


Etant donné qu’un nouveau cycle se manifeste, alors 
qu’un marché des assurances générales se met a évoluer 
selon un mode jamais vu jusqu’a présent, votre bureau a-t- 
il un comportement différent du votre ou de celui de vos 
prédécesseurs dans le passé? Pouvez-vous exercer une 
influence que vous jugez convenable sur le comportement 
de ces sociétés, dans la mesure ov un scénario prévisible 
émerge a vos yeux? 


M. Hammond: Je crois que nous avons pris un certain 
nombre d’initiatives, dont l’une des plus importantes, a 
mes yeux, est le projet de loi C-56 adopté 1’été dernier. 
Nous y avons donné suite 4 une foule de 
recommandations €manant de votre Comité. Vous vous 
souviendrez que nous avons renforcé les exigences 
minimales imposées aux sociétés d’assurances générales 
quant au capital permanent et aux réserves. Nous avons 
modifié les critéres, de sorte que les sociétés en plein essor 
ou devenues expertes en réclamations doivent se 
conformer désormais 4 des normes plus strictes. Nous 
exigeons dorénavant un rapport d’actuaires au sujet des 
réserves relatives aux réclamations, les réserves permettant 
de donner suite aux réclamations déja faites contre la 
société. Mais nous escomptons également l’opinion d’un 
actuaire quant 4 la responsabilité pour les primes non 
encaissées, en prévision des réclamations a venir. 


C’est donc un moyen contourné d’établir la suffisance 
des primes. Lorsque l’actuaire juge que le baréme des 
primes est incompatible avec le montant des réclamations 
a venir, il exige qu’une réserve d’appoint soit constituée. 


Le gouvernement a aussi adopté des mesures qui 
permettent d’exercer un meilleur contréle sur la 
réassurance. En fait, vu les legons que certaines faillites 
nous ont apprises, le gouvernement a pris ces initiatives, 
sur les recommandations de votre Comité. 


En outre, nous avons amélioré nos procédures de 
surveillance. Nous avons mis en oeuvre une série de 
critéres précoces que notre bureau suit désormais de trés 
prés. Nous avons modifié Vobjet de nos procédures 
d’examens. Nous nous arrétons au plan des entreprises et 
aux intentions des administrateurs. En fait, si nous nous 
apercevons qu’une société agit de facon irresponsable, 
nous nous efforgons de prendre l’initiative et de lui faire 
modifier ses plans. Il y a donc eu des initiatives de notre 
part. Il y a donc eu des initiatives. M. Mackenzie a aussi 
mentionné par exemple les rencontres avec les comités de 
vérification et ce genre d’initiatives. Nous avons donc 
accompli un certain nombre de choses, mais les 
modifications législatives ont certainement joué un role 
clé. 
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Mr. Warner: When does the actuarial report come in? 
What is the time lag on that? 


Mr. Hammond: The companies are required to file 
with us a statement as at December 31. That must be 
accompanied by an actuarial report, and those statements 
and reports are due on March 1. So we are receiving them 
today. 


Mr. Warner: On your early warning test, what form is 
that in? 


Mr. Hammond: There are a number of factors—and I 
could provide the committee with details if you are 
interested—including the relationship between premiums 
and capital and surplus. .. There is a whole series of tests 
that are rather technical, and I would be glad to provide— 


The Chairman: Would you do that when you come 
back on Tuesday? 


Mr. Hammond: Yes, I would be glad to provide you 
with the details of those tests. 


Mr. Warner: You have had companies on a fairly short 
leash before. I mentioned that, and you have mentioned it 
to us as well. Do you have some now? 


Mr. Hammond: I guess I would like to say that our job 
is to monitor companies closely. I do not know whether 
having them on a short leash is the right expression. 


Certainly we watch some companies more closely than 
others, and you are always going to have that situation. By 
and large, the property and casualty insurance industry 
has been doing better than it did a few years ago, 
although, as was indicated, there are signs that the cycle is 
beginning to turn again. 


Mr. McCrossan: May I ask a supplementary on this? 


The Chairman: I had hoped you would keep off that 
until Tuesday. D 


Mr. McCrossan: The supplementary has to do with 
reserve adequacy. You have been before us for several 
years now, and there have been indications that you have 
been very concerned about the adequacy of claims 
reserves, particularly long-tail claims reserves. 


The Chairman: Do you want to get into the whole 
question of reserves at the same time? We had a number 
of recommendations in our report on the white paper. 


Mr. McCrossan: Okay. Are you satisfied that today’s 
claims reserves are adequate? 


Mr. Hammond: I will be able to answer that question 
better once we have reviewed the actuarial reports that are 
due today or that we are receiving this week. We have 
generally held the view that there is no question that 
reserves need to be strengthened, and there has certainly 
been a move in that direction. Certainly the requirement 
for actuarial reports and special reports on claims reserves 


[Translation] 


actuariel  est-il 


M. Warner: Quand le_ rappport 


présenté? Quel est le délai? 


M. Hammond: Les compagnies doivent nous présenter 
un bilan au 31 décembre. Ce bilan doit étre accompagné 
du rapport actuariel, et ces déclarations et rapports 
doivent étre présentés le 1° mars. Donc, nous les 
recevons aujourd’hui. 


M. Warner: Sous quelle forme se présentent vos 
critéres de détection rapide? 


M. Hammond: Il y a divers facteurs, mais je pourrais 
yous en communiquer le détail si vous le voulez, 
notamment le rapport entre les primes et le capital et 
Vexcédent... Il y a toute une série de critéres assez 
technique, et je vous les communiquerai volontiers. . . 


le faire quand vous 


Le président: Pourriez-vous 


reviendrez mardi? 
M. Hammond: Certainement. 


M. Warner: Il vous est arrivé de tenir la bride haute a 
des compagnies. Je l’ai signalé, et vous nous l’avez aussi 
dit. En avez-vous actuellement? 


M. Hammond: Disons que notre travail consiste a 
surveiller de prés les compagnies. Je ne sais pas si l’on 
peut vraiment dire que nous leur tenons la bride haute. 


Il est exact que nous en surveillons certaines de plus 
prés que d’autres, et que ce sera toujours le cas. Dans 
ensemble, les assurances générales se portent mieux qu’il 
y a quelques années, bien que certains signes, encore une 
fois, permettent de penser que Von entre dans une 
nouvelle phase du cycle. 


M. McCrossan: Pourrais-je 
supplémentaire a ce sujet? 


Le président: J’espérais que vous attendriez mardi. 
Pp Pp q 


poser une question 


M. McCrossan: C’est une question supplémentaire sur 
la pertinence des réserves. Voila plusieurs années que 
vous venez comparaitre devant nous, et vous semblez étre 
particuligrement préoccupé par la pertinence des réserves 


pour indemnités, en particulier, des réserves pour les © 


affaires a liquidation lente. 


Le président: Vous voulez attaquer toute la question 
des réserves en méme temps? Nous avons présenté un 
certain nombre de recommandations dans notre rapport 
sur le Livre blanc. 


M. McCrossan: Bon. Vous estimez que les réserves 
actuelles pour indemnités sont suffisantes? 


M. Hammond: Je serai mieux en mesure de répondre a 
cette question une fois que nous aurons étudié les | 
devons recevoir aujourd’hul | 


rapports actuariels que nous 


ou que nous receyons cette semaine. Dans 1l’ensemble, 


nous estimons qu’il faut incontestablement renforcer Ces | 


réserves, et c’est la tendance générale qui se dessine. Les 
rapports actuariels et les rapports spéciaux sur les 
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is a move in trying to make sure that the reserves are 
adequate. So we intend to review these reports closely. 
Indeed, we are taking a number of other measures. In co- 
Operation with the Canadian Institute of Actuaries and the 
IBC, we are trying to develop a better Statistical plan or 
system of information for measuring the run-off of claims 
and getting better information on them. 


Mr. McCrossan: You indicated, in general I guess, that 
the levels are not inappropriate but they need to be 
strengthened. What surprised me about that, of course, is 
that last June in the white Paper On taxation there was a 
recommendation that about $1 billion of long-tail reserves 
should be released. May I ask what prior consultation 
your department had with the tax policy people when 
they decided that $1 billion of reserves should be 
released? 


Mr. Hammond: Certainly we did have some 
consultations with the people at the Department of 
Finance in regard to the principle of whether or not we 
should be accepting reserves on a discounted basis. In 
theory, it is difficult for us to argue with the concept of 
discounting. But what we have always said is that while 
discounting makes sense on the theoretical basis, we do 
not think we can accept discounted reserves until we are 
Satisfied that proper standards are in place for the 
determination of those reserves on a discounted basis. 


Mr. McCrossan: Turning it around, then the 
discounted reserve is Only appropriate if the proper 
amount of claim has been set up in the first place. 


Mr. Hammond: Exactly. 


Mr. McCrossan: Your view, which you just expressed 
earlier, was that there is still a need to strengthen reserves. 
If you feel that the reserves need to be strengthened, how 
Can you dovetail that with the dictum that has come out 
from tax policy that the reserves need to be weakened? 


pega iiz 


Mr. Hammond: Well, I cannot speak on behalf of the 
| tax policy people. 


Mr. McCrossan: Can I ask you then whether you 
indicated that you disagreed with their basic assessment? 


| 


Mr. Warner: I think that is what he says. 


Mr. Hammond: What we did indicate was that there 
Was a timing problem and I think that has been worked 
ut. There have been some discussions with the industry, 
ind as I understand it a satisfactory solution is going to be 
‘vorked out. I guess the point we made was that we do not 
hink reserves calculated on a discounted basis in 
Ccordance with proper standards will, for most 
Ompanies, differ significantly from the reserves that are 
urrently being held; even those reserves are purported to 
'€ calculated on a non-discounted basis. 

| 


| 


[Traduction| 
indemnités soulignent incontestablement qu’il faut 
s’efforcer d’avoir un niveau de réserve suffisant. Nous 


avons donc l’intention d’examiner de tras prés ces 
tapports. Nous prenons d’ailleurs d’autres mesures. En 
collaboration avec l'Institut canadien des actuaires et le 
BAC, nous essayons d’élaborer un meilleur plan ou un 
meilleur régime statistique d’information pour mesurer le 
débordement des indemnités et obtenir de meilleurs 
renseignements 4 ce sujet. 


M. McCrossan: Vous avez dit d’une maniére générale, 
je pense, que les niveaux n’étaient pas anormaux mais 
qu'il fallait les consolider. Ce qui m’a étonné 4 ce sujet, 
évidemment, c’est que le livre blanc sur la réforme fiscale 
de juin dernier a recommandé de débloquer environ un 
milliard de dollars de réserves pour affaires a liquidation 
lente. J’aimerais savoir a quelle consultation votre 
ministére s’est livré préalablement avec les responsables 
de la politique fiscale pour décider de débloquer un 
milliard de dollars de réserves. 


M. Hammond: Nous avons effectivement consulté les 
responsables du ministére des Finances sur le principe de 
lV’acceptation ou non des réserves actualisées. En théorie, 
nous avons du mal 4a contester le principe de 
l’actualisation. Mais nous avons toujours dit que si cette 
notion se défendait sur le plan théorique, il nous semblait 
difficile d’accepter le Principe des réserves actualisées tant 


- que nous n’étions pas convaincus qu’il y avait des normes 


satisfaisantes pour déterminer le montant de ces réserves 
Sur une base actualisée. 


M. McCrossan: Pour renverser argument, la réserve 
actualisée ne se justifie que dans la mesure ow l’on a établi 
au départ le montant correct de l’indemnité. 


M. Hammond: Exactement. 


M. McCrossan: Votre point de vue, que vous avez déja 
exprimé, est qu’il faut encore consolider des réserves. 
Comment pouvez-vous faire cadrer cet argument avec une 
politique fiscale qui décide qu’il faut diminuer les 
réserves? 


M. Hammond: Je ne suis pas le porte-parole de ces 
responsables de la politique fiscale. 


M. McCrossan: Dans ce cas, puis-je vous demander si 
vous leur avez dit que nous n’étiez pas d’accord avec eux? 


M. Warner: Je pense que c’est ce qu’il dit. 


M. Hammond: Nous leur avons dit qu’il y avait un 
probléme de calendrier, et je pense qu’il a été réglé. Nous 
avons discuté avec les représentants de l’industrie, et je 
pense que l’on va trouver une solution satisfaisante. Nous 
avons expliqué qu’a notre avis, si les réserves sont 
calculées sur une base actualisée en fonction de normes 
correctes, pour la plupart des compagnies, leur niveau ne 
changera guére par rapport a ce qu’il est actuellement, 
méme si ces réserves sont actuellement calculées, en 
principe, sur une base non actualisée. 
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Mr. McCrossan: Okay, well that leads me to my 
question. If the discounted reserves are to be held, are you 
going to impose strengthening of the reserves as a 
requirement from your office? 


Mr. Hammond: We want to work with the Canadian 
Institute of Actuaries, the IBC, the Reinsurance Research 
Council and the Canadian Institute of Chartered 
Accountants and indeed all interested parties to develop 
appropriate standards for discounted reserves. The 
position we have taken in the office is that until such time 
as those standards are developed we will not accept 
reserves on the discounted basis. We have had some 
meetings with the CIA; indeed there is going to be 
another meeting next week. Everyone is interested in 
working together to develop appropriate standards. 


Mr. McCrossan: So you have taken the position that tax 
policy has mandated these kinds of reserves; you will not 
accept them. That is what I just heard you say? 


Mr. Hammond: That is correct. 


Mr. McCrossan: Can I ask, going back to 1985, the last 
time in the cycle that companies were in serious trouble, 
if indeed the reserves had been released, if they had been 
discounted as required by the tax white paper, would 
companies have been insolvent? Would more companies 
have been insolvent as a result of the weakening of the 
reserves? 


Mr. MacPherson: It is difficult for me to speculate on 
that, but certainly in terms of the levels of reserves that 
were held in 1985, if we had taken those reserves and 
merely applied a discounting factor, and if taxable income 
had been based on those reserves, in my opinion the P 
and C industry would have paid too much income tax. 


Mr. McCrossan: So what is being done now to resolve 
this? We have a decision that has already been announced 
that these reserves will be mandated on a discounted basis 
and you said you will not accept them. Does that not 
mean that companies have to pay tax on earnings that 
they cannot release? 


Mr. Hammond: Well, I think you should be talking to 
the people at tax policy about the solution they found. 


The Chairman: There is an income tax bill coming 
through, and you are suggesting that we call you as a 
witness On that bill? 


Mr. Hammond: If you would like to, Mr. Chairman. 


The Chairman: Well, could we get on to that bill right 
now? Obviously we are going to have this income tax bill 
in a ways and means motion, I am told by March 23, and 
we want to hold hearings on that. We made very strong 
recommendations, as you know, in our response to the 
white paper concerning insurance reserves. We hear you 
say this afternoon that we probably were right, but the 
department said they do not accept any of our proposals. 


[Translation| 

M. McCrossan: Bon, cela m’améne 4 ma question. Si 
Von impose les réserves actualisées, allez-vous de votre 
cété exiger une consolidation de ces réserves? 


M. Hammond: Nous souhaitons collaborer avec 
VInstitut canadien des actuaires, le BAC, le Conseil de 


recherche en réassurance et l'Institut canadien des 
comptables agréés, ainsi que tous les intervenants 
concernés, pour élaborer des normes satisfaisantes 


d’actualisation des réserves. Tant que ces normes n’auront 
pas été élaborées, nous n’accepterons pas Vactualisation. 
Nous avons déja rencontré plusieurs fois les représentants 
de VICA; nous les rencontrons encore la semaine 
prochaine. Tout le monde souhaite établir des normes 
satisfaisantes. 


M. McCrossan: Vous estimez donc que la politique 
fiscale impose ce genre de réserves, mais vous ne les 
acceptez pas. C’est bien ce que vous dites? 


M. Hammond: C’est exact. 


M. McCrossan: Puis-je vous demander, pour en revenir 
4 1985, c’est-a-dire la derniére fois ou les compagnies se 
sont trouvées dans la phase critique du cycle, si ces 
compagnies auraient été insolvables dans le cas ou l’on 
aurait débloqué ces réserves, ou elles auraient été 
actualisées comme l’exige le livre blanc? Cet 
affaiblissement des réserves aurait-il été fatal a un plus 
grand nombre de compagnies? 


M. MacPherson: Ce serait de la spéculation de ma part, 
mais il est certain que si l’on avait supprimé ces réserves 
qui existaient en 1985 pour appliquer une méthode 
d’actualisation, et si le revenu imposable avait été calculé 
d’aprés ces réserves, je pense que Vindustrie des 
assurances générales aurait payé trop d’impot. 


M. McCrossan: Et que fait-on pour résoudre ce 
probléme? On a déja annoncé la décision d’imposer 
Vactualisation de ces réserves, et vous dites que vous 
n’accepterez pas cela. Cela ne veut-il pas dire que les 
compagnies vont devoir payer des impots sur les gains 
qu’elles ne peuvent pas débloquer? 


M. Hammond: Je pense qu’il faudrait demander aux 
responsables de la politique fiscale quelle solution ils ont 
trouvée. 


Le président: Il y a un projet de loi sur Vimpét qui se 
prépare, et vous souhaiteriez comparaitre comme témoin 
a cette occasion? 


M. Hammond: Si 
président. 


yous le voulez, monsieur le 


Le président: Bon, pourrions-nous y venir tout de 
suite? De toute évidence, ce projet de loi sur l’impot sur — 
le revenu va étre présenté dans une motion de voies et 
moyens, d’ici le 23 mars d’aprés ce que Von m’a dit, et je 
souhaite tenir des audiences a cette occasion. Comme 
vous le savez, nous avons formulé des recommandations 
trés énergiques dans notre réponse au livre blanc a propos 
des réserves des assurances. Vous nous dites cet aprés-midi 
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They put it in writing; they said that they are going right 
ahead. 


Mr. McCrossan: Did you advise the tax people that you 
will not accept the reserves ee Ae 


Mr. Hammond: They are very much aware of that, yes. 
They are very much aware of that. 


Mr. McCrossan: That advice was in writing? 


Mr. Hammond: [ think so; I cannot remember now, 
but we have frequent meetings. They are very much aware 
of the fact that our instructions to the companies are that 
we are not prepared to accept reserves on the discounted 
basis. 


Mr. McCrossan: That has been communicated both 
before the December announcement and subsequent to 
the December announcement? 


Mr. Hammond: Oh, yes. But as I indicated, I think 
from the point of view of the industry—of course we 
would have to check with the industry on this, but 
certainly we have not been getting a lot of calls about this 
particular point now—there have been discussions going 
on between the tax policy officials and the industry. 


Mr. McCrossan: Under a bill 
Parliament some two years ago, your department is 
obligated to turn in reports on federal government 
liabilities for such things as the staff pension plan and so 
on. Now, these reports are well overdue. I think in one 
case they should have been prepared in the middle of last 
year. Why have the reports not been prepared? 


that was passed by 


-1720 


Mr. Hammond: First of all, Mr. Chairman, I would 
question that there are lots of reports overdue. I think 
there may be one report overdue— 


Mr. McCrossan: Substantially overdue. 


Mr. Hammond: —that has not met the deadline. Under 
the provisions of the Public Pensions Reporting Act, the 
chief actuary is required to do these reports and send 
them to the Minister, who is designated by Order in 
Council, and then that Minister, within a certain period 
of time— 


Mr. McCrossan: Thirty days. 


Mr. Hammond: —must table those reports in 
Parliament. For one reason Or another, a Minister has not 
deen designated. I am informed that this will be done 
within the next week or so, and at that time, as soon as a 
Minister is designated, the Minister will be receiving the 
‘€port that is due. 


| Mr. McCrossan: Has the report been outstanding for 
0re than six months now? Has it taken six months to 
‘ecide who to hand it to? 


| Mr. Hammond: It would be about six months. 


que nous avons probablement eu raison, mais les 
représentants du ministére ont rejeté nos propositions. IIs 
nous l’ont dit par écrit, ils nous ont dit qu’ils ne 
modifiaient rien dans leur plan. 


M. McCrossan: Avez-vous dit aux responsables de 
Vimp6ét que vous n’accepteriez pas les réserves. . .? 


M. Hammond: Ils le savent parfaitement. 


M. McCrossan: Vous le leur avez dit par écrit? 


M. Hammond: Je crois. Je ne m’en sOuviens pas, mais 
nous nous rencontrons souvent. Ils savent parfaitement ce 
que nous recommandons aux compagnies, et ils savent 
trés bien que nous ne sommes pas d’accord pour accepter 
l’actualisation des réserves. 


M. McCrossan: Vous le leur 
déclaration de décembre et apres? 


avez dit avant la 


M. Hammond: Oh, oui. Mais encore une fois, et 
évidemment il faudrait que je vérifie cela auprés des 
représentants de ce secteur, car nous n’avons pas eu 
beaucoup d’appels a ce sujet, la discussion se poursuit 
entre les responsables de la politique fiscale et les 
dirigeants du secteur des assurances. 


M. McCrossan: Un projet de loi adopté par le 
Parlement il y a deux ans environ oblige votre ministére a 
présenter des fapports sur les obligations du 
gouvernement fédéral en matiére de régime de pension et 
autres. Ces rapports sont trés en retard. Dans un cas, je 
crois qu’ils auraient déja da étre préparés au milieu de 
l'année derniére. Pourquoi ne |’a-t-on pas fait? 


M. Hammond: Premiérement, monsieur le président, 
je conteste cette affirmation. II y a peut-étre un rapport 
qui est en retard... 


M. McCrossan: Et comment. 


M. Hammond: ... pour lequel la date fixée n’a pas été 
respectée. La loi sur les rapports relatifs aux pensions 
publiques exige que l’actuaire en chef établisse ces 
rapports et les adresse aux ministres désignés par décret, et 
que ce ministre, au bout d’un certain temps. .. 


M. McCrossan: Trente jours. 


M. Hammond: ... dépose ces rapports au Parlement. 
Pour une raison ou pour une autre, on n’a toujours pas 
désigné de ministre. On me signale que cela sera fait d’ici 
une semaine environ, et qu’aussit6t le ministre recevra le 
rapport qui doit étre présenté. 


M. McCrossan: Ce rapport a-t-il déja plus de six mois 
de retard? Il a fallu six mois pour trouver 4 qui il devait 
étre présenté? 


M. Hammond: A peu pres. 
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The Chairman: Will it be tabled in this committee? 


Mr. Hammond: Now, again, the legislation requires 
the 


The Chairman: We are on your estimates. I do not see 
any reason why we cannot ask that the work being done 
and paid for by the people of Canada be made public to 
the committee of Parliament. Maybe you could think 
about that over the weekend. On Tuesday we have a 
meeting, and if you could bring that along, that would be 
fine. 


Mr. Hammond: All right, we will take some advice on 
that. 


The Chairman: Before I go to Miss Nicholson—and I 
do want to get there—perhaps you might comment, Mr. 
Mackenzie, on the provision in the white paper 
concerning bank reserves that they are going to use an 
historical loan loss ratio and recovery rates, and they are 
going to release excess reserves into income over five 
years. Have you had a discussion with tax policy people 
and with the Minister about historical losses? In good 
times you have no losses; in bad times you have 
historically high losses. Good times follow bad times. 
What kinds of historical or hysterical losses are we going 
to provide for? 


Mr. Mackenzie: Mr. Chairman, we have had a number 
of discussions, of course, and some of them in writing, 
with the tax policy people related to the subject of loan 
loss reserves, contingency reserves and so forth. With 
respect to the basic change in the tax administration or 
the taxation law as it applies to loan losses, we are not in 
disagreement with what is proposed under tax reform. 
That is to say that essentially the loan loss deductions 
should be based on actual experience, and we accept the 
fact that the contingencies account provision that had 
been built up over many years will no longer be an 
allowable tax deduction under the new system. The logic 
of that would say, then, that the existing reserves should 
be returned to income over an appropriate transition 
period, and we have no particular quarrel with all that. 


Where we have had a discussion, however, is on some 
matters that get down into the nitty-gritty, that is, what is 
in fact the loan loss experience? The loan loss experience, 
in the minds of the tax people with whom we have been 
discussing this, is composed of two elements: one is So- 
called incurred losses, write-offs— 


The Chairman: Real losses, actual write-offs, yes. 


Mr. Mackenzie: —and the other is loss provisions 
against expected losses. The third element could be loss 
provisions against “possible” losses. 


If you look for a moment at the new accounting 
regime we are prescribing, which is a change from the 
basic traditional method of accounting for loan losses for 
Canadian banks, which was based on the tax model that 
existed under the old tax act, we have moved to charge- 


[Translation] 
Le président: Sera-t-il déposé a notre comité? 


M. Hammond: Eh bien, la loi exige. . 


Le président: Nous parlons de vos prévisions. Je ne vois 
pas pourquoi nous ne pourrions pas demander qu’un 
travail accompli et payé par la population canadienne soit 
mis a la disposition d’un comité du Parlement. Vous 
pourriez peut-étre y réfléchir pendant la fin de semaine. 
Nous nous rencontrons mardi, et il serait souhaitable que 
vous nous apportiez cela. 


M. Hammond: Trés bien, nous allons nous renseigner. 


Le président: Avant de passer a M™€ Nicholson, et j’y 
tiens, peut-étre pourriez-vous faire une remarque, 
monsieur Mackenzie, sur la disposition du livre blanc qui 
concerne les réserves bancaires, et selon laquelle on va 
utiliser un ratio de pertes sur préts et un taux de 
recouvrement historiques, les réserves en trop étant 
considérées comme recettes étalées sur cinq ans. Avez- 
vous discuté avec les responsables de la politique fiscale et 
avec le ministre de cette distribution dans le temps des 
pertes? En période faste, il n’y a pas de pertes, en période 
néfaste, elles sont traditionnellement élevées. Les périodes 
fastes et néfastes se succédent. Quelles genres de pertes 
historiques ou hystériques allez-vous prévoir? 


M. Mackenzie: Monsieur le président, nous avons 
évidemment discuté, parfois par écrit, avec les 
responsables de la politique fiscale de la question des 
réserves pour pertes sur préts, des reserves pour imprévus 
etc. Nous ne sommes pas en désaccord avec ce qui est 
proposé dans la réforme fiscale en ce qui concerne la 
modification fondamentale de l’administration de Vimpét 
ou du droit fiscal en matiére de pertes sur préts. 
Autrement dit, les déductions pour pertes sur préts 
doivent s’inspirer de 1l’expérience concréte, et nous 
acceptons que la disposition concernant la déduction pour 
éventualités ne soit plus autorisée dans le nouveau régime. 
Logiquement, dans ce cas, les réserves existantes devraient 
étre réintégrées aux recettes sur une période de transition 
satisfaisante, et nous n’avons pas d’objection a cela. 


Ce que nous contestons, ce sont certains détails: en 
quoi consiste l’expérience des pertes sur préts? Du point 
de vue des responsables fiscaux avec qui nous en avons 
discuté, il s’agit de deux éléments: d’une part les pertes 
encourues, les créances radiées. . . 


Le président: Les pertes réelles, les pertes radiées, oui. 


M. Mackenzie: ... et il y a d’autre part les dispositions 
relatives aux pertes prévues. En troisieme lieu il pourrait 
y avoir les dispositions en prévision de _ pertes 
«éventuelles». 


Si vous jetez un coup d’oeil sur le nouveau régime de 
comptabilité que nous prescrivons, qui différe de la 
méthode élémentaire traditionnelle de comptabilisation 
des pertes sur préts par les banques canadiennes, méthode 
inspirée du modéle fiscal €manant de l’ancienne loi de 
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offs based on actual loan loss experience. We have also 
Suggested that there be room for banks to put up 
identified problem 
loans on some kind of basis. We have advised the banks 
Category of reserves 
if there are incurred 
losses charged up against those reserves, of course they 
would be. At the time those reserves are put up, they 


or W25 


Mr. Cassidy: Hear! hear! What you are Saying, 
therefore, is that the banks might have an obligation out 
of after tax profits to put some money aside in the case of 
those contingencies. And there is not a divine rule that 
Says the taxpayer has to share every loan loss provision of 
the banks. 


Mr. Mackenzie: That is right. 
Mr. Cassidy: That is radical talk, Mr. Mackenzie. 


Mr. Mackenzie: I do not know. 
Some hon. members: Oh, oh! 


Mr. Mackenzie: Part of our discussion with the tax 
policy people, I guess, is that this distinction between. . . 
There is no difficulty with the distinction between a loan 
loss experience component that relates to specific loans 
and this general reserve, or sectoral reserve Or whatever 
that we have just been talking about. The difficulty comes 
between making a specific loss provision against an 
account and a “write-off”. My experience as an auditor is 
that those distinctions are not very clear in practice. 


The Chairman: If you are not going to allow them a tax 
write-off, they are going to write the whole thing off, of 
cOurse, and pay the tax if and when they can recapture it. 


Mr. Mackenzie: What the tax reform proposal was is 
hat there be applied to that portion of the loan loss 
‘xperience, which is _ loss provisions, “a prescribed 
€covery rate”. And to that portion which is a write-off, 
fou allow 100%. My concern about this, as a practical 
natter, is that it is often very difficult to draw hard lines 
letween those two categories. I think both are forms of 
eal losses. However, as a solution, the department has 
Oncluded it would be appropriate to add back a 10% 
ictor related to loan loss provisions, but not the loan loss 
Ctual write-offs. 


Miss Nicholson: This is all so interesting that I hesitate 
| introduce a new topic, but that is what I am going to 
». I would like to ask some questions about the take-over 
‘the Bank of British Columbia by the Hongkong Bank. 
appears that the main people who negotiated this were 
ym the Department of Finance. I understand the deputy 
inister spent about two weeks in Vancouver working on 


. 
. 
| 


[Traduction] 


l’impét, vous constatez que nous passons a des déductions 
correspondantes aux pertes réelles. Nous suggérons aussi 
que les banques puissent se constituer des réserves 
supplémentaires en plus de celles qui concernent des préts 
clairement problématiques, pour une raison quelconque. 
Nous avons dit aux banques qu’il était trés peu 
vraisemblable que cette derniére catégorie de réserves soit 
déductible. En fin de compte, si ces réserves servent a 
combler des pertes, elles devraient évidemment 1’étre. 
Mais au moment ou elles sont constituées elles ne le 
seraient pas. 


M. Cassidy: Bravo, bravo! Autrement dit, les banques 
pourraient étre tenues de réserver une partie de leur 
profit aprés imp6ét pour ce genre d’éventualité. Et il 
n’existe pas de régle divine exigeant que le contribuable 
Participe a toutes les réserves pour pertes sur préts des 
banques. 


M. Mackenzie: C’est exact. 


M. Cassidy: Vous parlez comme un révolté, monsieur 
Mackenzie. 


M. Mackenzie: Je ne sais pas. 
Des voix: Oh, oh! 


M. Mackenzie: Nous avons discuté de cette distinction 
avec les responsables du fisc. . . ce qui pose un probléme, 
ce n’est pas la distinction entre un élément de pertes sur 
préts portant sur des préts bien précis et cette réserve 
générale, ou réserve sectorielle ou tout ce que l’on veut. 
Le probléme, c’est d’établir une différence entre une 
provision pour pertes appliquée a un compte et une 
radiation pure et simple. D’aprés mon expérience de 
vérificateur, la distinction est assez subtile dans la 
pratique. 


Le président: Si on ne leur accorde pas l’exemption 
fiscale, ils font passer la totalité par les pertes, 
évidemment, et ils paieront les impots s’ils récupérent 
leur argent. 


M. Mackenzie: La proposition de la réforme fiscale 
était d’appliquer a la partie des pertes sur préts constituée 
par les provisions pour pertes un taux prescrit de 
recouvrement. Pour la partie constituant une radiation, 
on accorde 100 p. 100. Ce qui me préoccupe dans les faits, 
c’est qu’il est souvent difficile de faire la différence entre 
ces deux catégories. Je pense que dans les deux cas il ya 
une perte réelle. Le ministére a estimé que la solution 
était d’ajouter un facteur de 10 p. 100 pour les provisions 
pour pertes sur préts mais non pour les radiations réelles 
pour pertes sur préts. 


Mme Nicholson: Tout cela est si passionnant que 
Jhésite 4 aborder un autre sujet, mais je vais le faire 
quand méme. J’aimerais poser des questions sur 
l’absorption de la banque de Colombie-Britannique par la 
Banque Hongkong. J’ai l’impression que ce sont surtout 
les gens du ministére des finances qui ont négocié cette 
affaire. Je crois que le sous-ministre a passé deux semaines 


140 : 38 


Finance and Economic Affairs 


2-3-1988 


40088 mene coe ee 


[Text] 


it. Was your office involved in this also, in a significant 
way? 


Mr. Mackenzie: Yes. 


Miss Nicholson: I guess this is the kind of situation 
where it is easy to second guess after the event, and I 
appreciate. .. I suppose we would all agree that what was 
important here is that the bank was rescued, it is solvent, 
and any crisis of confidence was avoided. So these were all 
very satisfactory achievements. But one has to wonder 
about the cost, from two points of view. 


CDIC, for instance, contributed $200 million by way of 
provision against anticipated loan losses. Having looked at 
the bank’s annual report recently, it appears that this 
estimate was over-generous, that the loan loss experience 
was better than anticipated. Again, I suppose one cannot 
criticize that; someone made the best judgment they could 
at the time. But the Auditor General was critical of the 
fact that the $200 million was paid into an offshore bank 
and made the circle back and that the effect of this was to 
relieve the parent company, the Hongkong Bank, from 
any income tax obligations. I think the question still 
remains, is it appropriate for a Crown corporation to 
encourage tax avoidance? 


s31 730 


The other issue is that when this came before the 
House of Commons, we were never asked—and there was 
no reason why we should be asked, I suppose—to approve 
the sale or the transaction. There was a bill before the 
House that removed certain powers from_ the 
shareholders. But we were certainly not told in the House 
of Commons about the proposal to pay the money into an 
offshore bank. And again, before somebody tells me that 
CDIC money is not taxpayers’ money, I am well aware 
that CDIC is financed by levies on the institutions. But 
nevertheless, for a very long time now, they have been 
running on a line of credit from the Consolidated 
Revenue Fund, so it is taxpayers’ money. And it is doubly 
taxpayers’ money if income tax is not paid on it. 


Then we come to the cost. The sale price of the Bank 
of British Columbia was $60 million. Either on the day 
before that $60 million was paid in, or on the same day, 
the parent company removed some $58 million which 
they had on deposit in their sub. One could say it was 
callable; this is a purely independent transaction. But to 
simple souls like me, if $60 million goes in and $58 
million plus comes out, that means that bank was bought 
for less than $2 million. What I come back to is of course 
it is good the bank was rescued and that it is solvent, but 
was the cost too high? Could it have been done more 
economically? 


[Translation| 
4 Vancouver a y travailler. Votre bureau y a-t-il aussi 
contribué de fagon importante? 


M. Mackenzie: Oui. 


Mme Nicholson: Je pense que c’est le genre de 
situation ow il est facile de refaire le monde a posteriori, 
et je comprends... je crois que nous sommes tous 
d’accord pour dire que important était de sauver cette 
banque, de la rendre solvable et d’éviter une crise de 
confiance. Donc, il n’y a rien a redire a ce qui a été fait. 


Mais il faut s’interroger sur le cout, a deux points de vue. 


La SADC, par exemple, a versé 200 millions de dollars 
de provision pour pertes sur préts prévues. Ayant 
récemment parcouru le rapport annuel de la banque, je 
m’apergois que cette estimation est excessivement 
généreuse, et que les résultats des préts ont été meilleurs 
que prévus. J’imagine la encore qu’on ne peut pas 
critiquer ceux qui ont pris cette décision en toute 
conscience a l’époque. Le vérificateur général a toutefois 
critiqué le fait que ces 200 millions de dollars ont été 
versés A une banque étrangére et sont revenus a cette 
banque aprés avoir bouclé une boucle de facon a éviter a 
la société mére, la Banque Hongkong, de s’acquitter de ses 
obligations fiscales. Je pense que la question demeure: Est- 
il normal qu’une société d’Etat encourage Vévitement 
fiscal? 


La deuxiéme question, c’est que lorsque l’affaire a été 
soumise a la Chambre des communes, on ne nous 4 
jamais demandé, et j’imagine qu'il n’y avait aucune raison 
de le faire, d’approuver la vente ou la transaction. Un 
projet de loi visant 4 retirer certains pouvoirs aux 
actionnaires a été présenté 4 la Chambre. Mais on ne nous 
a absolument pas parlé de la possibilite de verser cet 
argent 4 une banque étrangére. La encore, avant que 
quelqu’un ne me dise que l’argent de la SADC n’est pas 
l’argent des contribuables, je précise que je sais tres bien 
que la SADC est financée par des prélévements sur les 
institutions. Néanmoins, depuis trés longtemps, elle 
dispose d’une ligne de crédit auprés du Fonds du revenu 
consolidé, c’est donc l’argent du contribuable. Et c’est 
doublement l’argent du contribable si l’on ne paie pas 
d’imp6t sur cet argent. 


Nous en arrivons ensuite au coit. Le prix de vente de 
la Banque de Colombie-Britannique était de 60 millions 
de dollars. La veille du jour ou ces 60 millions ont éte 
payés, ou le jour méme, la société mére a retiré 58 
millions de dollars qu’elle avait en dépot dans sa filiale. 
Cet argent pouvait étre retiré, c’était une transaction 
indépendante de toute autre. Mais pour quelqu’un de 
naif comme moi, si l’on verse d’un cété 60 millions et 
qu’on en sort 58 de l’autre, cela veut dire que la Banque 4 
été achetée pour moins de 2 millions de dollars. Ce que Jé 
veux dire par conséquent, c’est que c’est une excellente 
chose qu’on ait sauvé cette banque, mais est-ce que cela 
n’a pas couté trop cher? N’aurait-on pas pu le faire a 
moindre cout? 
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Mr. Mackenzie: Miss Nicholson, I will answer the first 
part of the question, and then ask Mr. Hammond, who 
was party to these transactions—not party to, but was 
around at the time—to answer the second part of your 
question. 


The experience of other banks out west, the experience 
of what happens when a bank goes into liquidation is that 
the losses are horrendous. The losses are horrendous 
compared to what they could be if you had an orderly 
transfer into the hands of competent bankers who are 
continuing business and banking relationships. It is my 
judgment, based on our examinations last year and my 
knowledge of the situation at the time, that one could 
anticipate losses on a liquidation basis of $400 million, 
$500 million, or $600 million. In fact, the losses turned 
Out to be, on a managed basis on that same portfolio— 
well, you read the annual report of the Bank of British 
Columbia—$50 million. I have forgotten what the figure 
is, but very substantial. . . The difference between loss 
Management and loss control, where you have competent 
bankers in an ongoing continual relationship situation, 
compared to liquidation is as much and dramatic as those 
figures would indicate. That was a judgment that CDIC 
people made and the government people made at the time 
of these negotiations. [ just. wanted to say that as a 
“general standing back from it all”. 


You may have noted that under the regime with the 
Osler problem in Toronto it was structured in such a way 
to allow for an orderly transfer of assets. In fact, in my 
judgment the losses there were very substantially 
Mitigated by the fact another broker was going to take 
Over large segments of that business on an Ongoing basis. 


Now, as to some of the Other details that you raised, I 
would ask Mr. Hammond to comment. 


21735 


Mr. Hammond: I was the acting Inspector General of 
Banks for two months, and it just happened to be at the 
‘ime of the problem relating to the Bank of British 
Columbia. Indeed, there was a team of people from 
Ittawa out there who did negotiate that deal. There were 
eople from CDIC. I was there. Other people from the 
ffice of the Inspector General of Banks were there. 
’eople from the Department of Finance were there. 


We certainly think it was a good arrangement. I know 
1€ chairman of the CDIC has explained the deal at some 
‘yngth to the Public Accounts Committee, explained why 

was structured the way it was, why the money was paid 
' the parent. With hindsight, I think all of us who 
irticipated in that transaction think the arrangement was 


M. Mackenzie: Madame Nicholson, je vais répondre 4 
la premiére partie de votre question et demander 4 M. 
Hammond, qui a Participé a ces transactions—vu plutét 
qui n’y a pas Participé mais qui était présent—de 
répondre a la deuxiéme partie. 


Il y a une remarque générale trés importante a faire, et 
je l’ai déja dit a de nombreuses reprises, c’est qu’il est trés 
difficle de faire face a ce genre de situation sur le 
moment. A posteriori, les choses sont trés différentes. 


Quand aux banques de l’ouest du pays, je dirais que les 
pertes sont €pouvantables lorsqu’une banque est mise en 
liquidation. Elles sont €pouvantables comparées A ce 
qu’elles seraient si ses affaires étaient transférées a des 
banquiers compétents qui poursuivraient leurs activités et 
leurs transactions bancaires. D’aprés ce que je sais de la 
Situation 4 l’€poque, on pouvait s’attendre a des pertes de 
l’ordre de 400, 500 ou 600 millions de dollars en cas de 
liquidation. En fait, ces pertes, grace a une gestion 
judicieuse de ce méme portefeuille, et vous avez lu vous- 
méme le rapport de la Banque de Colombie-Britannique, 
se sont élevées 4 50 millions de dollars seulement. J’ai 
oublié le chiffre en question, mais c’est tras important. . . 
La différence entre une gestion contrélée des pertes par 
des banquiers compétents qui maintiennent le cap et une 
liquidation est aussi importante que la différence entre ces 
chiffres. C’est ce que les responsables de la SADC et les 
autorités du gouvernement ont  estimé lors de ces 
négociations. C’est tout ce que je voulais signaler apres 
avoir du recul par rapport a tout cela. 


Vous avez peut-étre constaté que pour l’affaire Osler a 
Toronto, on a structuré les Op€érations de facon 4 effectuer 
calmement le transfert des actifs. En fait, je crois que les 
pertes ont été considérablement atténuées grace au fait 
qu’un autre courtier allait assurer la continuité d’une 
grande partie de cette entreprise. 


Je vais mantenant demander a M. Hammond de vous 
répondre plus en détail. 


M. Hammond: J’ai été inspecteur général des banques 
intérimaire pendant deux mois, précisément a 1’époque 
du probléme de la Banque de Colombie-Britannique. En 
fait, on a envoyé toute une €quipe d’Ottawa négocier cette 
affaire. Il y avait des gens de la SADC. J’étais 14. Il y avait 
aussi d’autres représentants du Bureau de l’inspecteur 
général des banques et des gens du ministére des Finances. 


Nous sommes convaincus du bien-fondé de cette 
transaction. Je sais que le président de la SADC a 
expliqué longuement cette transaction au Comité des 
comptes publics, qu’il a expliqué comment elle avait été 
structurée et pourquoi on avait versé l’argent a la société 
mere. Avec le recul, je crois que tous ceux d’entre nous 
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desirable and was in the interests of the financial system 
in Canada. 


Mr. Mackenzie has talked about the loan provisions, 
and of course the game is not over until everybody has 
paid those loans. Until that is all done you are never sure 
what the actual loan losses will be. So we will have to wait 
to see. Certainly there has been some improvement, but I 
think the economy in British Columbia has improved too 
since the time when that transaction took place. 


On the last comment, about the $60 million, indeed 
the parent did have $60 million on deposit with its 
Canadian subsidiary, but that was a deposit; it was 
withdrawable at any time. There were no terms nor 
conditions attached to that deposit. Indeed, in 
determining the capital requirements that bank had to 
meet, the deposit was taken into acccount. In other words, 
it was treated as a liability. It was not regarded as capital. 


So they did withdraw that money. It was a deposit such 
as any person on the street could have. It was a liability of 
the bank. They did withdraw that money, and they 
subsequently invested $60 million in the bank in the form 
of common share capital that was non-withdrawable. 


There is a distinction between a deposit and capital. It 
was not just that they did not put any money in. There is 
a fundamental difference between a deposit and an 
investment in a bank in the form of common shares. 


Mr. de Jong: I too was in attendance at the Public 
Accounts Committee when we dealt with this in quite a 
bit of detail, and I agree with Mr. Hammond: | think most 
probably the deal, the way it got structured, was in the 
best interests of the financial institutions in this country. 
But the question that got raised with the committee and 
that I do not think there was an adequate answer for is 
whether it was also in the best interests of the public and 
the taxpayers of this country. Everybody sitting around 
the table helping to construct the deal certainly was 
concerned about what was in the ‘best interests of the 
financial institutions. But there were no folk around the 
table—and I have always maintained the Deputy Minister 
of Finance should have been wearing that hat—concerned 
about whether this— 


The Chairman: I thought he was worrying about 
keeping employment up in a dozen or so branches that 
would have folded. 


Mr. de Jong: The way the deal was structured, as it was 
described, I cannot come to any conclusion other than 
that it was a case of tax avoidance. Had the Minister’s own 
recommendations in his white paper about avoidance 
rules been in effect, I would tend to think there was some 
clear action that should have been taken. The way it got 
structured was that the $200 million that was meant to go 
to the Hongkong Bank of Canada in B.C. was structured 
so as to go via the Hongkong and Shanghai Banking 
Corporation in Barbadoes, or whatever, offshore. The 
intention was for it to go to the Hongkong Bank; and it 


[Translation] 

qui ont participé a cette transaction sont convaincus 
qu’elle était souhaitable et dans Vintérét du régime 
financier du Canada. 


M. Mackenzie a parlé des provisions pour préts, et 
naturellement l’affaire n’est pas terminée tant que tout le 
monde n’aura pas remboursé ces préts. Tant que cela n’est 
pas fait, on n’est jamais certain du montant exact des 
pertes sur préts. Il faut donc attendre. La situation s’est 
effectivement améliorée, mais je pense que la conjoncture 
en Colombie-Britannique s’est aussi améliorée depuis 
cette transaction. 


A propos des 60 millions de dollars, la société mére 
avait effectivement ces 60 millions de dollars en dépot 
auprés de sa filiale canadienne, mais c’était un dépdt; il 
pouvait étre retiré a tout instant. Il n’était limité par 
aucune condition. En fait, on a tenu compte de ce depot 
pour déterminer les besoins en capitaux de la banque. 
Autrement dit, on la considérait comme un passif, et non 
comme un capital. 


Ils ont donc retiré cet argent. C’était un dépot comme 
n’importe quel dépdt effectué par n’importe qui. C’était 
un passif pour la banque. Ils ont retiré cet argent, et 
ensuite ils ont investi 60 millions de dollars dans cette 
banque sous forme d’actions ordinaires bloquées. 


Il y a une différence entre un dépot et un placement. 
Ce n’est pas qu’ils n’ont pas versé d’argent a cette banque. 
Il y a une différence fondamentale entre un dépdt et un 
investissement sous forme d’actions ordinaires. 


M. de Jong: J’étais moi aussi présent au Comité des 
comptes publics quand nous avons approfondi la 
question, et je suis d’accord avec M. Hammond: je pense 
que cette entente a été structurée dans l’intérét des 
institutions financiéres du Canada. Mais il y a une 
question qui a été posée au comité et a laquelle on n’a pas 
répondu de fagon satisfaisante 4 mon avis, c’est de savoir 
si c’était aussi dans l’intérét du public et des 
contribuables. Tous ceux qui ont participé a l’élaboration 
de cette entente se souciaient incontestablement des 
intéréts des institutions financiéres. Mais il n’y avait 
personne autour de cette table, et j’ai toujours estimé que 
le sous-ministre des Finances aurait dai le faire, pour 
Savoir Si... 


Le président: Je croyais qu’il se préoccupait de 
préserver les emplois du personnel d’une douzaine de 
succursales qui auraient fermé leurs portes. 


M. de Jong: Quand je vois la fagon dont l’entente a été 
structurée, je ne peux m’empécher de considérer qui 
s’agit d’un cas d’évitement fiscal. Si les recommandations 
du ministre qui figurent dans ce Livre blanc avaient été 
en vigueur, je pense qu’on aurait été oblige de prendre 
des mesures trés claires. La transaction a été organisée de 
fagon a ce que les 200 millions de dollars qui devaient 
aller 4 la Hongkong Bank of Canada en Colombie- 
Britannique ont été d’abord versés a la Hongkong and 
Shanghai Banking Corporation aux Barbades, ou je ne 
sais ou, A l’étranger. Cet argent devait étre versé 4 la 
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seems to me any time you set up a transaction where the 
Original purpose of that transaction is clouded for tax- 
avoidance purposes, then you have tax avoidance. 


Mr. Hammond: As _ the testimony given by Messrs. 
McKinlay and Hart before the Public Accounts 
Committee indicated, I think the deal was structured to 
pay the money to the parent because it was the parent that 
was providing the guarantee and that was the essence of 
the transaction. 


° 1740 


The Chairman: The next meeting is not with these 
chaps; it is Tuesday with them, but Monday, March 7, Bill 
C-109 has been referred to the committee. It is the 
borrowing authority bill, in Room 253-D, with the Hon. 
Michael Wilson. 


This meeting stands adjourned. 


Hongkong Bank; je crois que quand on dévie de 
l’intention initiale d’une transaction pour contourner le 
fisc, il y a évitement fiscal. 


M. Hammond: Comme |’ont dit messieurs McKinlay et 
Hart dans leur témoignage devant le Comité des comptes 
publics, cette entente a été structurée de fagon a verser 
Vargent a la société mére parce que c’était elle qui en 
assurait la garantie, et que c’était cela lessentiel de la 
transaction. 


Le président: Notre prochaine réunion n’est pas avec 
ces messieurs; nous les rencontrons mardi, mais le lundi 7 
mars, le comité étudiera le projet de loi C-109. C’est le 
projet de loi portant pouvoir d’emprunt que nous 
examinerons dans la piéce 253-D avec l’honorable 
Michael Wilson. 


La séance est levée. 
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ORDERS OF REFERENCE 


Extract from the Votes and Proceedings of the House of 
Commons of Tuesday, March 1, 1988: 


Debate was resumed on the motion of Mr. Wilson 
(Etobicoke Centre), seconded by Mr. Mayer,—That Bill 
C-109, An Act to provide borrowing authority, be now 
read a second time and referred to a Legislative 
Committee. 


And the question being put on the motion, pursuant to 
Order made earlier this day, a recorded division was 
deferred until 3.00 o’clock p.m., this day. 


Accordingly, at 3.00 o'clock p.m, the House proceeded 
to the taking of the deferred division on the motion of 
Mr. Wilson (Etobicoke Centre), seconded by Mr. 
Mayer,—That Bill C-109, An Act to provide borrowing 
authority, be now read a second time and referred to a 
Legislative Committee. 


And the question being put on the motion, it was 
agreed to on the following division:— 


Accordingly, the Bill was read the second time and 
referred to a Legislative Committee. 


Extract from the Votes and Proceedings of the House of 
Commons of Wednesday, March 2, 1988: 

By unanimous consent, it was ordered,—That the 
reference to a Legislative Committee of Bill C-109, An 
Act to provide borrowing authority, be amended so that 
the Bill stands referred to the Standing Committee on 
Finance and Economic Affairs. 


ATTEST 


ROBERT MARLEAU 
Clerk of the House of Commons - 


ORDRES DE RENVOI 


Extrait des Procés-verbaux de la Chambre des communes 
du mardi 1* mars 1988: 


Le débat reprend sur la motion de M. Wilson 
(Etobicoke-Centre), appuyé par M. Mayer,—Que le projet 
de loi C-109, Loi portant pouvoir d’emprunt, soit 
maintenant lu une deuxiéme fois et déféré 4 un Comité 
législatif. 

Cette motion est mise aux voix et, conformément a 
ordre adopté plus tét aujourd’hui, le vote par appel 
nominal est différé 4 quinze heures aujourd’hui. 


En conséquence, 4 quinze heures, la Chambre aborde 
le vote par appel nominal différé sur la motion de M. 
Wilson (Etobicoke-Centre), appuyé par M. Mayer,—Que 
le projet de loi C-109, Loi portant pouvoir d’emprunt, soit 
maintenant lu une deuxiéme fois et déféré 4 un Comité 
législatif. 

Cette motion, mise aux voix, est agréée par le vote 
suivant:— 


En cons€quence, ce projet de loi est lu une deuxiéme 
fois et déféré 4 un Comité législatif. 


Extrait des Procés-verbaux de la Chambre des communes 
du mercredi 2 mars 1988: 

Du consentement unanime, il est ordonné,—Qu’on 
modifie l’ordre de renvoi 4 un Comité législatif du projet 
de loi C-109, Loi portant pouvoir d’emprunt, de fagon a 
ce que le projet de loi soit déféré au Comité permanent 
des finances et des affaires économiques. 


ATTESTE 


Le Greffier de la Chambre des communes 
ROBERT MARLEAU 


HEL @ a! 


REPORT TO THE HOUSE 
Tuesday, March 8, 1988 


The Standing Committee on Finance and Economic 
Affairs has the honour to present its 


FOURTEENTH REPORT 


In accordance with its Orders of Reference of Tuesday, 
March 1, 1988 and of Wednesday, March 2, 1988, your 
Committee has considered Bill C-109, An Act to provide 
borrowing authority, and has agreed to report it without 
amendment. 


A copy of the Minutes of Proceedings and Evidence 
relating to this Bill (issue No. 141, which includes this 
report) is tabled. 


Respectfully submitted, 


DON BLENKARN, 
Chairman. 
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RAPPORT A LA CHAMBRE 
Le mardi 8 mars 1988 


Le Comité permanent des finances et des affaires 
économiques a l’honneur de présenter son 


QUATORZIEME RAPPORT 


Conformément a ses Ordres de renvoi du mardi 
mars 1988 et du mercredi 2 mars 1988, votre Comité a 
étudié le projet de loi C-109, Loi portant pouvoir 
d’emprunt et a convenu d’en faire rapport sans 
modification. 


yer 


Un exemplaire des Procés-verbaux et témoignages 
relatifs 4 ce projet de loi (fascicule n° 141, qui comprend 
le rapport) est déposé. 


Respectueusement soumis, 


Le président, 
DON BLENKARN. 


} 


7-3-1988 Finances et affaires économiques Lat it5 


MINUTES OF PROCEEDINGS 


MONDAY, MARCH 7, 1988 
(213) 


[Text] 


The Standing. Committee on Finance and Economic 
Affairs met at 8:02 o’clock p.m. this day, in Room 112-N, 
(Centre Block), the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Michael Cassidy, Simon de Jong, Murray Dorin, W. Paul 
McCrossan, Aideen Nicholson and Norman Warner. 

Acting Members present: Ross Belsher for Robert 
Layton; Jim Jepson for Bill Attewell and Gordon Taylor 
for Mary Collins. 

In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. From the Research 
Branch of the Library of Parliament: Richard Domingue, 
Research Officer. 


Appearing: The Honourable Michael Wilson, Minister 
of Finance. 


Witness: From the Department of Finance: David 
Dodge, Senior Assistant Deputy Minister, Tax Policy and 
Legislation Branch. 


The Orders of Reference dated Tuesday, March 1, 1988 
and Wednesday, March 2, 1988 being read as follows: 


It was ordered.—That, Bill C-109, An Act to provide 
borrowing authority be referred to the Standing 
Committee on Finance and Economic Affairs. 


Clause 1 was allowed to stand. 
On Clause 2 
The Minister made an opening statement and with the 


_ other witness answered questions. 


Clause 2 carried. 
Clause 3 carried. 
Clause 4 carried. 
Clause | carried. 
The Title carried. 
Bill C-109 carried, on division. 


[t was ordered,—That the Chairman report Bill C-109 
to the House. 


At 9:58 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE LUNDI 7 MARS 1988 
(213) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui a 20 h 02, dans la 
piéce 112-N de l’Edifice du centre, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Michael 
Cassidy, Simon de Jong, Murray Dorin, W. Paul 
McCrossan, Aideen Nicholson et Norman Warner. 


Membres suppléants présents: Ross Belsher remplace 
Robert Layton; Jim Jepson remplace Bill Attewell; 
Gordon Taylor remplace Mary Collins. 


Aussi présents: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. Du Service 
de recherche de la Bibliothéque du Parlement: Richard 
Domingue, attaché de recherche. 


Comparait: L’honorable Michael Wilson, ministre des 
Finances. 


Témoin: Du ministére des Finances: David Dodge, sous- 
ministre adjoint principal, Direction de la politique et de 
la législation de l’impét. 


Lecture des ordres de renvoi des mardi 1° mars et 
mercredi 2 mars 1988 est faite en ces termes: 


Il est ordonné.—Que le projet de loi C-109, Loi portant 
pouvoir d’emprunt, soit déféré au Comité 
permanent des finances et des affaires économiques. 


L’article 1 est réservé. 
Article 2 


Le Ministre fait une déclaration préliminaire, puis lui- 
méme et l’autre témoin répondent aux questions. 


L’article 2 est adopté. 

L’article 3 est adopté. 

L’article 4 est adopté. 

L’article 1 est adopté. 

Le titre est adopté. 

Le projet de loi C-109 est adopté avec voix dissidente. 


Il est ordonné,—Que le président fasse rapport, a la 
Chambre, du projet de loi C-109. 


A 21 h 58, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus| 
[Texte] 

Monday, March 7, 1988 


° 2000 


The Chairman: This meeting is called to consider Bill 
C-109, an act to provide borrowing authority. Appearing 
as Our witnesses tonight are the Hon. Michael Wilson, 
Minister of Finance, together with Mr. Dodge and Mr. 
Aquilina. The issue is Bill C-109. 


Mr. Minister, do you have any opening remarks you 
want to make with respect to the bill? 


Hon. Michael Wilson (Minister of Finance): I have a 
brief statement, which I will table. If I could get your 
permission that it would be printed as tabled, Mr. 
Chairman, then I can make a few general comments. 


The Chairman: [ think that is the easiest way to handle 
it. 


Mr. Wilson (Etobicoke Centre): This relates to Bill 
C-109 to provide us with the authority to implement a 
regular debt program to meet our financial requirements. 
It is a straightforward bill. It flows directly from the 
budget of February 10. We are looking for a borrowing 
authority of $25.3 billion. This is made up of $22.3 billion 
of financial requirements with a $3 billion non-lapsing 
reserve tO cover contingencies. I will not go through an 
explanation of the bill. It is a standard one, a very short 
bill. 


What I might say is that the statement tabled reviews 
the borrowing authority for the current year and how it 
has been used. You will see there is a fairly substantial 
increase in the savings bond issue of last year—$9 
billion—and that has been offset by a reduction in the 
share we have used treasury bills for. In addition there has 
been $2.7 billion of requirement for foreign exchange 
transactions. 


Let me just say in conclusion, Mr. Chairman, that this 
bill is an important bill. It does put the government in a 
position to maintain an orderly ongoing debt program, 
and quick passage will reduce uncertainty in capital 
markets. The changes we announced in the budgetary 
process in 1985 have been followed here. We have 
brought in a budget. We have the main estimates. We 
have brought in the borrowing bill consistent with both 
the estimates and the budget. This is consistent with the 
approach accepted in Parliament and recommended by 
the Standing Committee on Procedure and Organization. 
So I would ask committee members for their co-operation 
in dealing with the bill as quickly as they could in order 
to move this process along. 
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TEMOIGNAGES 
[Enregistrement électronique| 
[Traduction] 

Le lundi 7 mars 1988 


Le président: Nous examinons ce soir le projet de loi 
C-109, loi portant pouvoir d’emprunt. A cette occasion, 
nous entendrons le ministre des Finances, M. Michael 
Wilson, qui est accompagné de M. Dodge et de M. 
Aquilina. 


Monsieur le ministre, avez-vous des observations a faire 
au sujet de ce projet de loi avant que nous n’entamions la 
discussion? 


L’honorable Michael Wilson (ministre des Finances): 
J’ai une bréve déclaration que je déposerai et, avec votre 
permission, monsieur le président, je demanderai a ce 
qu’elle soit annexée aux délibérations de ce jour, pour que 
je puisse faire quelques observations d’ordre général. 


Le président: Je crois que c’est effectivement la 
meilleure fagon de procéder. 


M. Wilson (Etobicoke-Centre): Le projet de loi C-109 
autorise le gouvernement a emprunter de l’argent pour 
qu’il puisse respecter ses engagements financiers. Ce 
projet de loi est trés simple et découle directement du 
budget du 10 février dernier. Nous demandons une 
avance de 25,3 milliards de dollars dont 22,3 milliards 
représentent nos engagements financiers et 3 milliards de 
dollars une réserve ne tombant pas en annulation en fin 
d’exercice, pour couvrir toute éventualité. Je ne me 
propose pas d’expliquer ce projet de loi; il est standard et 
trés court. 


Le document que j’ai déposé ce soir passe en revue le 
pouvoir d’emprunt exercé cette année et montre 
comment il a été utilisé. Vous constaterez que le nombre 
d’obligations d’épargne émises l’année derniére, soit 9 
milliards de dollars, a énormément augmenté ce qui nous 
a permis de réduire d’autant nos émissions de bons du 
Trésor. De surcroit, l’achat de devises nous a couté 2,7 
milliards de dollars. 


En conclusion, permettez-moi de vous dire, monsieur 
le président, que ce projet de loi est important puisqu’il 
permet au gouvernement d’emprunter de_ |l’argent 
réguliérement, sans a-coup, et son adoption dans les plus 
brefs délais léverait l’incertitude qui plane sur les marchés 
financiers. Les modifications que nous avions annoncées 
dans le budget de 1985 ont été suivies. Nous avons 
présenté un budget. Nous avons préparé des prévisions 
budgétaires. Nous avons déposé un projet de loi portant 
pouvoir d’emprunt conforme aux prévisions budgétaires 
et au budget et qui s’inspire de la position adoptée par le 
Parlement et recommandée par le Comité permanent du 
programme et de la procédure. Je demanderais donc aux 
députés membres du comité d’adopter ce projet de lot 
dans les meilleurs délais pour que les choses puissent 
suivre leur cours. 
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[Texte] 


Those are all the comments I had on the borrowing 
authority. Mr. Chairman, I do have some general 
comments on finance estimates. I could save those until 
you want to deal with that. 


ry 


The Chairman: We are going to have a hearing next 
week on those. I think the Minister of State is going to be 
here. 


Mr. Wilson, there been a great deal of speculation in 
the press with respect to interest rates. It has been 
suggested that our interest rates are 2% to 2.5% above the 
American rates. Our dollar has been rising rapidly. Part 
of the excuse given in the past to maintain a high interest 
differential with the United States has been the excuse 
that we needed a high interest rate in Canada to keep the 
dollar from going out at the bottom. It seems to be now 
going through the roof. Can you tell us why we now keep 
a high interest rate policy? 


Mr. Wilson (Etobicoke Centre): Before answering the 
specific question, let me make a comment on the 
differential. In my judgment it is not totally appropriate 
to look simply at the differential between the two treasury 
bill rates. The U.S. dollar is a reserve currency. A number 
of countries purchase U.S. government treasury bills in 
order to hold them in their foreign exchange reserves. 
Therefore, the interest rates on US. treasury bills are 
abnormally low relative to the marketplace. 


* 2005 


As a general rule, in the Department of Finance—I 
believe this is the same with the Bank of Canada—we 
look more at the spreads between the 30- and 90-day 
commercial paper rates. At this point, those are about 
1.75% and have been for some while now. Apart from the 
time in the first half of 1986 when the Canadian dollar 
was under some pressure, you will recall, the spreads 
normally range between 0.5% and 2.5%, with 1.5% being 
a normal midpoint. So we are just a shade above that 
midpoint at 1.75%. 


__ Now, you asked why we have this spread on the higher 
‘end of the midpoint with the dollar being strong. I think 
the answer relates to the fact that we do have a strong 
economy. We have an economy that last year I believe 
'was the strongest of the G-7 countries—the main 
| industrialized countries. 


| There have been some potential problems showing up 
with regard to inflation, and the Governor of the Bank of 
‘Canada and I have both drawn attention to this. We 
/believe it is important that we maintain vigilance on these 
iparticular pressures. It has to be done in the context of 
iyur overall economic policy, but I believe it is good 
dreventive medicine for us to take this position now, and 
‘ry to avoid the problems we have run into in previous 
ears where inflation was allowed to get out of hand. It 


[Traduction] 


Voila ce que je voulais dire 4 propos de ce pouvoir 
d’emprunt. J’aurais quelques observations d’ordre général 
a faire sur les prévisions budgétaires du ministére des 
Finances, monsieur le président, mais je pourrais les faire 
lorsque vous les examinerez. 


Le président: Nous les examinerons la semaine 
prochaine et je crois que le Ministre d’Etat sera notre 
témoin. 


Monsieur Wilson, la presse s’intéresse beaucoup aux 
taux d’intérét a Il’heure actuelle. Certains disent que ces 
taux sont supérieurs de 2 4 2,5 p. 100 aux taux d’intérét 
américains. Notre dollar s’apprécie rapidement et on a 
toujours prétendu par le passé qu’il fallait conserver un 
certain écart entre les taux d’intérét canadiens et 
américains pour empécher |’affaissement du dollar. Or, le 
dollar semble maintenant crever tous les plafonds. 
Pourriez-vous nous dire pourquoi les taux d’intérét 
demeurent élevés au Canada? 

M. Wilson (Etobicoke-Centre): Avant de répondre 4 
votre question, permettez-moi de faire une observation a 
propos de cet écart. A mon avis, il n’est pas bon de 
s’attarder uniquement sur l’écart qui existe entre les taux 
d’intérét frappant les bons du Trésor. Le dollar américain 
est une monnaie de réserve. De nombreux pays 
détiennent des devises libellées en bons du trésor du 
gouvernement américain. C’est ce qui explique par 
conséquent, que les taux d’intérét frappant les bons du 
trésor américains sont anormalement bas par rapport au 
marché. 


En régle générale, au ministére des Finances—je crois 
que c’est le cas a la banque du Canada—nous préférons 
retenir l’écart qui existe entre les taux d’intérét frappant 
les effets de commerce 4 30 jours et 4 90 jours. A l’heure 
actuelle, cet écart se situe aux alentours de 1,75 p. 100 et 
ce, depuis déja un certain temps. Exception faite du 
premier semestre de l’année 1986, lorsque le dollar 
canadien a subi quelques pressions, si vous vous en 
souvenez bien, cet écart se situe normalement entre 0,5 p. 
100 et 2,5 p. 100, 1,5 p. 100 étant la norme. Il est donc un 
peu plus élevé, a 1,75 p. 100. 


Or vous m’avez demandé pourquoi cet écart est si élevé 
alors que le dollar canadien est ferme. A cela, je 
répondrai que notre économie est soutenue, puisqu’elle a 
connu le taux de croissance le plus élevé l’année derniére 
parmi les pays faisant partie du groupe des sept, des 
principaux pays industrialisés. 


Cependant, l’inflation n’a toujours pas été jugulée et le 
gouverneur de la banque du Canada et moi-méme avons 
insisté la-dessus. Nous estimons qu’il est important de 
nous montrer prudents. Nous devons agir dans le cas de 
notre politique globable, mais je crois qu’il est prudent 
d’adopter cette position pour l’instant et ainsi essayer 
d’éviter les problémes que nous avons connus les années 
précédentes lorsque l’inflation a atteint des sommets 
vertigineux. L’inflation avait alors fait grimper les taux 
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| Text] 


put very serious upward pressure on interest rates, which 
lasted at these high levels for far longer than any of us 
would have cared for at that time. The final result was the 
most serious recession we have had in Canada since the 
1930s. 


So we are watching this closely. That is the reason why 
interest rates are where they are and I am sure the 
Governor of the Bank of Canada would be agreeable to 
commenting further on this as it relates to monetary 
policy, if you so desired. 


Mr. Taylor: Along with interest rates, Mr. Minister, can 
you anticipate any economic conditions that are going to 
suddenly increase these rates the way they went up in the 
early 1980s—1982 and 1983—to above 20%? I am 
wondering if there are economic conditions that might 
cause an increase in the interest rates. 


Mr. Wilson (Etobicoke Centre): I do not see anything 
on the horizon, Mr. Taylor, to suggest that. If you go back 
to the 1981-82 period of high interest rates, that flowed 
out of a decade where we had quite severe and growing 
inflationary pressures, not just here but in other 
countries. I do not see those sorts of severe pressures on 
the horizon. 


Having said that, I think it is important that we 
recognize if there is not vigilance here to try to avoid that 
problem, in time we could develop that type of scenario. 
We are trying to avoid that by the actions we are taking 
now, and I believe we can avoid it. Certainly there is no 
sign whatsoever of that on the horizon today. 


° 2010 


I might say, we are following this. policy, recognizing 
that if inflationary pressures are allowed to get out of 
hand in say central Canada, central Ontario, because of 
the nature of the economic system in Canada it does not 
take long for those inflationary pressures to spread to 
other parts of the country. It would be far more difficult 
for the parts of the country outside of central Canada to 
withstand the pressure of those higher inflation rates. 
They have a much more lasting effect than anything we 
are looking at, knowing the interest rate levels today are 
just a shade over the midpoint of what we have seen in 
the past years. 


Mr. Taylor: I understand the Governor of the Bank of 
Canada, Mr. Crow, feels it is going to be possible to get 
the inflation rate down to zero. Do you think it is a 
realistic objective at this time? 


Mr. Wilson (Etobicoke Centre): I think Mr. Crow is 
making a statement related to very long-term objectives. I 
do not think he was considering something that would 
happen in the next year or two years. As an objective, we 
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[Translation] 


d’intérét qui sont demeurés élevés pendant beaucoup plus 
longtemps que nous l’aurions voulu. Et c’est ainsi que 
nous avons connu la récession la plus grave depuis les 
années 1930. 


Nous surveillons donc la situation de trés pres. C’est la 
raison pour laquelle les taux d’intérét demeurent au 
niveau ow ils sont et je suis sur que le gouverneur de la 
banque du Canada serait disposé a vous en parler dans le 
cadre de la politique monétaire qu’il poursuit, si tel était 
votre désir. 


M. Taylor: Dans cette méme veine, monsieur le 
ministre, prévoyez-vous quelques problémes économiques 
quelconque qui auraient pour effet de faire grimper les 
taux d’intérét au niveau que nous avons connu au début 
des années 1980—en 1982 en 1983—~v’est-a-dire a plus de 
20 p. 100? Je me demande si la conjoncture actuelle 
pourrait entrainer un relévement important des taux 
d’intérét. 

M. Wilson (Etobicoke-Centre): Rien ne permet de 
penser que ce soit le cas, monsieur Taylor. Si l’on 
remonte a l’année 1981-1982, année ou nous avons connu 
des taux d’intérét élevés, nous venons de traverser une 
dizaine d’années au cours desquelles les pressions 
inflationnistes avaient été assez sévéres et croissantes, non 
seulement ici au Canada mais a l’étranger. Or, je ne vois 
pas de pressions aussi graves poindre a l’horizon. 


Cela dit, je crois qu’il est important de savoir que si 
nous ne nous montrons pas prudents, nous pourrions 
revivre ce méme scénario. Nous essayons d’éviter que 
cette situation ne se reproduise en prenant des mesures 
dés maintenant et je crois que nous pouvons éviter tous 
ces problémes. Je ne vois aucun indice pour |’instant qui 
me permettrait de penser que nous pourrions revivre cette 
méme période troublante. 


Je pourrais dire que nous suivons cette politique, 
sachant que si l’on ne contrdle pas les pressions 
inflationnistes dans le Canada central, par exemple, dans 
Ontario central, vu la nature de l’économie canadienne, 
ces pressions inflationnistes ne tarderont pas a s’étendre 
au reste du pays. Il serait beaucoup plus difficile pour les 
régions a l’extérieur du Canada central de résister 4 une © 
hausse de l’inflation. L’inflation a un effet beaucoup plus 
durable que tout ce que nous avons considéré jusqu’ici, 
étant donné que les taux d’intérét actuels sont légerement 
supérieurs a la moyenne des derniéres années. 


M. Taylor: Je crois savoir que le Gouverneur de la 
Banque du Canada, M. Crow, croit qu’on pourra réduire 
le taux d’inflation a zéro. Pensez-vous que c’est un objectif 
réaliste a l’heure actuelle? 


M. Wilson (Etobicoke-Centre): Je pense que M. Crow 
parle de l’objectif 4 long terme. A mon avis, cela ne sé 
produira pas dans un an ou deux. On a vu d’autres pays, 
le Japon et l’Allemagne, ow le taux d’inflation a été réduit 
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have seen in other countries, in Japan and Germany, in 
the past year or so, inflation getting down to zero or 1% 
levels. I think the intent of the government is to see 
inflation reduced. I do not put any targets on this at this 
point. I think we have to do this in the context of overall 
economic policy. I believe it is important for people 
making decisions to have the sense we are trying to 
control inflation. 


[I do not have to stress this to you, we do know 
inflation is far more damaging to people on fixed incomes 
and people who are retired. I think we want to give those 
people the peace of mind that we are trying to keep 
inflation to as low levels as we can, and that is the context 
within which this policy is being followed. It has to be 
done in the overall context of economic policy, and this 
covers a range of things. If you look at the bottom line of 
the economic policy Canada has been following, you have 
a very nice balance here of a growth rate. As one of the 
leaders of the industrialized countries. Canada has been 
number one of the G-7 countries since 1984. At the same 
time, we have been number one in employment growth. 
Those are two key bottom-line measures of economic 
performance, and I think our broad economic policy has 
to be judged in that overall sense. 


Mr. Taylor: Going directly to the bill, do you anticipate 
this entire sum of $25 billion is going to be borrowed for 
use before March 31, or have you provided a little bit to 
play with, as the Liberals used to do? 


Mr. Wilson (Etobicoke Centre): As I said in my 
Opening remarks, there is a $3 billion contingency over 
and above what we caiculate our financial requirement 
would be. To put that into context, in this current year we 
have needed $2.7 billion to finance the increase in our 
foreign exchange reserves. So while there is a contingency 
there, we feel it is realistic within the overall environment 
within which we are Operating. ; 
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The Chairman: Perhaps we could keep the questions, 
for the moment, on the question of interest rates. 


Mr. Jepson: Thank you, Mr. Wilson, for appearing 
tonight. The economy has performed extremely well, and 
I believe that to a large extent it is because of the fiscal 
policy you have displayed in the last three years in trying 
to deal with expenditures and reduce the deficit. I believe 
this has created a confidence within the investment circle. 
However, I do have a concern, as expressed earlier, that 
the high dollar could have a very adverse effect, 
oarticularly on our balance of trade. I think you have 
given figures before, and I would like to hear them again. 
zach 1¢ increase in the dollar translates into a possible 
OSs in our trade values and trade figures. 


Mr. Wilson (Etobicoke Centre): I cannot recall ever 
‘iroviding that type of figure. In the fiscal plan there is a 
‘€nsitivity analysis on what a 100 basis point increase in 
“aterest rates would be or what one percentage point 
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a zéro ou a 1 p. 100 au cours de l’année derniére. Le 
gouvernement veut réduire le taux de l’inflation. Je ne 
fixe pas d’objectif 4 ce stade-ci. Il faut le faire dans le 
contexte de la politique économique globale. Je crois que 
les décideurs économiques doivent savoir que nous nous 
efforgons de juguler |’inflation. 


Inutile de vous signaler que l’inflation nuit beaucoup 
plus aux gens a revenu fixe et aux retraités. Nous voulons 
les assurer que nous essayons de réduire au minimum 
Vinflation et c’est dans ce contexte-la qu’on poursuit cette 
politique. [1 faut le faire dans le contexte de la politique 
économique globale, ce qui comprend plusieurs choses. 
La politique économique que nous avons adoptée pour le 
Canada a eu pour effet un trés bon taux de croissance. Le 
Canada se place premier parmi les pays industrialisés 
membres du G-7 depuis 1984. En méme temps, notre 
taux de croissance a été le meilleur dans le secteur de 
Vemploi. Voila deux indices économiques clés et je pense 
qu'il faut juger l’ensemble de notre politique économique 
dans ce contexte-la. 


M. Taylor: Je pars directement du projet de loi: 
prévoyez-vous que la totalité des 25 milliards de dollars 
sera empruntée pour étre utilisée avant le 31 mars ou 
vous étes-vous laissé une certaine marge de manoeuvre, 
comme les Libéraux le faisaient? 


M. Wilson (Etobicoke-Centre): Comme je Vai dit au 
debut, il y a une réserve de 3 milliards de dollars, en plus 
des besoins financiers établis. Pour mettre cela en 
contexte, au .cours du présent exercice nous avons eu 
besoin de 2,7 milliards de dollars pour financer 
augmentation de nos réserves en devises étrangeéres. 
Donc méme s’il y a une réserve, nous croyons que c’est 
réaliste dans la conjoncture actuelle. 


Le président: Tenons-nous en aux taux d’intérét, pour 
le moment. 


M. Jepson: Merci d’étre venu ce soir, monsieur Wilson. 
L’économie a réalisé une performance extrémement 
bonne et je crois que c’est da en grande partie a la 
politique fiscale que vous avez poursuivie au cours des 
trois derniéres années pour réduire les dépenses et le 
deficit. Je crois que cela a donné confiance aux 
investisseurs. Mais, comme je l’ai déja dit, je m’inquiéte 
des répercussions de la hausse du dollar sur notre balance 
commerciale. Je pense que vous avez déja donné des 
chiffres mais je voudrais les entendre de nouveau. Chaque 
cent d’augmentation peut se traduire par une perte de 
notre commerce extérieur. 


M. Wilson (Etobicoke-Centre): Si je ne m’abuse, je n’ai 
jamais donné ces chiffres. Le plan fiscal prévoit 
incidence sur le déficit d’une augmentation de 1 p. 100 
des taux d’intérét ou du produit national brut. Mais pour 
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change in the gross national product rate would be on the 
fiscal deficit. But as for what you have asked for, I think— 
and I am not an expert on it—it would be very difficult to 
be precise about change. 


I will give you an example of what I mean. In this last 
quarter, the fourth quarter of 1987, we have had an 
increase in exports at an annual rate, I believe, of 
something like 25%. I do not have that in front of me. 


Mr. Jepson: An increase of 25%? 


Mr. Wilson (Etobicoke Centre): On an annual basis of 
exports it was 25%, at the same time as the Canadian 
dollar was rising. So people can make adjustments, and 
people do make adjustments. 


Mr. Jepson: What [ am saying is that I, for one, have 
some grave concerns that when we have the spread 
between U.S. and Canada in interest rates and a dollar 
that has increased roughly 5¢ to 6¢ in fairly recent time, if 
we do not come to grips with it, this can have a very 
negative effect on our exports. I am wondering if you 
share that concern and see a need to look at the interest 
rates and give it that attention immediately or in the very 
near future if, as in the current situation, the dollar 
continues to show strength. 


Mr. Wilson (Etobicoke Centre): Let me confirm that 
figure. In the fourth quarter of 1987 our exports did grow 
at an annual rate of 25%. Getting back to your question, 
one of the key variables to the competitive position of an 
economy is the inflation rate. A change in the inflation 
rate usually means an ongoing impact on the competitive 
position of an economy. In other words, if the inflation 
rate goes up +% in one year and 3% in another year, that 
is a total of 7%. Only when the inflation rate is negative 
do you knock off the change in the inflation rate. So it is 
important to keep in mind the impact of the rate of 
inflation. 


Mr. Jepson: There has not been that much fluctuation 
in the inflation rate. It has been pretty constant. 


Mr. Wilson (Etobicoke Centre): It ‘has been, but it is 
plus 4% each year. My point is that if you do not reduce 
the inflation rate below zero the cost structure of the 
economy is there on a permanent basis. Interest rates and 
exchange rates can fluctuate. I think it is more imporant 
to make adjustments in the inflation rate and the 
exchange rate—the interest rate is temporary by nature—if 
you can, by doing that, avoid a permanent increase in the 
cost structure of the economy. That is what is behind the 
policy. I believe the short-term impact on the competitive 
position of seeing the dollar go up one, two or three cents 
can be less important to the competitive position of the 
economy than having a permanent increase because we 
have a jump in the inflation rate. 
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Mr. Jepson: Banks are very quick to increase the 
interest rates when they see a serious fluctuation in the 
dollar, but they are not so quick to reduce them when 
they see an opposite reaction. I hear all the time that they 
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répondre a votre question, méme si je ne suis pas expert 
en la matiére, je crois qu’il serait trés difficile de préciser. 


Je vous donnerai un exemple. Au cours du dernier 
trimestre de 1987, soit le plus récent, les exportations 
canadiennes ont augmenté a un rythme annuel d’environ 
25 p. 100, je crois. Je n’ai pas les chiffres devant moi. 


M. Jepson: Une augmentation de 25 p. 100? 


M. Wilson (Etobicoke-Centre): Sur une base annuelle, 
c’était 25 p. 100 en méme temps que la valeur du dollar 
canadien montait. Donc les gens peuvent s’y adapter et 
c’est ce qu’ils font. 


M. Jepson: Ce que je veux dire, c'est que pour ma part, 
je me préoccupe beaucoup de l’écart entre les taux 
d’intérét aux Etats-Unis et au Canada et de l’augmentation 
récente d’environ de 5c. ou 6c. de la valeur de notre 
dollar. Si nous ne nous y attaquons pas, cela peut nuire 
beaucoup a nos exportations. Je me demande si vous 
partagez ce souci. Pensez-vous qu'il faut examiner les taux 
d’intérét immédiatement ou dans un avenir trés 
rapproché si la valeur du dollar continue a monter? 


M. Wilson (Etobicoke-Centre): Permettez-moi de 
confirmer ce chiffre. Au quatrieéme trimestre de 1987, nos 
exportations ont augmenté 4 un taux annuel de 25 p. 100. 
Pour revenir a votre question, la compétitivité de 
l'économie dépend, entre autres, du taux de l’inflation. Si 
ce taux la change, cela a toujours un effet sur la 
compétitivité de l'économie, en général. Autrement dit, si 
les prix augmentent de 4 p. 100 une année et de 3 p. 100 
V’année suivante, cela fait une hausse totale de 7 p. 100. 
Les prix ne baissent que si le taux d’inflation est inférieur 
a zéro. Donc il est important de tenir compte de Veffet du 
taux de l’inflation. 


M. Jepson: Le taux de l’inflation n’a pas changé de 
beaucoup. II est assez stable. 


M. Wilson (Etobicoke-Centre): C’est vrai, il est un peu 
au-dessus de 4 p. 100 chaque année. Ce que je veux dire, 
c’est que si le taux d’inflation n’est pas négatif, les couts 
continuent 4 monter en permanence. Les taux d’intérét et 
les taux de change peuvent fluctuer. Mais je pense qu’il 
est plus important de procéder a des ajustements du taux 
d’inflation et du taux de change—le taux d’intérét étant de 
toute. fagon quelque chose de temporaire—si cela vous 
permet de soulager l’économie du poids croissant qu’ils 
font peser sur elle. Voila exactement ce qu’il y a derriére 
notre politique. Mais une reprise de notre dollar de lc., 
2c. ou 3c. nous affaiblit moins, face a nos concurrents, 
que ce fardeau croissant d’une inflation galopante. 


M. Jepson: Les banques sont toujours promptes 4 
relever les taux d’intérét, lorsque le dollar vacille, mais 
elles sont beaucoup plus longues 4 la détente lorsqu’il 
s’agit de renverser la vapeur. J’entends en permanence les ~ 
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bumped them up overnight at the slightest indication, but 
when the trend goes the other way they seem to be able to 
come up with a lot of good reasons for not following so 
quickly. 


‘ 


Mr. Wilson (Etobicoke Centre): Our response to that 
has been to introduce greater competition into the 
financial markets by bringing in more financial 
Participants and giving them greater powers. That is the 
main thrust of the financial services reforms announced 
by Tom Hockin a little over a year ago. As _ that 
competition takes hold—it is showing up now—we are 
going to see the banks, trust companies and others 
changing their interest rates and being more sensitive to 
competition. 


I do not want to, and I do not think you would want 
to, get to a point where we have the government dictating 
the level of interest rates. If we have a market that is very 
competitive, it is by far the better way of doing it. That is 
the policy this government has been following. 


The Chairman: I know Mr. Belsher wants to get into a 
15% investment tax on insurance companies. I was 
wondering if we could hit the question of interest rates 
temporarily and then go to that. 


Mr. de Jong: [ would like to ask the Minister some 
more questions, generally dealing with tax reform and the 
committee’s report. When we are dealing with the 
question of interest rates, the concern you and the Bank 
of Canada have expressed is with inflation and it has to be 
part of the equation, but surely there are other parts to 
that equation and other factors that are also of concern. 
Levels of employment, employment opportunities in the 
various regions of this country, the effect a high interest 
rate has on the amount of accumulated obligations to the 
debt servicing to foreigners that we attract, the capital and 
the cost of servicing and the drag it would create on the 
Canadian economy are other factors at play. That is not to 

_ deny the importance inflation, but to stress to you, sir, 
that other factors are also as important. 


It seems to us that your policy and the policy of the 
Bank of Canada is just to look at inflation. Do you not 
think that surely with the strength of the Canadian dollar 
right now and the spread between the American rate and 
the Canadian rate we could lower the interest rates by one 
Or two points? 
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' Mr. Wilson (Etobicoke Centre): Well, Mr. de Jong, you 
say we just look at the inflation factor. You may not have 
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gens se plaindre autour de moi de cette fagon dont les 
banques réagissent du jour au lendemain A la moindre 
saute d’humeur du marché, mais lorsque la tendance se 
renverse elles ont des tas de bonnes raisons pour ne pas 
suivre le mouvement aussi rapidement. 


M. Wilson (Etobicoke-Centre): Voila précisément 
pourquoi nous avons décidé d’ouvrir le marché des 
institutions financiéres a la concurrence, en permettant au 
nombre des institutions de se multiplier et en permettant 
a leurs compétences de s’étendre. Voila ce A quoi vise la 
réforme des institutions financiéres qui a été annoncée 
par Tom Hockin il y a un petit peu plus d’un an. Au fur 
et a mesure que la concurrence jouera—on commence a 
en sentir les effets dés maintenant—les banques, les 
sociétés de fiducie, et les autres institutions financiéres 
vont réviser leur taux d’intérét. 


Je ne voudrais pas, et je ne pense pas que vous le 
vouliez non plus, en arriver 4 un point ow ce serait au 
gouvernement de fixer les taux d’intérét. Je pense qu’il est 
préférable que ceux-ci soient fixés par les lois du jeu de la 
concurrence et du marché. En tous les cas c’est la 
politique que mon gouvernement a suivie jusqu’ici. 


Le président: Je sais que M. Belsher voudrait poser des 
questions sur la taxe de 15 p. 100 appliquée aux revenus 
de placement des compagnies d’assurance. Nous 
pourrions peut-étre terminer cette question des taux 
d’intérét, rapidement, et ensuite nous Ppasserons a cet 
autre sujet. 


M. de Jong: J’ai quelques questions a poser au ministre 
sur la réforme fiscale de fagon générale, et sur la réaction 
du gouvernement au rapport du Comité. Mais puisque 
nous en sommes a la question des taux d’intérét, je 
rappellerais que la Banque du Canada et vous-mémes 
semblez vous étre surtout préoccupés du taux d’inflation, 
et il est certain que c’est un des parametres a ne pas 
perdre de vue, mais je suppose que ce n’est pas le seul. Je 
pense er particulier au marché de l’emploi, au chémage, 
a la création d’emploi dans les différentes régions du pays, 
au fait que des taux d’intérét trés élevés accroissent le 
fardeau de la dette lorsque des étrangers investissent chez 
nous, et que tout cela a des répercussions sur la structure 
du capital et sur les investissements, tout en affaiblissant 
l'économie canadienne. Voila donc d’autres facteurs qui 
entrent en ligne de compte, cela sans évidemment nier 
importance de l’inflation, mais sans oublier non plus ces 
autres variables et éléments. 


J’ai l’impression que votre politique et celle de la 
Banque du Canada consistent a donner la primeur a 
inflation. Avec maintenant un dollar canadien qui a 
repris, et étant donné par ailleurs le différentiel entre le 
taux américain et le taux canadien, ne pensez-vous pas 
que nous puissions abaisser nos taux d’intérét de un ou 
deux points? 


M. Wilson (Etobicoke-Centre): Monsieur de Jong, a 
vous entendre il n’y a que l’inflation qui puisse compter 
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been in the room when I made the comment that the 
inflation rate is only one of the elements we look at in 
designing economic policy. It is a key variable, but there 
are others as well. 


I have pointed out that since we have been in office, 
Canada has had the number one job-creation rate of the 
major industrialized countries. You yourself referred to 
job opportunities in different parts of the country. I will 
not take you through every province, but in 
Newfoundland we have dropped from an unemployment 
rate of 23.8% to 17.4%; New Brunswick, 16.2% to 12.5%; 
Ontario, 9.4% to 5.3%; Alberta, 12.1% to 8.8%; British 
Columbia 15.1% to 10.1%. Looking at one of the bottom 
lines of economic policy, we have done pretty well here. 


Now I am not going to sit back, and I am sure you 
would not want me to, and say these results are 
satisfactory as a final objectives for those parts of the 
country that have unemployment rates in the 12%, 14%, 
in the case of Newfoundland, 17% rate. We are 
committed to getting those lower, and that is another part 
of economic policy, fiscal policy designed to develop 
programs that address economic problems in the regions. 


What we have done in ACOA, western diversification, 
and the Atlantic enterprise, which is dedicating 
purchasing to parts of the Atlantic provinces, are things 
that are part of decisions in a variety of departments. We 
are very sensitive to the impact of these policies on 
regions of high unemployment. 


We do not just look at the inflation rate. I know that 
you and your colleagues in the New Democrat Party have 
always been concerned about the high levels of interest 
rates that we reached in the early 1980s. 


Mr. de Jong: Yes, absolutely. 


Mr. Wilson (Etobicoke Centre): Absolutely, and the 
reason for that was because inflation, as one part of 
economic policy, got out of hand, so we are trying to 
avoid that problem recurring, but at the same time we 
have had the fastest growing economy and the best job- 
creation rate of the major industrialized countries. 


Mr. de Jong: I suppose we can get into a discussion as 
to what were the causes of the high inflation of the 1970s. 
Some analysts point out to the war in Vietnam, and 
President Johnson wanting guns and butter all at the same 
time. From there on our problem has been there, and the 
solution to it was the high interest rates, which had a 
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pour nous. Vous n’étiez pas 1a lorsque j’ai justement 
expliquer que ce taux d’inflation n’était qu’un des 
éléments dont nous tenons compte au moment ou nous 
mettons en forme notre politique économique. C’est une 
variable-clé sans doute, mais il y en a d’autres 
effectivement. 


J’ai a ce sujet fait remarquer que depuis l’arrivée de 
notre gouvernement au pouvoir, le Canada est celui des 
grands pays industrialisés qui a connu le taux de création 
d’emplois le meilleur. Vous avez parlé tout a l’heure de 
création d’emplois dans les régions, je ne vais pas ici faire 
le tour des provinces, mais rappeler simplement qu’a 
Terre-Neuve le taux de chomage a chuté de 23.8 p. 100 a 
17.4 p. 100, de 16:2p: 100 a 12.5) p.- 100%aw Nouveau- 
Brunswick, de 9.4 p. 100 4 5.3 p. 100 en Ontario, de 12.1 
p. 100 4 8.8 p. 100 en Alberta, et de 15.1 p. 100 4 10.1 p. 
100 en Colombie-Britannique. Si nous nous en tenons ici 
a lun des grands principes de toute politique 
économique, je crois que nous nous en tirons trés bien. 


Cela ne veut pas dire que je vais maintenant me croiser 
les bras, ga n’est pas non plus ce que vous attendez de 
moi, en prétendant que ces résultats sont pleinement 
satisfaisants, et que nous pourrons effectivement nous 
accommoder de taux de chomage de 12 ou 14 p. 100, 
comme c’est le cas dans certaines provinces, ou de 17 p. 
100 a Terre-Neuve. Nous avons promis de continuer a 
lutter contre le chomage, cela continue a faire partie de 
notre politique économique et budgétaire, et cela 
notamment grace a des programmes congus en fonction 
de la réalité économique de chaque région. 


Et ce que nous avons fait avec l’APA, avec le Bureau 
de diversification de l’économie de l’Ouest, avec le 
programme entreprise atlantique, qui doit permettre de 
réserver certains marchés d’Etat aux régions de 
V’Atlantique, fait partie d’un processus de prise de 
décision qui concerne divers ministéres a la fois. Nous 
suivons de trés prés les résultats que donnent ces diverses 
politiques dans les régions ou le taux de chdmage est 
élevé. 

Tout cela pour vous dire qu'il n’y a pas pour nous que 
le taux d’inflation qui compte. Je sais que vous et vos 
collégues, au Nouveau parti démocrate, avez toujours été 
trés préoccupés par cette escalade des taux d’intérét au 
début des années 80. 


M. de Jong: Absolument. 


M. Wilson (Etobicoke-Centre): Effectivement, et une 
des raisons en était précisément l’inflation galopante, ce 
que nous voudrions éviter de voir se reproduire, mais en 
méme temps nous avons eu la croissance économique la 
plus rapide et le meilleur taux de création d’emplois des 
grands pays industrialisés. 


M. de Jong: On pourrait effectivement discuter des 
raisons de ce taux d’inflation phénoménal des années 70. 
Certains analystes parlent du Vietnam, et de ce que le 
président Johnson voulait 4 la fois des canons et du 
beurre. De 1a venaient tous nos maux, et la solution était 
de laisser croitre les taux d’intérét, avec les répercussions 
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tremendously hard social impact on just millions of 
people in the western industrialized world. 


In Canada the effect was particularly dramatic with our 
high unemployment rate. We are finally beginning to 
recover from that. While your government can take some 
credit for that, certainly we started out with an extremely 
high level of unemployment, and we all welcome the fact 
that we are beginning to reduce that now in the last 
number of years. But certainly the casualties are still out 
there, all those people who in the end had to suffer in the 
battle for wrestling inflation to the ground—the poor, the 
unemployed. And coupled with that are government 
deficits and the tightening up of social programs across 
this country. We have always felt it is a case of the victims 
being blamed. 


° 2030 


Our concern still is that we have an inflation rate that 
is high. We still have an unemployment rate that is 
unacceptable, particularly in quite a few regions of this 
country. Certainly we are not the only ones calling for 
lower interest rates. The Royal Bank of Canada, for God’s 
sake, is asking for lower interest rates. Premier Bourassa is 
calling for lower interest rates, Suggesting the economic 
conditions are such that we should be able to afford 
dropping our rates by one or two points. 


Mr. Wilson (Etobicoke Centre): The way you pose the 
question suggests that the government is fostering an 
interest rate policy deliberately to increase 
unemployment. The motives of this government are 
absolutely clear and beyond reproach. We have done 
everything we can in the broad context of the economic 
policy we followed to encourage job creation. We may use 
a fundamentally different approach from the New 
Democratic Party’s. We try to do this in a way that 
motivates the private sector to create those jobs. But I 
think the results speak for themselves. We have had the 
best job-creation rate of any government over an extended 
period of time. Last year had the largest number of jobs 
ever Created in a single year by a government. 


So I think you have to step behind the simplistic 
interpretation that is implied by your question and look at 
_the reasons why. I think I have set out pretty clearly the 
reasons why we are following this. But let me take you 
back to the: early part of your question. You said the 
inflation that led to the high interest rates in 1981-82 were 
Started by President Johnston and the war in Vietnam. 
Well, the war in Vietnam was shut down, I believe, in 
1973. So we had another eight years of disregard of the 
inflationary pressures that were put in train by those 
‘earlier decisions, and they culminated in the disastrous 
recession we had in 1982. 
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extreémement dures que cela a pu avoir sur le plan social 
pour des millions d’habitants de ces pays industrialisés en 
Occident. 


Les répercussions ont été particuligrement dramatiques 
au Canada, avec le taux de chomage que vous savez. Nous 
commengcons a nous remettre de ce choc. II est vrai que 
votre gouvernement peut d’une certaine maniére mettre 
cette amélioration a son crédit, il est vrai que le taux de 
chomage dont il avait hérité était trés élevé, et nous 
sommes ravis de constater que, depuis quelques années, il 
est en régression. Mais au passage nous y avons laissé des 
plumes, je veux parler de tous ceux qui finalement ont 
fait les frais de cette lutte sans merci contre l’inflation. . . 
les pauvres, les chOmeurs. A cela s’ajoute la politique de 
réduction du déficit budgétaire, les coupures imposées 4 
Venveloppe sociale, etc. Dans ce cas précis nous avons eu 
trés nettement l’impression que l’on accusait une fois de 
plus ceux qui étaient déja des victimes. 


Il n’en reste pas moins que pour nous le taux 
d’inflation reste élevé, et que dans de nombreuses régions 
du pays le taux de chémage est absolument inacceptable. 
Or nous ne sommes pas les seuls 4 demander que l’on 
fasse baisser les taux d’intérét. La Banque Royale du 
Canada elle-méme le demande. M. Bourassa également, 
en expliquant que la situation économique est telle que 
nous devrions pouvoir laisser chuter ces taux d’intérét de 
un Ou deux points. 


M. Wilson (Etobicoke-Centre): La fagon dont vous 
posez votre question pourrait laisser croire que notre 
gouvernement se sert de la question des taux d’intérét 
pour, délibérément, aggraver le chomage. Or les 
intentions de ce gouvernement sont absolument claires et 
absolument irréprochables. Une fois les grandes lignes de 
notre politique économique fixées, nous avons fait tout ce 
qui était en notre pouvoir pour stimuler la création 
d’emplois. Notre conception est peut-étre radicalement 
differente de celle du Nouveau parti démocratique. C’est 
vrai, nous cherchons 4 motiver l’entreprise et le secteur 
privé. Mais je crois que les résultats parlent d’eux-mémes. 
C’est-a-dire que nous pouvons mettre a notre actif le taux 
de création d’emplois le meilleur qu’ait pu mettre a son 
actif n’importe quel gouvernement depuis trés longtemps. 
Aucun gouvernement n’a jamais en un an créé autant 
d’emplois que nous l’avons fait l’an dernier. 


Je crois donc qu’il faut essayer de dépasser ces 
interprétations simplistes que sous-entend votre question 
et sé tourner vers les raisons de notre politique 
économique. Je crois que je les ai exposées trés 
clairement. Mais permettez-moi de revenir 4 la premiére 
partie de votre question. Vous dites que l’inflation qui est 
a Vorigine des taux d’intérét si élevés de l’année 
1981-1982 remonte a l’ére Johnston et a la guerre du 
Vietnam. N’oubliez tout de méme pas que cette guerre 
s’est terminée, si je ne me trompe, en 1973. Cela veut dire 
qu'il s’est ensuite écoulé huit ans pendant lesquels on a 
absolument ignoré cette tendance inflationniste qui 
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I agree, high interest rates, when they get to the 
15%-to-20%-plus levels we saw in 1981-82, can have a 
very serious social impact. But I think the fact that we 
have seen the numbers of those living below the poverty 
line decrease in our term of office, for the first time since 
1981, I believe, demonstrates that we are moving in the 
right direction. We have a way to go, sure. There are still 
too many people living below the poverty line. But let us 
look at the bottom-line results. Things are happening in a 
very positive way. 


We have also been able to do these things and bring in 
some very positive initiatives in social policy: the national 
child care strategy that Jake Epp announced last year, the 
extension of the spouse’s allowance in September 1985, 
the refundable sales tax credit, which we brought in in the 
1986 budget and increased with tax reform, the pre- 
payment of the child tax credit, the increase in the the 
supplement to the child tax credit— 


OVA) 


Mr. de Jong: Mr. Minister, we are not on the hustings 
yet. We are doing a dry run, I understand that. 


Mr. Wilson (Etobicoke Centre): I was drawing to your 
attention the fact that we have had a very balanced policy. 


The Chairman: But we are on interest rates. 


Mr. Wilson (Etobicoke Centre): My friend here drew 
the link between— 


The Chairman: He cannot help that. 


Mr. Wilson (Etobicoke Centre): —economic policy and 
social policy. I have to reinforce that link— 


Mr. Belsher: You have to excuse him. 


Mr. Wilson (Etobicoke Centre): —and the broadening 
of the definition of disability, the increased tax assistance 
for the disabled, changes to medical expenses, charitable 
donations, increased veterans benefits. 


The Chairman: Before you know it, you are going to 
have him voting for us. Iam going to Mr. McCrossan— 


Mr. Wilson (Etobicoke Centre): Mr. McCrossan’s name 
reminded me that the other major social policy initiative 
was the tremendous improvement in pension policy, 
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remonte sans doute a des décisions prises précédemment, 
mais qui n’en a pas moins abouti 4 cette récession 
désastreuse de 1982. 


Je suis d’accord, lorsque les taux d’intérét sont trop 
élevés, lorsqu’ils se situent dans une fourchette de 15 a 20 
p. 100 ou plus, comme en 1981-1982, les répercussions 
sur le plan social peuvent étre dramatiques. Mais le fait 
que le nombre de ceux qui vivent au-dessous du seuil de 
pauvreté ait régressé depuis que mous sommes au 
gouvernement, et pour la premiére fois depuis 1981, 
prouve, je pense, que nous ne faisons pas fausse route. Il 
reste encore du chemin 4a faire, c’est certain. Il y a encore 
trop de gens qui vivent au-dessous du seuil de pauvreté. 
Mais voyons quels sont les résultats essentiels qui ont pu 
étre obtenus. Je dois dire que cela évolue de fagon tres 
positive. 


Parallélement nous avons réussi 4 prendre un certain 
nombre de mesures également trés positives dans le 
domaine de la politique sociale: je pense a notre stratégie 
nationale en matiére de garderie annoncée par Jake Epp 
l’'an dernier, je pense aux mesures prises en faveur de 
allocation du conjoint en septembre 1985, au crédit 
remboursable sur la taxe de vente, mesure proposée en 
méme temps que le budget de 1986 et amélioré dans le 
cadre de la réforme fiscale, je pense également au 
paiement anticipé du crédit d’impot pour enfant, 4 
l'augmentation du supplément du crédit d’impot pour 
enfant. 24 


M. de Jong: Monsieur le ministre, nous ne sommes pas 
encore en campagne électorale. Nous nous exergons, je 
sais, je sais. 


M. Wilson (Etobicoke-Centre): J’attirais votre attention 
sur le fait que nous avons adopté une politique trés 
équilibrée. 

Le président: Nous sommes sur les taux d’intérét. 


M. Wilson (Etobicoke-Centre): C’est que mon ami 
faisait un lien entre... 


Le président: C’est plus fort que lui. 


M. Wilson (Etobicoke-Centre): ... la politique 
économique et la politique sociale. Je me dois de 
souligner le lien qui existe. . . 


M. Belsher: Il faut l’excuser. 


M. Wilson (Etobicoke-Centre): .. . et |’élargissement de 
la définition d’invalidité, l’augmentation des crédits 
d’impot a l’intention des handicapés, les modifications 4 
la déduction pour frais médicaux, les dons de charité, et 
V’augmentation des prestations a l’intention des anciens 
combattants. 


Le président: Avant longtemps, il votera pour nous. Je 
vais maintenant céder la parole a M. McCrossan. . . 


M. Wilson (Etobicoke-Centre): En parlant de M. 
McCrossan, vous me rappelez l’autre grande initiative en 
matiére de politique sociale, les améliorations énormes 
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Canada Pension Plan, pension benefit standards, 
registered retirement income funds, RRSPs, and I am 


missing one. Will you help me, Mr. McCrossan? 


The Ghatrnan: 
funds. 


Mr. Jepson: Are you not glad you asked that question? 


Registered retirement investment 


Mr. McCrossan: That was the first question he was 
ready for. He had two pages to read there. 


Can I come back to the foreign exchange reserves in 
the contingency fund, and how it started to infiltrate 
policy? The foreign exchange reserves position was 
published last Friday, and has been increasing very 
Sharply. As you have indicated, we went through nearly 
$3 billion of supplementary borrowing authority by 
increasing our foreign exchange reserves. 


Money traders tell me that as a result of our interest 
rate policy they are in a position to hedge their currency 
and interest rate risks and speculate virtually without risk 
against the Canadian dollar, and that accounts in large 
part for the rapid run-up in foreign exchange reserves. I 
wonder if you have had a look at this, with the very 
dramatic increases in foreign exchange reserves occurring 
in the last two and a half months, and whether you agree 
that given the position of the bank vis-a-vis the Currency 
we are being forced to eat a fair amount of our 
discretionary borrowing by increasing the reserves, which 
is-really the result of successful speculation, against the 
governor's interest rate and currency and dollar policy. 


Mr. Wilson (Etobicoke Centre): Mr. McCrossan, I do 
not think anybody speculates without risk. Those in the 
marketplace who feel they are speculating without risk 
have in the past I think found it is wise from time to time 
to look over their shoulders. 


The Chairman: Are you prepared to burn them? 


Mr. Wilson (Etobicoke Centre): I will not answer that 
question, Mr. Chairman. It is totally inappropriate for me 
to respond to that. 


The point I am making is there has been a run-up in 
reserves. Part of that is also a function of the concern for 
inflation. As a currency moves up in value, that also adds 
some deflationary tendency to the performance and the 
economy. 


I think that the interest rate policy and the exchange 
rate policy are consistent. It has resulted in an increase in 
foreign exchange reserves, but I am not uncomfortable 
with an increased level of foreign exchange reserves. I 
think that when we came into office, my reserves were in 
the $3.5 to $4 billion dollar range. In December 1984 they 


were $3.2 billion. At the end of 1985, they were $3.3 


billion. I think for the size of economy Canada had those 


_ reserves probably were on the low size. 


[Traduction] 


que nous avons apportées a la politique en matiére de 
pension, le régime de pension du Canada, les normes 
visant les prestations, les fonds enregistrés de revenus de 
retraite, les REER, et j’en oublie un. Voulez-vous m’aider 
monsieur McCrossan? 


Le président: Les fonds enregistrés d’investissement a la 
retraite. 
content d’avoir posé cette 


M. Jepson: Etes-vous 


question? 


M. McCrossan: C’était la premiére question qu/il 
attendait. I] avait une réponse de deux pages a nous lire. 


J’aimerais maintenant revenir aux réserves de change 
du crédit pour éventualités et de son incidence sur la 
politique. Vendredi dernier on annongait le montant des 
réserves de change et nous avons été 4 méme de constater 
une augmentation trés marquée. Comme vous l’avez dit, 
nous avons utilisé presque 3 milliards de dollars en crédits 
supplémentaires en augmentant notre réserve de change. 


Les cambistes me disent que grace a notre politique sur 
les taux d’intérét, ils sont en mesure de se protéger contre 
les risques de fluctuation des devises et l’augmentation des 
taux d’intérét et de spéculer presque sans risque contre le 
dollar canadien, ce qui explique, en grande partie, 
lV'augmentation rapide de nos réserves de change. Avez- 
vous examiner la situation vu l’augmentation  trés 
marquée des réserves de change depuis deux mois et demi 
et convenez-vous qu’a cause de la position sur le dollar de 
la banque du Canada, nous nous voyons obligés d’utiliser 
une bonne partie de nos emprunts discrétionnaires afin 
d’augmenter la réserve suite finalement a des spéculations 
heureuses contre les taux d’intérét du gouverneur et la 
politique de change. 


M. Wilson (Etobicoke-Centre): Monsieur McCrossan, 
je ne pense vraiment pas que l’on puisse spéculer sans 
risque. Ceux qui ont pu le faire par le passé seraient bien 
avisés je pense de ménager leurs arriéres. 


Le président: Etes-vous prét a les échauder? 


M. Wilson (Etobicoke-Centre): Je ne répondrai pas a 
cette question, monsieur le président. Il ne convient pas 
du tout que j’y réponde. 


J’essayais d’expliquer que nous avons augmenté les 
réserves. Et c’est en partie 4 cause de nos inquiétudes au 
sujet de l’inflation. Lorsqu’une devise gagne en valeur, il 
s’ensuit une tendance déflationniste dans la performance 
de l’€conomie. 


J’estime que notre politique en matiére de taux 
d’intérét va de pair avec notre politique sur les taux de 
change. Il est vrai que les réserves de change ont 
augmenté, mais je ne m’en inquiéte pas. Je pense que 
lorsque nous avons été élus, les réserves étaient de 3,5 a 4 
milliards de dollars. Au mois de décembre 1984 elles 
étaient de 3,2 milliards de dollars. A la fin de 1985, elles 
étaient de 3,3 milliards de dollars. Vu la taille de 
l’"€conomie canadienne, je pense que ces réserves étaient 
probablement un peu basses. 
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Mr. McCrossan: They are now up around $11 billion? 


Mr. Wilson (Etobicoke Centre): They are at $10.5 
billion. 


Mr. McCrossan: How fast are they increasing? Do we 
have a monthly briefing of the figures? 


° 2040 


Mr. Wilson (Etobicoke Centre): Let me give you some 
indications here. At the end of January last year, these are 
in round numbers, they were 6.1; at the end of April they 
were 6.2; at the end of July they were 6.4; at the end of 
October they were 7.9; now they said they are just under 
10.5 billion. 


Mr. McCrossan: So what that shows, even if you do not 
accept my thesis that there is a perfect hedge on the 
currency market, right now our reserves are increasing at 
a $1 billion per month. 


Now, in your borrowing authority here you have 
provision for a $3 billion contingency fund against an 
increase in reserves and that suggests that we could be 
through that in fairly short order if our reserves continue 
to build up this quickly, as they have been building up in 
recent months. 


What happens when let us say we look at our reserves 
hitting the $13.5 billion or $14 billion mark, if this 
tremendous build-up in Canadian currency’ or 
attractiveness of Canadian currency continues because of 
our interest rate policy? Do we then throw in the towel? 
Or do we come back to Parliament for more 
supplementary borrowing authority? 


Mr. Wilson (Etobicoke Centre): First of all, I think the 
strength in the Canadian dollar is not simply related to 
the interest rate policy. There are other factors as well. 
There has been a significant inflow of investment into 
Canada which is related to other factors besides an 
interest rate policy. 


Mr. McCrossan: I understand that, but when a 
currency is strengthening and you can get 260-odd basis 
points to boot, that is a pretty good bet. 


Mr. Wilson (Etobicoke Centre): I just make the point 
again that I think the interest rate differential between 
Treasury Bills is not the best example of the interest rate 
differential between the two countries. Commercial paper 
rates have a differential of about 1.75%. The differential 
in the bank prime rates between the two countries is 
1.25%, I believe. So there is a range of interest rate 
spreads here. The long term interest rates are about 1%. 
So we have a range of spreads here between the two 
countries. 


Mr. McCrossan: What you are saying though is that the 
private sector, if you will, the free enterprise system is 
saying that an appropriate spread ranges in the long term 
from 1% to ‘the short ‘term, of 175%: But. in the 
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M. McCrossan: Elles sont maintenant d’environ 11 
millards de dollars? 


M. Wilson (Etobicoke-Centre): 
milliards de dollars. 


Elles sont de 10.5 


M. McCrossan: A quel rythme augmentent-elles? Vous 
donne-t-on un bilan mensuel? 


M. Wilson (Etobicoke-Centre): Je vais vous donner 
quelques chiffres. A la fin du mois de janvier de l’an 
dernier, les réserves en chiffres ronds, étaient de 6,1: a la 
fin d’avril elles étaient de 6,2; a la fin de juillet, elles 
étaient de 6,4; et a la fin d’octobre, elles étaient de 7,9; on 
me dit qu’actuellement elles sont 4 un peu moins de 10,5 
milliards. 


M. McCrossan: Cela révéle, méme si vous n’acceptez 
pas mon hypothése que c’est la fagon parfaite de se 
protéger sur le marché des changes. A l’heure actuelle, 
nos réserves augmentent au rythme d’un milliard de 
dollars par mois. 


Or dans votre demande d’un pouvoir d’emprunt ici, 
vous prévoyez trois milliards de dollars d’éventualités 
pour l’augmentation des réserves, ce qui me porte a croire 
que cette somme sera épuisée assez rapidement si nous 
continuons 4 accumuler les réserves aussi rapidement que 
nous l’avons fait ces derniers mois. 


Que ferons-nous lorsque nos réserves atteindront, 
disons 13,5 ou 14 milliards de dollars a cause justement 
de l’attrait du dollar canadien a cause de notre politique 
en matiére de taux d’intérét? Abandonnerons-nous? Ou 
reviendrons-nous au parlement pour demander un autre 
pouvoir d’emprunt? 


M. Wilson (Etobicoke-Centre): Tout d’abord, la force 
du dollar canadien ne découle pas uniquement de notre 
politique sur les taux d’intérét. D’autres facteurs 
interviennent aussi. Il y a eu une augmentation 
considérable des investissements au Canada grace 4a 
d’autres facteurs que notre politique sur les taux d’intérét. 


M. McCrossan: Je le sais, mais lorsqu’une devise prend 
de la valeur et qu’en plus vous pouvez obtenir quelque 
260 points de base, c’est une assez bonne affaire. 


M. Wilson (Etobicoke-Centre): Je tiens a souligner 
encore une fois que, selon moi, la différence de taux 
d’intérét entre les bons du trésor des deux pays n’est pas le 
meilleur exemple de la différence entre les taux d’intérét 
des deux pays. Les billets de trésorerie affichent une 
différence d’environ 1,75 p. 100. Il y a une différence dans 
le taux préférentiel des deux pays de 1,25 p. 100, je pense. 
Il existe donc divers écarts dans les taux d’intérét. Les taux 
d’intérét 4 long terme sont d’environ 1 p. 100. 


M. McCrossan: En fait vous voulez dire que le secteur 
privé, le régime de libre-entreprise croit que l’écart idéal 
serait, a long terme, de 1 p. 100, et a court terme de 1,75 
p. 100. Par contre, dans le secteur public, qui reléve de 
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government area, where we have it under our jurisdiction, 
if you will, we are maintaining an extra 100 basis points 
Spread. 


Mr. Wilson (Etobicoke Centre): Can I interrupt you 
there? The Canadian treasury bill rate is closely related to 
the 30-day and 90-day commercial paper rates. Let me 
give you these numbers: as of last Wednesday, the treasury 
bill rate in Canada was 8.32%, the 30-day commercial 
Paper rate was 8.50%, the 90-day commercial paper rate 
was 8.55%. So they are all within one-quarter of 1% of 
each other. 


In the United States, the treasury bill rate was 5.75%, 
the 30-day commercial paper rate was 6.67%, and the 
90-day commercial paper rate was 6.76%. The point that I 
think cannot be ignored is that because the U.S. dollar is 
a reserve currency a lot of countries will hold treasury 
bills simply to hold in their reserves. Therefore, the 
treasury bill rate in the United States is unrealistically low 
compared with the commercial rates, and that comment 
would hold true whether it is the United States or 
whether it is Canada or other countries. 


We feel that a far more appropriate measure of the 
interest rate differential in that maturity range is the 
commercial paper rate, because that is a true market rate. 


° 2045 


Mr. McCrossan: In your budget you indicate that we 
expect to move into a primary surplus in the coming 
fiscal year, for the first time in 15 years. If we are running 
the accounts of Canada essentially at a break-even 
position with the exception of debt service, then it would 
seem that one of the ways of actually controlling the 
deficit is reducing interest rates or having a policy to 
reduce interest rates. Do we have any idea-as to what a 
1% reduction in interest rates would do to reduce the 
deficit? Because we have a very high proportion of our 
debt in short-term debt instruments. 


Mr. Wilson (Etobicoke Centre): One hundred _ basis 
, point or 1% lower interest rates in year one result in a 
deficit reduction of $1.4 billion. These are on page 82 of 
the fiscal plan. That grows over time to a fourth year of 
$3.2 billion. So there is no question that if you take a very 
isolated view as to what a drop in interest rates will do, 
then yes, it does have a favourable effect on our deficit or 
financial requirements. But if you do not address the 
_ inflation problem and it gets out of hand, then you have a 
far more long-term and ongoing problem, as we found in 
, the early 1980s. 


Mr. McCrossan: I am completely with you there. My 
|question is if you have $1.4-billion lower cash 
}requirements, does that not in itself lower inflationary 
| pressures? 


[Traduction] 


notre compétence, nous maintenons un 
supplémentaire de 100 points de base. 


écart 


M. Wilson (Etobicoke-Centre): Permettez-moi de vous 
interrompre? Les taux des bons du trésor canadien Suivent 
de trés prés ceux des billets de trésorerie de 30 et 90 jours. 
Permettez-moi de vous donner les chiffres: Mercredi 
dernier, les bons du trésor au Canada étaient a 8,32 p. 
100, et les billets de trésorerie de 30 jours a 8,5 p. 100 
alors que ceux de 90 jours offraient 8,55 p. 100. Tous ces 
taux sont a un quart de 1 p. 100 les uns des autres. 


Aux Etats-Unis, les bons du trésor offraient Saal UO: 
les billets de trésorerie de 30 jours, 6,67 p. 100 et les 
billets de trésorerie de 90 jours offraient 6,76 p. 100. Il ne 
faut pas oublier non plus que parce que le dollar 
americain est une devise de réserve, un grand nombre de 
pays ont des bons du trésor américains tout simplement 
pour maintenir leurs réserves. Par conséquent, le taux des 
bons du trésor américains, comparés au taux des billets de 
trésorerie est beaucoup plus bas quil ne devrait l’étre et je 
dirais la méme chose en parlant des Etats-Unis, du 
Canada ou d’autres pays. 


A notre avis, pour les effets 4 court terme, la meilleure 
fagon de juger la différence dans les taux d’intérét c’est de 
regarder les taux des billets de trésorerie qui représentent 
le taux réel du marché. 


M. McCrossan: Selon votre budget nous devrions pour 
la prochaine année financiére connaitre un excédent 
primaire, la premiére fois depuis 15 ans. Si notre objectif 
et Véquilibre du compte du Canada A Vexception du 
service de la dette, il me semble qu’un des moyens de 
controler le déficit est de réduire les taux d’intérét ou 
d’instaurer une politique de réduction des taux d’intérét. 
Avons-nous une idée de ce qu’une réduction d’un pour 
cent des taux d’intérét aurait comme conséquence sur le 
déficit? Il ne faut pas oublier qu’une trés grande partie de 
notre dette est financée 4 court terme. 


M. Wilson (Etobicoke-Centre): Une réduction d’un 
pour cent des taux d’intérét sur un an entraine une 
réduction du déficit de 1,4 milliard de dollars. Vous 
trouverez ces chiffres a la page 82 du plan financier. A la 
fin de la quatriéme année d’un tel régime la réduction est 
de 3,2 milliards de dollars. 1 ne fait donc aucun doute 
que prise isolément l’incidence d’une réduction des taux 
d’intérét sur notre déficit ou sur nos besoins financiers est 
positive. Mais si vous le faites aux dépends de l’inflation et 
que vous finissez par ne plus pouvoir la contrdéler, vous 
vous retrouvez avec un problémes permanent, 4 beaucoup 
plus long terme comme nous avons pu le constater au 
début des années 80, 


M. McCrossan: Je vous suis tout a fait. Cependant, si 
vos besoins financiers sont réduits de 1,4 milliard de 
dollars, est-ce qu’en soi cela ne réduit pas les pressions 
inflationnistes? 
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Mr. Wilson (Etobicoke Centre): If investors feel that a 
government is not paying due regard to inflationary 
pressures, then they will demand higher interest rates. 
One illustration of the fact that investors like what we are 
doing about interest-rate policy is that the spread on long- 
term rates is below 1%. So they have confidence in our 
long-term policies, and if we are able to get our inflation 
rate lower then, as I have said earlier, I am sure that 
would be reflected in lower interest rates. 


Miss Nicholson: Mr. Minister, when your 
Parliamentary Secretary introduced this bill it was before 
the estimates had been tabled, and naturally we wanted to 
see the estimates first. But in your statement here you 
referred to $3 billion in non-lapsing reserves. The 
estimates show a different figure. There is an amount for 
reserves of about $2 billion, which is an unspecified 
amount. Can you relate that amount for us to your figure 
of $3 billion? What is the connection? 


Mr. Wilson (Etobicoke Centre): No. There is no 
connection between the two at all. They are apples and 
oranges. The $2.5 billion—I think it is $2.5 billion in the 
estimates—are reserves for statutory overruns, Operating 
reserves, spending that might be announced this year that 
is not in the estimates today. The $3-billion reserve we are 
asking for on the borrowing authority is for contingencies 
that are not provided for in the estimates and relate to, as 
an example, foreign exchange requirements. I said in my 
opening comments today that there is a $2.7-billion need 
in this current fiscal year for foreign exchange 
requirements that obviously we could not anticipate at the 
time of the borrowing authority last year. But that is a 
standard request with the borrowing authority that has 
been going on for a number of years. 


We used to draw that to the attention of the previous 
government, as well; but we think this is an appropriate 
size in relation to the various pressures that we might be 
exposed to under current circumstances. 


* 2050 


Miss Nicholson: Yes, that is a standard procedure for 
the borrowing authority. The inclusion of a large 
unspecified amount in the estimates of course is less 
usual. That was why I was hoping there might be a 
connection. 


Mr. Wilson (Etobicoke Centre): That is normal. 
The Chairman: It is not as high as it usually is. 


Mr. Wilson (Etobicoke Centre): Yes, it is normally 
higher. We are running a very tight ship. 
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M. Wilson (Etobicoke-Centre): Qu’un gouvernement 
ne préte pas l’attention qu’elles méritent aux pressions 
inflationnistes et les  investisseurs exigent une 
augmentation des taux d’intérét. La preuve que les 
investisseurs aiment notre politique de taux d’intérét est 
que la marge pour les taux a long terme est inférieure al 
p.100. Ils font done confiance a nos politiques a long 
terme et si nous parvenons 4a faire descendre encore plus 
notre taux d’inflation, comme je l’ai déja dit tout a 
heure, je suis certain que cela se traduira dans une 
réduction des taux d’intérét. 


Mme Nicholson: Monsieur le ministre, lorsque votre 
secrétaire parlementaire a déposé ce projet de loi, c’était 
avant le dépdt des prévisions budgétaires et tout 
naturellement nous voulions commencer par voir ces 
prévisions. Dans votre déclaration, vous parlez de réserves 
renouvelables s’élevant 4 3 milliards de dollars. Le chiffre 
des prévisions budgétaires est différent. Il est d’environ 2 
milliards de dollars pour les réserves, c’est-a-dire un 
montant non spécifié. Pourriez-vous nous dire quel est le 
rapport avec le chiffre de 3 milliards de dollars? Quel est 
lenlien'? 


M. Wilson (Etobicoke-Centre): Non. Il n’y a pas du 
tout de lien entre les deux. Ce sont des pommes et des 
oranges. Les 2.5 milliards de dollars—je crois que dans les 
prévisions c’est 2,5 milliards de dollars—sont des réserves 
pour les dépassements  statutaires, des reserves 
d’exploitation pour des dépenses pouvant étre annonceées 
cette année mais qui ne figurent pas dans les prévisions 
d’aujourd’hui. La réserve de 3 milliards de dollars que 
nous réclamons pour le pouvoir d’emprunt correspond a 
des contingences qui ne sont pas prévues dans les 
prévisions budgétaires et qui se rapportent, par exemple, 
au besoin de change é€tranger. Dans mes remarques 
préliminaires j’ai dit que pour l’année financiére courante 
il nous fallait 2,7 milliards de dollars pour répondre au 
besoin de change étranger que de toute évidence il nous 
était impossible d’anticiper lors de la demande de pouvoir 
d’emprunt de l’année derniére. C’est une demande 
standard qui accompagne le besoin d’emprunt et ce 
depuis déja un bon nombre d’années. 


Nous avions aussi pour habitude d’attirer l’attention du 
gouvernement précédent sur cette question, mais nous 
pensons que c’est un montant approprié compte-tenu des 
diverses pressions auxquelles nous sommes susceptibles 
d’étre soumis dans les circonstances actuelles. 


Mme Nicholson: Oui, c’est une procédure standard 
pour le pouvoir d’emprunt. L’inclusion d’une large 
somme non spécifiée dans les prévisions, bien entendu, est 
moins habituelle. C’est la raison pour laquelle je voulais 
croire a l’existence d’un lien quelconque. 


M. Wilson (Etobicoke-Centre): C’est normal. 
Le président: Elle n’est pas aussi élevée que d’habitude. 


M. Wilson (Etobicoke-Centre): Oui, généralement elle 
est plus élevée. Nous €conomisons au maximum. 
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Miss Nicholson: We will return to that. I will change to 
another question, on the Swaps referred to in the 
Minister’s statement. A press release was issued on them. 
Is this the beginning of a whole new approach to 
managing the payment on the national debt? 


Mr. Wilson (Etobicoke Centre): It is really an addition 
to the various techniques we use to reduce the cost of 
carrying the national debt. As Mr. McCrossan pointed 
Out, without the cost of Carrying the national debt, we 
would have a surplus this year. So Clearly the size of the 
borrowing cost, the interest on the public debt is a very 
significant amount. It is the largest single item of 
expenditure. We are exploring all Opportunities, all 
possibilities, to reduce it. The Swap arrangements that 
have been entered into and we are proposing to pursue 
are part of that overall attempt to reduce the cost of the 
debt. 


Miss Nicholson: Is it true you are also looking at 
reducing the use of Canada Savings Bonds—you are 
finding these less than an efficient way to manage the 
national debt? 


Mr. Wilson (Etobicoke Centre): We look at Canada 
Savings Bonds as being an important part of the whole 
debt-management strategy, Canada Savings Bonds being a 
principal item, but treasury bills and marketable bonds 
being the other two. We think it is important for us to 
offer securities that do have a ready market in Canada, 
and clearly Canada Savings Bonds have that appeal. 


We review the various components each year. I cannot 
Say there is any conscious effort to reduce Canada Savings 
Bonds as an element of our debt-management strategy. 
They will be with us for a long time to come. 


Miss Nicholson: The other question I wanted to ask was 
about the increasing use of press releases by your 
department and the long delays in following up on these 
with legislation. Do you have any plan to change that? 


Perhaps I could give one or two examples. For 
instance, on November 27, 1986 there was a press release 
concerning the avoidance of tax on dividend distributions 

by public companies. A draft of the proposed legislation 
‘was contained in the release, but the bill was not tabled 
‘for a further eight months, and by the time it was the 
rules had changed. That is one example. Another one is 
‘that there was a press release on June 2, 1987 saying the 
government would introduce a bill allowing interest to be 
deducted in certain cases at least until the end of 1988. 
But the proposed legislation has not come, and people are 
veally wondering what this means, whether there will be 
-egislation. Revenue Canada apparently has said it will 
| 
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Mme Nicholson: Nous y reviendrons. J’aimerais passer 
a une autre question, celle des swaps dont a parlé le 
ministre dans sa déclaration. Un communiqué de presse a 
été publié a leurs sujets. Est-ce le début d’une toute 
nouvelle méthode de gestion financiére de la dette 
publique? 


M. Wilson (Etobicoke-Centre): En réalité c’est une 
technique qui vient s’ajouter a toutes les autres que nous 
utilisons pour réduire le cout du financement de la dette 
publique. Comme M. McCrossan l|’a signalé, sans le cout 
du financement de cette dette publique, cette année nous 
aurions un excédent. Il est clair que importance du cott 
de l’emprunt. le coat de l’intérét de la dette publique 
représente une somme trés importante. C’est le plus gros 
poste de dépense. Nous étudions toutes les possibilités, 
tous les moyens de le réduire. Les ententes de swaps que 
nous avons conclues et que nous nous proposons de 
poursuivre sont un des éléments de cette tentative 
générale de réduction du cott de la dette. 


Mme Nicholson: Est-il vrai que vous étudiez également 
la possibilité de réduire le recours aux Obligations 
d’épargne du Canada—vous trouvez que c’est une 
méthode de gestion de la dette nationale loin d’étre 
efficace? 


M. Wilson (Etobicoke-Centre): Nous considérons les 
Obligations d’épargne du Canada comme un élément 
important de notre stratégie globale de gestion de la dette, 
les obligations d’épargne étant un des_ instruments 
principaux, mais les bons du Trésor et les obligations 
commercialisables étant les deux autres. Nous pensons 
important de pouvoir offrir des valeurs qui ont déja un 
marché tout prét au Canada et c’est A l’évidence le cas 
pour les obligations d’épargne. 


Chaque année nous examinons les divers éléments. Je 
ne pourrais dire qu’un effort délibéré est fait pour réduire 
importance des obligations d’épargne comme élément de 
notre stratégie de gestion de la dette. Elles sont encore 1a 
pour longtemps. 


Mme Nicholson: J’ai une autre question a vous poser. 
Elle concerne l’usage croissant par votre ministére de 
communiqué de presse et les longues périodes d’attente 
avant que ces propositions ne soient traduites dans des 
mesures législatives. Avez-vous l’intention de faire 
quelque chose 4 ce sujet? 


Je pourrais peut-étre vous donner un ou deux 
exemples. Par exemple, le 27 novembre 1986 un 
communiqué de presse concernant l’évasion fiscale sur 
des dividendes distribués par les compagnies publiques a 
eté publié. Le communiqué contenait une proposition de 
mesures législatives mais le projet de loi n’a été déposé 
que huit mois plus tard et dans l’intérim les régles avaient 
changé. C’est un premier exemple. Un autre communiqué 
de presse en date du 2 juin 1987 a annoncé |’intention du 
gouvernement de déposer un projet de loi autorisant la 
déduction de l’intérét dans certains cas au moins jusqu’a 
la fin de 1988. Nous attendons toujours ce projet de loi et 
les gens se demandent ce que cela veut dire, se demandent 
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allow the deduction, but there is no legislative authority 
to do so. 


SIZ.055 


Mr. Wilson (Etobicoke Centre): Let us look at the 
reaons why we have made these announcements by press 
release. Normally they are made in a budget. We have 
been trying to compress the delays from the time of 
budget to legislation, but as you are very well aware, we 
have had a pretty heavy workload over the last few years. 
Therefore, it is difficult to get the legislation out in as 
timely a way as we would prefer, because of the pressure 
of drafting legislation. 


The reason why we announce these changes by press 
release is that in some cases there may be some 
uncertainty. Probably a more predominant reason is that 
we are aware of people using certain techniques to avoid 
taxes. We feel that if we wait until a budget, we will have 
a lot of people making use of certain techniques to avoid 
taxes. 


We also know that if we do not make those changes by 
press release in the lead-up to a budget, expectations build 
that there will be a change in a certain provision and 
therefore there is an increase loss of revenues for the 
public purse. That is why we do this. 


Now, what will we do in the future? We hope that a 
number of the changes in tax reform are addressing some 
of the problems. The fact that tax rates are being reduced 
removes some of the incentive to avoid taxes. But we 
know that there will be ongoing pressures. People will be 
taking advantage of certain weaknesses, loopholes, 
whatever you want to call them, in the tax system. It is 
impossible to plug all of these in advance. That is why we 
propose this general anti-avoidance rule. We are hopeful 
that we will be able to reach some resolution of the 
concerns that have been expressed by the private sector on 
some of the wording here, so that we will have a measure 
in place that will allow Revenue Canada and Justice to tax 
some of these things. Therefore, there will be less need to 
make these tax changes by press release. 


I should also say, Miss Nicholson, that we have I think 
been reasonably efficient in bringing in the tax bills 
following the budget, so that the uncertainty that you 
referred to certainly has been less than in previous years. 
Once we get tax reform behind us and the big drafting 
requirements that evolve from tax reform, we should be 
able to be... dare I say even more efficient, Mr. Dodge? I 
should say that it is a continuing effort on the part of the 
Officials in the department to compress this timeframe as 
much as possible. Avoiding uncertainty is important for 
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si oui ou non une mesure législative sera déposée. Revenu 
Canada semble dire qu’il autorisera cette déduction, mais 
cette autorisation ne repose sur aucun texte législatif. 


M. Wilson (Etobicoke-Centre): Examinons les raisons 
pour lesquelles nous avons fait ces annonces par voies de 
communiqué de presse. Normalement elles sont faites 
dans un budget. Nous avons essayé de réduire les délais 
entre le budget et l’adoption des lois habilitantes, mais 
comme vous le savez fort bien, la charge de travail depuis 
quelques années est trés lourde. En conséquence, il est 
difficile de faire sortir les lois au moment ou nous le 
préférerions a cause de la surcharge de travail des 
rédacteurs. 


Si nous avons annoncé ces changements par voie de 
communiqué de presse, c’est pour dissiper des 
incertitudes dans certains cas. Raison probablement plus 
fondamentale: nous savons que des gens utilisent certaines 
techniques pour éviter Vimpot. Nous estimons qu’attendre 
un budget ne peut qu’encourager beaucoup de personnes 
a utiliser certaines techniques pour éviter l’impot.. 


Nous savons également que si nous ne procédons pas a 
ces changements par voie de communiqué de presse dans 
la période précédant le dépot d’un budget, les attentes 
concernant la modification de certaines dispositions 
s'amplifient entrainant une augmentation des pertes de 
recette pour le trésor public. C’est la raison pour laquelle 
nous agissons ainsi. 


Maintenant, que ferons-nous demain? Nous espérons 
qu'un certain nombre des modifications contenues dans la 
réforme fiscale résolvent certains de ces problemes. La 
réduction des taux d’imposition élimine certaines des 
incitations a l’évasion fiscale. Nous savons cependant que 
les pressions continueront a _ s’exercer. Les gens 
continueront a profiter de certaines faiblesses, de certaines 
lacunes, si vous voulez les appeler ainsi, dans le régime 
fiscal. Il est impossible de toutes les combler a l’avance. 
C’est la raison pour laquelle nous proposons cette régle 
générale contre l’évasion fiscale. Nous espérons pouvoir 
lever certaines des inquiétudes manifestées par le secteur 
privé au sujet de certains des termes utilisés, afin de 
posséder un instrument qui permettra a Revenu Canada 
et a la Justice d’imposer certaines de ces choses. En — 
conséquence, nous aurons moins besoin de procéder par 
communiqué de presse pour annoncer ces changements 
fiscaux. 


Je devrais également ajouter, mademoiselle Nicholson, 
que nous avons, je crois, déposé les projets de loi 
habilitants du budget dans des délais relativement 
raisonnables si bien que l’incertitude dont vous avez parlé 
tout a Vheure a certainement été moins grande qu’au 
cours des années précédentes. Une fois l’exercice de 
réforme fiscale terminé avec la rédaction de tous les textes 
que cela nécessite, nous devrions pouvoir... oserais-je 
dire encore plus efficace, monsieur Dodge? Les 
fonctionnaires du ministére s’efforcent en permanence de — 
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the private sector, but it is also important for the 
government. 


Miss Nicholson: In May 1985, Minister, you release 
draft legislation, which would have had the effect of the 
government's being obliged to either get its legislation 
passed—introduced and passed expeditiously—or else they 
would lose it. That sort of disappeared. Do you intend to 
move ahead with anything of that kind, or are you saving 
it until you are in opposition again? 


Mr. Wilson (Etobicoke Centre): That might be a very 
long wait. 


asl) 
Mr. Cassidy: Three to six months. 
The Chairman: Michael, you and I have a wager. 


Mr. Wilson (Etobicoke Centre): It is wonderful that it 
is that Michael, not this Michael. 


The Chairman: That is right. 


Mr. Wilson (Etobicoke Centre): That was a budget 
process discussion paper you were referring to. I cannot 
recall precisely what the disposition of that was with the 
parliamentary committee looking at it, but there were a 
number of elements in that proposal, if you recall, and 
that meant combining the budget legislation with the 
estimates with the borrowing authority and compressing it 
all. 


Iam not sure we have had as full a discussion as we 
should have of that particular proposal. I might also say I 
think it would be helpful to have some better definition 
of another element of that discussion paper, and that is 
the whole question of budget secrecy. There is still a 
tendency on the part of opposition parties to build this 
question of budget secrecy up to a greater-sense than is 
necessary. We have tried to open up this process, and I 
think have done so in quite an effective way with the tax 
reform process. But I still get the sense that Opposition 
members are looking for ways to embarrass the 
government in this whole question of budget secrecy, as 
Opposed to trying to move the process away from that and 
Open it up to a greater extent. I think opposition 
members—and I am not directing this entirely at you 
when I say this—if we want to open up the process, we 
also have to recognize that we should not be the first to 
jump on some way of trying to embarrass a government 
that is trying to open up the process. 


Miss Nicholson: I have no more questions, Mr. 
Chairman, but may I just help the Minister’s memory, 
which is showing rather a large gap in it, and that is this— 


Mr. de Jong: Also very selective. 


Miss Nicholson: —question of trying to improve or get 
something more modern than our traditional approach to 
budget secrecy was raised by Don MacDonald in one of 
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comprimer au maximum le calendrier. Eviter les 
incertitudes est important pour le secteur privé mais 
également important pour le gouvernement. 


Mme Nicholson: En mai 1985, monsieur le ministre, 
vous avez publié une proposition de loi qui aurait mis le 
gouvernement devant l’alternative suivante: ou bien il 
respectait certaines régles de diligence pour le dépot et 
adoption de ces lois ou il y renongait. Cette proposition 
a plus ou moins disparu. Avez-vous l'intention de 
reproposer quelque chose de ce genre ou attendez-vous 
d’étre de retour dans l’opposition pour le faire? 


M. Wilson (Etobicoke-Centre): II 
attendre trés longtemps. 


faudra peut-étre 


M. Cassidy: Trois a six mois. 
Le président: Michael, je prends le pari. 


M. Wilson (Etobicoke-Centre): Heureusement que c’est 
avec ce Michael-la. 


Le président: Exact. 


M. Wilson (Etobicoke-Centre): Vous parlez d’un 
document de réflexion sur le processus budgétaire. Je ne 
me souviens pas bien de ce que le comité parlementaire 
chargé de l’étudier en a fait, mais cette proposition 
contenait divers éléments, et visait 4 réunir la législation 
budgétaire, les prévisions budgétaires et le pouvoir 
d’emprunt et de comprimer tout cela. 


Je ne suis pas certain que nous ayons approfondi 
comme il l’aurait fallu cette question. J’ajoute qu’il serait 
bon d’avoir une meilleure définition d’un autre élément 
de ce document, la question du secret budgétaire. Les 
partis d’opposition ont tendance 4 donner une importance 
exagérée a cette question. Nous avons essayé de pratiquer 
une politique d’ouverture, et je crois que nous l’avons fort 
bien fait avec la réforme fiscale. Mais je crois que les 
députés de l’opposition cherchent quand méme 4 
embarrasser le gouvernement sur toute cette question du 
secret budgétaire, au lieu de l’encourager dans cet effort 
d’ouverture. Je crois que les députés de l’opposition, et je 
ne vous vise pas particuliérement en disant cela, devraient 
admettre qu’il ne faut pas sauter sur la premiére occasion 
d’embarrasser le gouvernement si l’on veut l’encourager 
dans son effort d’ouverture. 


Mme Nicholson: Je n’ai pas d’autres questions, 
monsieur le président, mais j’aimerais rafraichir la 
mémoire du ministre qui présente une trés sérieuse 
lacune, a propos de... 


M. de Jong: Et une extréme sélectivité aussi. 


Mme Nicholson: . . . la question de |’amélioration de la 
modernisation de notre conception du secret budgétaire 
qui a été soulevée par Don MacDonald dans un de ses 
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his budget papers, and it was not terribly well received by 
the Minister’s party at the time. 


The Chairman: I think Mr. Belsher had an urgent 
question. We are going to move along. 


Mr. Belsher: Since we are dealing with the borrowing 
authority for this coming year, and last week you made an 
announcement concerning changes that would be done 
with income investment with regards to insurance 
companies, which will have an impact on future revenues 
to the treasury, could you review for us again what the 
impact would be for this coming year? 


Mr. Wilson (Etobicoke Centre): There will be no 
impact in the coming year. I believe the revenues from 
that tax, as adjusted, will be the same for years one, two, 
and three, and not much different in year four, somewhat 
lower in year four. So in the first four years it is hardly 
any change at all because of the transitional adjustments 
we made and the fact that the tax itself, 15%, will be 
enacted up front instead of phased in over five years. 


Mr. Cassidy: I welcome the Minister here, and I would 
like to say on the question on budget secrecy that I am 
very much open to innovations that would in fact create a 
more Open process, contrary to what you may have 
suggested. I think those innovations, however, Mr. 
Minister, should include the Minister himself and the 
department. So without going into it at length, I think we 
should see you more often here than once every eight and 
a half months, which has been the rhythm since June, 
when I believe you were last before the committee. 


ALES 


Mr. Wilson (Etobicoke Centre): It was probably the last 
time I was invited. ; 


Mr. Cassidy: Well, I am not sure. We get the feeling 
you are rather reluctant to come before the committee. 


Mr. Warner: He does not see you enough in the House. 


Mr. Cassidy: As well, I think there is a real problem in 
terms of the Department of Finance—maybe it is you, Mr. 
Minister, but the department as well—which seems to 
want to ignore useful contributions made by the 
committee. That was certainly the feeling we had in the 
response you gave in December to the tax reform 
proposals, a report we came up with as a committee back 
in November. 


I know a number of questions have been raised about 
interest rates, and I have been advised by Mr. Jepson that 
perhaps I should not try to go over old ground. So 
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documents budgétaires, et qui n’avait pas été trés bien 
accueillie par le parti du ministre a l’€poque. 


Le président: Je crois que M. Belsher avait une 
question urgente. Nous allons poursuivre. 


M. Belsher: Puisque nous parlons du _ pouvoir 
d’emprunt pour l’année qui vient, et que vous avez fait 
une déclaration la semaine derniere au sujet de 
modifications concernant les revenus de placement des 
compagnies d’assurance, qui auront des répercussions sur 
les recettes futures du Trésor, pourriez-vous récapituler 
ces répercussions pour l’année qui vient? 


M. Wilson (Etobicoke-Centre): Il n’y en aura aucune 
pour l’année qui vient. Les recettes de cette taxe avec ses 
ajustements seront identiques au cours des trois premiéres 
années et ne varieront guére, seront légérement 
inférieures a la quatriéme. Par consequent, il n’y aura 
pratiquement pas de changement pendant les quatre 
premiéres années et étant donnée les dispositions 
transitoires que nous avons établies et le fait que la taxe 
elle-méme, la taxe de 15 p. 100, sera mise en place 
immédiatement au lieu d’étre introduite progressivement 
sur Cing ans. 


M. Cassidy: Je suis heureux d’accueillir le ministre et 
jaimerais lui dire a propos du secret budgétaire que je 
suis entiérement favorable aux initiatives qui vont dans le 
sens de l’ouverture, contrairement a ce que vous avez 
laissé entendre. Il faudrait cependant, monsieur le 
ministre, que le ministre lui-méme et le ministére 
participent a ces innovations. Sans m/’étendre sur la 
question, je pense donc qu'il serait souhaitable que nous 
vous y rencontrions un peu plus souvent qu’une fois tous 
les huit mois et demi, comme c’est le cas actuellement 
puisque vous étes venus pour la derniére fois a notre 
comité en juin dernier je crois. 


M. Wilson (Etobicoke-Centre): C’est probablement la 
derniere fois qu’on m’y a invite. 


M. Cassidy: Bon, je ne suis pas sur. Nous avons quand 
méme l’impression que vous vous faites un peu tirer 
Voreille. 


M. Warner: Il ne vous voit pas assez souvent a la 
Chambre. 


M. Cassidy: Je pense aussi qu’il y a un véritable 
probleme au niveau du ministére des Finances, peut-étre 
a votre niveau, monsieur le ministre, mais en tout cas au 
niveau du ministére, car celui-ci ne semble pas vouloir 
profiter des contributions utiles de notre comité. C’est en 
tout cas l’impression que nous avons eue en lisant la 
réponse que vous avez donnée en décembre au rapport 
que notre comité avait rédigé en novembre sur les 
propositions de réformes fiscales. 


Je sais qu’on a posé plusieurs questions sur les taux 
d’intérét, et M. Jepson m’a conseillé de ne pas revenir sur 
des sentiers battus. Je pourrais donc peut-étre poser une 
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perhaps I can raise a very specific question that I think 
has not been raised specifically. In the House last week, 
you stated: 


I believe the policies of the Governor of the Bank of 
Canada reflect his understanding of the performance of 
the Canadian economy. I personally agree with these 
policies 


That was quite readily seen as an endorsement of the 
policies of the Governor of the Bank of Canada. 


Mr. Minister, as you know, the governor has appeared 
before this committee—in fact, twice he has appeared 
before the committee—and when asked about his goals for 
inflation, has indicated that his goal is to bring inflation 
down to a zero rate of inflation. In view of your statement 
last week that you agree with the policies of the Governor 
of the Bank of Canada, do you agree with that policy, and 
is it therefore your target also to have a zero rate of 
inflation in Canada? 


Mr. Wilson (Etobicoke Centre): I answered almost that 
specific question before you came to the committee 
meeting. I will not go into the same details as I did at that 
time, but the point I made then was that I think the 
interpretation that has been given to that particular 
comment on the part of the governor is a far shorter 
. timeframe than he intended. 


Mr. Cassidy: So you agree with that, but in a slightly 
longer timeframe than has been suggested. Is that what 
you are saying? 


Mr. Wilson (Etobicoke Centre): I am saying that what 
we should be doing is continually working to reduce 
inflation. Obviously I think that can have some very 
Positive benefits for the Canadian economy, in particular 
people who I think both you and I would agree are very 
important members of the Canadian society; that is, 
senior Citizens who are on fixed incomes. 


Mr. Cassidy: Mr. Minister, can you tell us what the 
timeframe is in which you anticipate seeking to reduce 
the inflation rate to zero? Is it one year, six months, two 
years, Or many years? 


Mr. Wilson (Etobicoke Centre): I think what we 
Should be doing, Mr. Cassidy, is continually trying to get 
inflation rates down because that is the fastest way I know 
to get lower interest rates. The policy of the government 
and the policy of the Bank of Canada, I believe, is to 
strive continually to that end. 


| Mr. Cassidy: In other words, we cannot have lower 
interest rates until the inflation rate is down very 
substantially from present levels. Is that correct? 


Mr. Wilson (Etobicoke Centre): I think the tendency of 
_the New Democrat Party is to want to wave a wand to give 
specific instructions that— 


Mr. de Jong: Come on! Were you in opposition not 
_ demanding lower interest rates? 


[Traduction] 


question tres précise qui ne l’a pas encore été. Vous avez 
déclaré la semaine derniére 4 la Chambre: 


Je crois que les politiques du Gouverneur de la Banque 
du Canada montrent quil comprend le 
fonctionnement de l’économie canadienne. Je suis 
personnellement d’accord avec ces politiques. 


On en a aussit6t conclu que vous donniez votre aval aux 
politiques du Gouverneur de la Banque du Canada. 


Comme vous le savez, monsieur le ministre, le 
gouverneur a Ccomparu deux fois devant notre comité, et 
quand nous lui avons demandé quels étaient ses objectifs 
en matiere d’inflation, il nous a répondu qu’il voulait 
essayer de ramener Vinflation 4 zéro. Puisque vous avez 
déclaré la semaine derniére que vous étiez d’accord avec 
les politiques du Gouverneur de la Banque du Canada, 
€tes-vous d’accord avec cette politique et avez-vous donc 
intention d’essayer de ramener le taux d’inflation du 
Canada a zéro. 


M. Wilson (Etobicoke-Centre): J'ai répondu 
pratiquement a la méme question avant votre arrivée au 
comité. Je ne veux pas revenir dans le détail de cette 
réponse, mais je vous dirai simplement qu’on a interprété 
les paroles du gouverneur, mais que je pense qu'il 
envisageait un échéancier beaucoup plus long. 


M. Cassidy: Donc, vous étes d’accord, mais a plus long 
terme. C’est bien cela? 


M. Wilson (Etobicoke-Centre): Je dis que nous devons 
constamment nous efforcer de réduire l’inflation. Je suis 
naturellement convaincu que cela peut avoir des effets 
bénéfiques pour l’économie canadienne, en particulier 
pour des gens que vous et moi considérons comme des 
éléments trés importants de notre société, c’est-a-dire les 
personnes agées qui ont un revenu fixe. 


M. Cassidy: Monsieur le ministre, 4 quelle échéance 
envisageriez-vous de ramener 4 zéro le taux d’inflation? 
Un an, six mois, deux ans, des années? 


M. Wilson (Etobicoke-Centre): Ce qu’il faut faire, 
monsieur Cassidy, c’est constamment nous efforcer de 
réduire les taux d’inflation car 4 ma connaissance c’est le 
moyen le plus rapide de faire tomber les taux d’intérét. La 
politique du gouvernement et la politique de la Banque 
du Canada, je crois, c’est précisément cela. 


M. Cassidy: Autrement dit, les taux d’intérét ne 
baisseront pas tant que l’inflation n’aura pas sérieusement 
régressé. C’est bien cela? 


M. Wilson (Etobicoke-Centre): Je crois que la tendance 
du Nouveau Parti Démocratique, c’est de faire marcher a 
la baguette. . . 

M. de Jong: Allons! Quand vous étiez dans 
Vopposition, vous ne réclamiez pas un abaissement des 
taux d’intérét? 
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[Text] 
Mr. Wilson (Etobicoke Centre): Sure I was. 


Mr. de Jong: All right. This committee has a good track 
record of keeping the political rhetoric to a relatively 
good minimum, and we work well together. Mr. Minister, 
welcome to the new reality. 


Mr. Wilson (Etobicoke Centre): Let me answer the 
question in the context— 


Mr. de Jong: Do not come in here and give us the 
political rhetoric. We are interested in the issues and we 
are interested in some good solid discourse. 


Mr. Wilson (Etobicoke Centre): Okay, let me give you 
the good solid discourse then, Mr. de Jong. 


Mr. de Jong: It is not Question Period, and we are not 
grandstanding. 


POR IKG) 


Mr. Wilson (Etobicoke Centre): Your desire is to 
provide instruction to the Governor of the Bank of 
Canada to drop interest rates tomorrow. That is not 
political rhetoric; it is exactly what you said. 


Mr. de Jong: Sir, we want to explore with you the 
possibility of dropping the interest rates and getting some 
flexibility in Our economic strategy in this country. We 
want to hear from you why it is not quite acceptable now. 
It was a number of years ago. Why is.it that when you 
cross the floor things look different? Mr. Cassidy and I 
might be making that trip a few months from now, and 
we might have the same experiences. 


Mr. Wilson (Etobicoke Centre): Over my dead bedy. 


The Chairman: They are getting ready to move you 
out. 


Mr. Wilson (Etobicoke Centre): I have never said to 
give an instruction to the Bank of Canada to get interest 
rates down because it does not work. I have said it in 
Opposition and in government. The way to get interest 
rates down is to follow a combination of economic 
policies which will result in lower inflation. It is as simple 
as that. 


Mr. Cassidy: We find this very puzzling, Mr. Minister. I 
know this point has been raised already, but in recent 
weeks we have seen the Canadian dollar go up by about 
2.5 cents relative to the American dollar. We have seen 
the Bank of Canada facing a choice. The Bank of Canada 
could have eased up on the monetary side to prevent the 
exchange rate from rising at an even more rapid rate, but 
it chose to buy American dollars, sell Canadian dollars, 
and add to the Canadian reserves as a means, to some 
extent, of moderating an increase that might have been an 
extra One or two cents higher in relation to the American 
rate over that period. 


Perhaps I can ask this question directly. The exchange 
rate policy is not the policy of the Bank of Canada, but 
the policy of the government. Was it a decision by you 
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[Translation] 
M. Wilson (Etobicoke-Centre): Bien sir que Si. 


M. de Jong: Parfait. Notre comité a toujours su éviter 
de s’égarer dans les méandres des discours politiques, et y 
fonctionne bien. Monsieur le ministre, bienvenue 4a cette 
nouvelle réalité. 


M. Wilson (Etobicoke-Centre): Permettez-moi de 
répondre a cette question dans le contexte. . . 


M. de Jong: Vous n’étes pas la pour nous faire un 
discours politique. Ce qui nous intéresse, c’est la réalité, et 
nous voulons du concret. 


M. Wilson (Etobicoke-Centre): Bon, 
donner du concret, monsieur de Jong. 


je vais yous 
M. de Jong: Nous ne sommes pas 4a la période des 
questions, ici on ne fait pas des effets de manche. 


M. Wilson (Etobicoke-Centre): Vous voulez dire au 
gouverneur de la Banque du Canada de diminuer les taux 
d’intérét demain. Ce n’est pas de la rhétorique politique, 
c’est exactement ce que vous avez dit. 


M. de Jong: Nous voulons essayer de voir avec vous s’il 
serait possible de réduire les taux d’intérét et d’assouplir 
la stratégie économique de notre pays. Nous voulons que 
vous nous expliquiez pourquoi ce nest pas possible 
iminédiatement. C’était possible il y a quelques années. 
Pourquoi les choses changent-elles complétement du jour 
au lendemain quand on se retrouve de l’autre cété du 
manche. Comme M. Cassidy et moi-méme allons 
peut-étre suivre le méme parcours dans quelques mois, 
nous allons peut-étre faire la méme expérience. 


M. Wilson (Etobicoke-Centre): Plutot mourir. 


Le président: Ils sont préts a appeler le corbillard. 


M. Wilson (Etobicoke-Centre): Je n’ai jamais dit qu’il 
fallait ordonner a la Banque du Canada de réduire les 
taux d’intérét parce que cela ne marche pas. Je l’ai dit 
dans l’opposition et au gouvernement. Pour faire 
descendre les taux d’intérét, il faut appliquer un ensemble 
de politiques économiques qui se traduisent par une 
baisse de l’inflation. C’est aussi simple que cela. 


M. Cassidy: C’est trés bizarre, monsieur le ministre. Je 
sais qu’on l’a déja dit, mais depuis quelques semaines le 
dollar canadien a monté de 2.5 sous et demi par rapport 
au dollar américain. La Banque du Canada a du faire un 
choix. Elle aurait pu lacher du lest du coté monétaire 
pour éviter une augmentation encore plus rapide du taux 
de change, mais elle a décidé d’acheter des dollars 
américains, de vendre des dollars canadiens et d’accroitre 
les réserves canadiennes pour modérer dans une certaine 
mesure une progression qui aurait pu faire augmenter 
notre dollar d’un ou deux sous par rapport au dollar 
américain au cours de cette période. 


Je pourrais peut-étre poser cette question directement. 
La politique en matiére de taux de change n’est pas fixee 
par la Banque du Canada, mais par le gouvernement. Est- 
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[Texte] 


and your department that the bank should buy at that rate 
to keep the dollar from going even higher in relation to 
the American dollar? 


Mr. Wilson (Etobicoke Centre): The policies the Bank 
of Canada have been following are supported by the 
Government of Canada. 


Mr. Cassidy: That is an enigmatic response, Mr. 
Minister, although I recognize to some extent that it is 
impossible to avoid. You said that the goal of a zero rate 
of inflation is in your view a matter of time—it is not an 
instant goal; it is a matter of time. On two occasions 
appearing before the committee in _ this room, the 
governor indicated that his goal is a zero rate of inflation. 
He has not qualified it, Mr. Minister. He has not indicated 
that this is something to be achieved in three or four 
years’ time, but that it is a policy to be achieved now at 
the expense of desirable economic objectives, specifically 
the rate of growth and the rate of— 


Mr. Wilson (Etobicoke Centre): Mr. Cassidy, you are 
distorting what Mr. Crow said. 


Mr. Cassidy: No, not at all. Iam quoting him exactly. 


Mr. Wilson (Etobicoke Centre): It is a distortion and 
you know it. 


Mr. Cassidy: It is not a distortion, Mr. Minister. We 
asked the governor his goal and he said it was a zero rate 
of inflation. He made it very clear. 


Mr. Wilson (Etobicoke Centre): A minute ago you said 
he said his goal was a zero rate of inflation at the expense 
of other economic achievements such as— 


Mr. Cassidy: I stated that his goal was a zero rate of 
inflation. He did not qualify it in terms of time. 


Mr. Wilson (Etobicoke Centre): You distorted what he 
said by adding the qualifier. 


Mr. Cassidy: Mr. Minister, I said that by setting that 
goal and not bearing in mind the impact in terms of 
unemployment, regional disparity or growth, you have a 
unidimensional goal from the Governor of the Bank of 
Canada, who only sees control of inflation—many central 
bankers are like that—as his objective and does not see 
the consequences of that policy in relation to the impact 

On the rest of the economy. Mr. Minister, what I hear you 
Say in the House of Commons and here is that you 
endorse that policy. If you endorse that policy, you are 
also adopting a unidimensional policy which ignores the 
impact in terms of employment, growth and regional 
_ disparity. 


| Mr. Wilson (Etobicoke Centre): That is garbage. For 
jyou to draw the interpretation for the— 


| Mr. Cassidy: Mr. Chairman, is that language acceptable 
‘in this committee? 


| 
| 
| 
| 
| 


[Traduction] 


ce vous et votre ministére qui avez décidé que la banque 
devait acheter 4 ce taux pour empécher notre dollar de 
monter encore plus par rapport au dollar américain? 


M. Wilson (Etobicoke-Centre): Les politiques suivies 
par la Banque du Canada ont l’appui du gouvernement 
du Canada. 


M. Cassidy: C’est une réponse énigmatique, monsieur 
le minsitre, mais je me rends bien compte que c’est 
inévitable. Vous dites que l’objectif consistant 4 ramener 
inflation a zéro est une question de temps, que cela ne 
peut pas se faire du jour au lendemain mais que c’est 
possible sur une certaine période. A deux reprises, le 
gouverneur a déclar€é a notre comité que son objectif était 
de ramener linflation 4 zéro. Il n’a di lancer cette 
affirmation. Il ne nous a pas dit que cela prendrait trois 
Ou quatre ans, mais au contraire que c’était une politique 
qu’il fallait réaliser tout de suite au détriment de certains 
objectifs économiques souhaitables, en particulier le taux 
de croissance et le taux de. . . 


M. Wilson (Etobicoke-Centre): Monsieur Cassidy, vous | 
déformez les propos de M. Crow. 


M. Cassidy: Pas du tout. Je le cite textuellement. 


M. Wilson (Etobicoke-Centre): 
paroles, vous le savez trés bien. 


Vous déformez ses 


M. Cassidy: Je ne les déforme pas, monsieur le 
ministre. Nous avons demandé au gouverneur quel était 
son objectif et il nous a dit que c’était de ramener 
Vinflation a zéro. Il l’a dit trés clairement. 


M. Wilson (Etobicoke-Centre): Vous venez de dire 
qu’il avait déclaré que son objectif était de ramener 
Vinflation a zéro au détriment d’autres réalisations 
économiques telles que. . . 


M. Cassidy: Je dis que son objectif était de ramener 
Vinflation a zéro. Il n’a pas dit combien de temps cela 
prendrait. 


M. Wilson (Etobicoke-Centre): Vous avez déformé ses 
paroles en y apportant un complément. 


M. Cassidy: Monsieur le ministre, je dis qu’en se fixant 
cet objectif sans tenir compte de ses répercussions sur le 
chomage, les disparités régionales ou la croissance, le 
gouverneur de la Banque du Canada se préoccupe d’un 
seul coté de la médaille, l’arrét de l’inflation. et c’est une 
attitude commune a de nombreux directeurs de banque 
centrale, sans se préoccuper des répercussions de cette 
politique sur le reste de l'économie. Monsieur le ministre, 
vous dites a la Chambre et ici méme que vous approuvez 
cette politique. Si vous l’approuvez, c’est que vous adoptez 
vous aussi une vision en tunnel qui ne tient pas compte 
des répercussions sur le plan de l’emploi, de la croissance 
et de la disparité régionale. 


M. Wilson (Etobicoke-Centre): 
interprétation. . . 


M. Cassidy: Monsieur le président, de telles expressions 
sont-elles admises ici? 


Foutaise. Cette 
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Mr. Wilson (Etobicoke Centre): Oh, yes. 


Mr. Cassidy: Well let it stand then. Mr. Minister, I am 
not trying to throw invective at you. I am asking serious 
questions in a serious way. 


Mr. Wilson (Etobicoke Centre): You are distorting 
things that have been said by others. I am saying if you 
are going to distort them, you are going to get back in 
kind what I think of those distortions. 


This government has produced the best job creation 
rate of any of the major industrialized countries over the 
past three and a half years. For you to say we are 
following policies deliberately designed to increase 
unemployment is nonsense. That is political rhetoric. 


We are trying to follow a balance of economic policies, 
and I said this many times before you arrived this 
evening. The bottom line of the policies we have been 
following is the best economic growth rate of the major 
industrialized countries, and the best job creation rate of 
any of the major industrialized countries. So there you 
have it. Those are the things that drive us. If that means 
when inflation starts to creep up we should be trying to 
modify those increases in inflation rates, then these are 
policies we will follow, because control of the inflation 
rate is a very important element of a successful economic 
policy. 


Mr. Cassidy: Mr. Minister, if you went to the man on 
the street in Vancouver or the woman on the street in 
Halifax and compared the two statements, they would say 
they do not find that they are consonant. They do not 
seem to jibe. 


You state what we are looking for is a balanced policy, 
one that takes into account the inflation rate, the rate of 
creation of jobs, the unemployment rate and the growth 
rate, and hopefully the question of regional disparities as 
well. That is something I think people would find 
reasonable as an objective for economic policy and for a 
Minister of Finance. At the same time, you say you are in 
agreement with the governor, who states that his objective 
with respect to inflation is a zero inflation rate. Most men 
and women on the street would say there is something 
there that does not wash. I do not see how a zero inflation 
rate is the same as what the Minister of Finance says he 
wants, which is a balance of all of these things. He is 
prepared to ease up in terms of pushing the inflation rate 
down if the cost is too high, in terms of unemployment or 
other factors. 


In other words, most people would say there is 
something at odds there, or you are giving two different 
stories. One is that you agree with a zero inflation rate, 
and the other is you are looking for a balanced policy. 
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M. Wilson (Etobicoke-Centre): Oh, oui. 


M. Cassidy: Dans ce cas nous laisserons les choses 
comme elles sont. Monsieur le ministre je n’essaie de vous 
lancer des invectives. Je vous pose de fagon tout a fait 
sérieuse des questions sérieuses. 


M. Wilson  (Etobicoke-Centre): Vous déformez 
certaines choses qui ont été dites par d’autres. Ce que je 
dis, c’est que si vous allez les déformer, je vais vous rendre 
la monnaie de votre piéce. 


L’actuel gouvernement a le meilleur taux de création 
d’emploi parmi l’ensemble des gros pays industrialisés 
pour les trois derniéres années et demie. Il est 
parfaitement absurde de dire que nous suivons des 
politiques congues dans le but express d’augmenter le 
chémage. C’est de la rhétorique politique. 


Nous nous efforgons de suivre un ensemble de 
politiques économiques équilibrées, et j’ai répété cela 
plusieurs fois avant votre arrivée. Le principe directeur de 
ces politiques c'est la réalisation du meilleur taux de 
croissance économique parmi l’ensemble des importants 
pays industrialisés ainsi que du meilleur taux de création 
d’emplois parmi ces mémes pays. C’est 1a le but. Ce sont 
ces choses-la qui nous motivent. Si cela signifie que, 
lorsque le taux d’inflation commence a remonter nous 
devrions essayer contenir ces augmentations, alors les 
politiques que nous suivrons iront dans ce sens, car 
controler le taux d’inflation est un élément trés important 
de toute politique économique qui doit réussir. 


M. Cassidy: Monsieur le ministre, si vous interrogiez 
monsieur tout le monde 4 Vancouver ou madame tout le 
monde 4 Halifax, si vous compariez les deux déclarations, 
ils vous diraient qu’elles ne s’accordent pas trés bien. Elles 
ne semblent pas coller. 


Vous dites que ce que nous recherchons c’est une 
politique équilibrée qui tienne compte du taux d’inflation, 
du taux de création d’emplois, du taux de chomage et du 
taux de croissance et sans doute également—en tout cas 
c’est A espérer—des disparités régionales. Je pense que 
c’est la un objectif économique que les gens trouveraient 
raisonnables dans le contexte d’une politique nationale 
énoncée par le ministre des Finances. Mais vous dites en > 
méme temps que vous étes d’accord avec le gouverneur de 
la banque, qui déclare que son objectif c’est un taux 
d’inflation nul. La plupart des citoyens du pays diraient 
qu’il y a 1a quelque chose qui ne colle pas. Je ne vois pas 
en quoi un taux d’inflation nul rejoint ce que prone le 
ministre des Finances, a savoir un équilibre parmi toutes 
ces choses. I] est prét 4 lacher un peu de lest dans sa lutte 
contre l’augmentation du taux d’inflation si le cout est 
trop élevé du cété du chémage et dans certain nombre 
d’autres secteurs. 


En d’autres termes, la plupart des gens diraient qu’il y 
a quelque chose qui cloche, ou bien que vous racontez 
deux histoires différentes. La premiére, c’est que vous étes 
d’accord avec l’idée d’un taux d’inflation nul, et l’autre, 
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Perhaps you could indicate to the committee which it is 
you are pursuing. 


_ Mr. Wilson (Etobicoke Centre): I think what Mr. 
Cassidy is doing here is trying to draw some very 
simplistic conclusions from what is Clearly a very complex 
issue, and that is the overall objectives, the overall 
conduct of economic policy. Mr. Cassidy, you are not 
going to get from me the simplistic conclusions you are 
trying to draw. I think you are trying to draw the 
conclusion that it is a deliberate policy of this government 
to snuff out the employment gains we have made over the 
past three and a half years. It is preposterous for you to 
think that is what we are trying to do. 


We are trying to get growth rates improving in this 
country, and I think we have been successful. We are 
trying to get unemployment down, and I think we have 
been successful. I could take you through the statistics of 
both of those if you want. We have tried to get inflation 
down, and we have been less successful at that, although 
we have had the inflation rate around 4% per annum. I 
think we have had the reflection of these economic 
policies, which have strengthened the economy and have 
improved our competitive position. That is being reflected 
in the strength of the Canadian dollar. 
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So it is clear that what you are trying to do here is 
draw these simplistic conclusions, and they do not work. 


Mr. Cassidy: Mr. Minister, as you know, the exporters’ 
association itself has expressed concern over the recent 
Sharp increase in the Canadian dollar and the effect that 
has on our trade position, our competitiveness, and our 
ability to maintain a favourable trade balance to offset our 
deficit on invisibles. So I do not need to apologize for 
raising that particular question, because a very important 
section of the economic community has started raising it 
as well. 


Mr. Wilson (Etobicoke Centre): I am not suggesting 
you withdraw that or you should not raise it. It is a valid 
concern to express. What I am taking exception to, Mr. 
Cassidy, is that you are trying to draw simplistic, 
unidimensional—to use your words—conclusions, and 
they do not work. 


Mr. Cassidy: Mr. Minister, do you not think you and I 
‘should hail a cab tomorrow morning or walk over to 
‘Wellington at Bank and drop in on the Governor of the 
Bank of Canada and suggest that he should stop making 
simplistic statements about what his policy goals are in 


[Traduction] 


c’est que vous cherchez 4 mettre au point une politique 
equilibrée. Vous pourriez peut-étre expliquer au comité 
laquelle de ces deux histoires correspond a ce que vous 
visez. 


M. Wilson (Etobicoke-Centre): Je pense que M. Cassidy 
est en train de tirer des conclusions trés simplistes d’une 
question qui est manifestement trés complexe, notamment 
les objectifs d’ensemble et l’orientation générale de la 
politique Economique. Monsieur Cassidy vous n’allez pas 
obtenir de moi les conclusions simplistes que vous 
cherchez 4a tirer. Je pense que la conclusion que vous 
essayez de tirer c’est que l’actuel gouvernement essaie 
delibérément d’écraser les gains en matiére d’emploi que 
nous avons réalisés au cours des trois années et demie qui 
viennent de s’écouler. I] est absurde de dire que c’est cela 
que nous essayons de faire. 


Nous essayons d’améliorer les taux de croissance au 
pays, et je pense que nous avons réussi. Nous essayons de 
faire baisser le taux de chOmage et 1a encore je pense que 
nous avons réussi. Je pourrais d’ailleurs si cela vous 
intéresse parcourrir les statistiques correspondant a ces 
deux dossiers. Nous avons essayé de réduire l’inflation, et 
peut-étre nous avons moins bien réussi dans ce domaine- 
la, bien que l’inflation se situe aux alentours de 4 p. 100 
par an. J’ai bien l’impression que tout le monde a pu 
constater les conséquences de ces politiques économiques, 
qui ont renforcé l’économie et qui ont amélioré notre . 
position concurrentielle. Tout cela se trouve d’ailleurs 
reflété dans la force du dollar canadien. 


fl est donc clair que ce que vous essayez de faire ici, 
cest de tirer des conclusions simplistes, mais elles ne 
s’appliquent pas du tout. 


M. Cassidy: Comme vous le savez, monsieur le 
ministre, l’Association des exportateurs elle-méme se dit 
préoccupée par la récente montée en fléche du dollar 
canadien et par les conséquences que cela aura sur notre 
position commerciale, sur notre compétitivité et sur notre 
Capacité de maintenir une balance commerciale favorable 
qui nous permette de contrecarrer notre déficit pour ce 
qui est des invisibles. Je n’ai donc pas a m’excuser d’avoir 
soulevé cette question, car un secteur trés important de 
l’économie canadienne 1’a déja fait. 


M. Wilson (Etobicoke-Centre): Je ne dis pas que vous 
devriez retirer votre question et je ne prétends pas non 
plus qu’il aurait mieux valu que vous ne la posiez pas. 
C’est une préoccupation tout 4 fait valable qui mérite 
d’étre exprimée. Ce que je n’apprécie pas, monsieur 
Cassidy, c’est que vous essayez de tirer des conclusions 
simplistes et unidimentionnelles—pour reprendre vos 
propres mots—conclusions qui ne s’appliquent pas. 


M. Cassidy: Monsieur le ministre, ne pensez-vous pas 
qu'il serait bon que vous et moi nous prenions un taxi 
demain matin ou bien nous rendions ensemble 4 pied a 
Vangle des rues Wellington et Bank pour rendre une 
petite visite surprise au gouverneur de la Banque du 
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bringing inflation down to zero? Do you not think he is 
giving confusing and contradictory messages to this 
committee and to the public at large if he states that his 
goal for inflation is to have a zero inflation rate and he 
fails to qualify that by indicating that there are other 
objectives of policy that have to be looked at as well? And 
if he is being simplistic and I can say so, maybe you 
should say so as well, Mr. Minister. 


Mr. Wilson (Etobicoke Centre): No, you are drawing 
that conclusion, Mr. Cassidy. It is not Mr. Crow’s position 
to talk about other parts of economic policy that fall 
under the purview of the Government of Canada or the 
Minister of Finance. I will draw those conclusions, and I 
have drawn those conclusions this evening. I repeat, I 
think it is improper or incorrect—I will not impute 
motives, I will just say it is incorrect—for you to draw the 
unidimensional, simplistic conclusions you just have, 
which are quite counter to anything I have said this 
evening or previously at this committee or in other 
places. 


Mr. Warner: Mr. Minister, last Wednesday you made a 
statement concerning the investment tax on the life 
insurance industry that probably stopped a very large 
letter-writing campaign and had the agreement of both the 
Canadian Life and Health Insurance Association and the 
Life Underwriters Association of Canada. I wonder if you 
are considering a similar statement on the proposed 
changes in taxes for the property and casualty insurance 
industry. 


Mr. Wilson (Etobicoke Centre): Could you give me the 
question again, please? 


Mr. Warner: While you are proposing to change the 
reserves of. the property and casualty insurance 
companies, I wonder if you are now considering making 
changes, in conjunction with consultation with the 
insurance industry, that would have them in agreement 
with changes that could be considered acceptable. 


The Chairman: Mr. Minister, you might know we have 
been meeting with the Superintendent of Insurance on 
this matter. 


Mr. McCrossan: Maybe before you answer that I could 
elaborate a little. Last Wednesday, was it. . .? 


The Chairman: Wednesday, and we 
Hammond before us tomorrow afternoon. 


Mr. McCrossan: Last Wednesday Mr. Hammond stated 
before the comittee that it was his view that the current 
reserves were not acceptable and indeed required some 
strengthening. Yet the tax proposal involves a weakening 
of reserves. Mr. Hammond indicated he would be 


have Mr. 
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Canada pour lui dire qu’il serait peut-étre bon qu’il arréte 
de faire des déclarations simplistes quant a son objectif de 
ramener a zéro le taux d’inflation? Ne pensez-vous pas 
qu’il est en train de donner des messages confus et 
contradictoires au comité ainsi qu’au public en déclarant 
que son objectif c’est de ramener a zéro le taux 
d’inflation, surtout lorsqu’il omet de dire qu'il y a 
d’autres objectifs qu’il conviendrait d’examiner 
également? Et s’il est en train de faire des déclarations 
simplistes et que je peux l’affirmer, alors vous pourriez 
peut-étre le faire également, monsieur le ministre. 


M. Wilson (Etobicoke-Centre): Non, c’est 1a la 
conclusion que vous, vous avez tirée, monsieur Cassidy. I 
n’incombe pas a M. Crow de se prononcer sur d’autres 
éléments de la politique économique qui reléve du 
gouvernement du Canada ou du ministre des Finances. 
C’est 4 moi qu’il revient de tirer ces conclusions, et c’est 
ce que j’ai déja fait ce soir. Je le répéte, je pense qu’il est 
déplacé ou malhonnéte—je ne veux pas vous faire un 
procés d’intention, et je me contenterai de dire que c’est 
malhonnéte—de tirer les conclusions simplistes et 
unidimentionnelles dont vous venez de _ parler, 
conclusions qui vont carrément a l’encontre de tout ce 
que j’ai dit ce soir ou a d'autres occasions au comité ou 
ailleurs. 


M. Warner: Monsieur le ministre, mercredi dernier 
vous avez fait une déclaration concernant la_ taxe 
d’investissement sur l’assurance-vie, déclaration qui a sans 
doute empéché une campagne postale d’envergure et avec 
laquelle était d’accord et l’Association canadienne des 
compagnies d’assurances de personnes et |’Association des 
assureurs-vie du Canada. J’aimerais savoir si vous 
envisagez de faire une déclaration semblable relativement 
au changement que vous vous proposez d’apporter aux 
taxes qui seront applicables aux activités des compagnies 
d’assurance de biens et de risques divers. 


M. Wilson (Etobicoke-Centre): Pourriez-vous, s’il vous 
plait, repéter votre question? 


M. Warner: Etant donné que vous vous proposez de 
changer les réserves pour les compagnies d’assurance de 
biens et de risques divers, je me demande si vous 
envisagez de consulter le secteur des assurances 
relativement a certains changements sur lesquels vous 


pourriez peut-étre vous entendre avec elles. 


Le président: Monsieur le ministre, vous savez 
peut-étre que nous avons rencontré le surintendant des 
assurances pour en discuter avec lui. 


M. McCrossan: Avant que vous ne répondiez, je 
pourrais peut-étre ajouter quelques précisions. C’était 
bien mercredi dernier. . .? 


Le président: Mercredi, et M. Hammond comparait 
devant le comité demain aprés-midi. 


M. McCrossan: Mercredi dernier, M. Hammond a 
déclaré devant le comité que selon lui les réserves 
actuelles étaient insuffisantes et qu il faudrait les 
renforcer. Or, votre proposition vise l’affaiblissement des 


réserves. Si j’ai bien compris, M. Hammond s’est dit tout 
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prepared and eager, I think, to come before the 
committee at such time as that tax proposal for P and C 
companies was in law, to express his views about the 
adequacy of the current reserves. 


‘ 
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By way of preamble, I might add that the Canadian 
Institute of Actuaries’ annual meeting is on in Ottawa 
today and tomorrow. I have had members of the council 
express to me the same view the current that reserves are 
not Over-adequate and in fact may be inadequate. The 
question the committee was raising last week, and which 
Mr. Warner is putting tonight, is if both your 
Superintendent of Financial Institutions and the 
professional bodies feel the reserves need strengthening, 
why are you pushing to reduce the reserves to generate 
tax revenue? 


Mr. Wilson (Etobicoke Centre): I think you are 
imputing a motive which is not there. 


Mr. McCrossan: I am not saying this is the sole reason 
for reducing reserves. As part of tax reform, the reserves 
would be reduced when the superintendent has indicated 
he had formally advised your tax policy group he had 
concerns about the adequacy of the reserves in the first 
place. 


Mr. Wilson (Etobicoke Centre): There are two points 
to make here. There are two concerns the government 
has: one is a prudential reserve, a prudential point of 
view, and the other is a tax policy point of view. Both of 
these have to be taken into account in arriving at 
decisions the government might want to take, either 
through the Minister or through the superintendent. 


We have made one change as it relates to the reserves 
for property and casualty companies. Certainly we are 
always open to discussions with any of these industries, as 
demonstrated by our activities over the past three and a 
half years. In reply to the specific question of whether we 
are considering other changes, the answer is no. 


Mr. Warner: In light of what is happening in the 
industry. .. There is certainly a trend in the cycle of the 
industry indicating that competition, together with 
increased pressure for lower rates, will probably have an 
effect on profits. This is a cycle the property and casualty 
industry is quite used to. Having had a year or two of 
reasonable profit, they usually become very competitive 
and reduce their profit-to-losses. This trend seems to be in 
place and probably is a contributing factor to the 
assessment that Paul indicates: the actuaries suggest that 
‘eserves now are inadequate. As your department hears 
his evidence, I would hope perhaps you would reconsider 
‘ind possibly propose a change to the existing proposal for 
vax change that is before us. 


[Traduction] 


a fait prét 4 comparaitre devant le comité une fois que les 
taxes applicables aux compagnies d’assurance de biens et 
de risques divers seront devenues loi—il me semble quila 
meéme dit qu’il était trés désireux de le faire—afin de 
pouvoir exprimer son point de vue quant au niveau 
insatisfaisant des réserves actuelles. 


En guise de préambule, j’ajoute que l’Institut 
canadienne des actuaires tient aujourd’hui et demain sa 
réunion annuelle ici méme a4 Ottawa. Des membres du 
conseil m’ont exprimé un point de vue identique, a savoir 
que les réserves, loin d’étre plus adéquates pourraient 
bien étre insuffisantes. La question que posait le comité la 
semaine derniére et que reposait M. Warner ce soir est la 
Suivante: si le surintendant des institutions financiéres et 
les organismes professionnels estiment que les réserves 
doivent étre renforcées, pourquoi tenez-vous A ce qu’elles 
soient réduites pour produire des revenus fiscaux? 


M. Wilson (Etobicoke-Centre): Je pense que vous me 
prétez des intentions que je n’ai pas. 


M. McCrossan: Je ne dis pas que c’est la raison pour 
vouloir réduire les réserves. Cependant, dans le cadre de 
la réforme fiscale, les réserves seraient réduites, alors que 
le surintendant a indiqué qu’il avait officiellement fait 
part a votre groupe chargé de la politique fiscale de ses 
préoccupations au sujet de l’insuffisance des réserves. 


M. Wilson (Etobicoke-Centre): La démarche du 
gouvernement est double: d’abord. il tient a s’assurer que 
les réserves soient 4 un niveau prudent; ensuite, il doit 
établir une politique fiscale. Le gouvernement doit tenir 
compte de ces deux points de vue dans ces décisions qui 
passent par le ministre ou par le surintendant. 


Nous avons effectué une modification pour les réserves 
des compagnies d’assurances de biens et contte les risques 
divers. Cependant, nous sommes toujours préts 4 discuter 
avec tous les secteurs de l’industrie, comme nous l’avons 
démontré par nos actions depuis trois ans et demi. Si vous 
voulez savoir si nous envisageons d’autres modifications, 
la réponse est non. 


M. Warner: Compte tenu de ce qui se passe dans ce 
secteur... et la concurrence et les pressions accrues en 
vue de réduire les taux risquent d’avoir un effet sur les 
profits. C’est un cycle de son activité auquel les 
compagnies d’assurances de biens contre les risques divers 
sont habituées. Aprés un an ou deux de profits 
raisonnables_ elles deviennent habituellement  trés 
compétitives et réduisent leur marge des profits et pertes. 
C’est le cycle qui semble se manifester actuellement et qui 
contribue probablement 4a la situation relevée par Paul: 
les actuaires considérent maintenant que les réserves sont 
inadéquates. Devant les faits, il est 4 espérer que vous 
revisieZ votre position et que vous acceptiez de modifier 
votre proposition de réforme fiscale. 


Anes 0 
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Mr. Wilson (Etobicoke Centre): Let me make a general 
comment and I will ask Mr. Dodge whether he wishes to 
add anything to it. 


What we are trying to do in tax reform is to establish a 
tax regime that is comparable between different 
participants in the financial service sector. We want to do 
this in a way that will provide a stable tax regime able 
stand the test of time through periods of high profitability 
and periods of low profitability. As you point out, in that 
industry they do swing, and I do not think changes in the 
nature of tax treatment of reserves is going to change the 
particular history of experience. I will certainly keep in 
mind the points you have expressed as we continue our 
discussions with this and other industries as time goes by. 
That is the motivation we have had here. 
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Mr. Dodge, do you want to add anything to that? 


Mr. David Dodge (Senior Assistant Deputy Minister, 
Tax Policy and Legislation, Department of Finance): Just 
two things, Minister. We have continued to have ongoing 
discussions with the P and C, and those have been very, 
very useful. Clearly the regulatory and indeed the 
accounting framework for the industry are going to be 
undergoing some modifications. What we said to the 
industry is as those modifications are undertaken we will 
continue to review the tax framework to ensure it does 
stay in line. As the Minister pointed out when he tabled 
the ways and means motions on December 16, we have 
indeed made an allowance for this evolving nature in the 
rules of the accounting and regulatory framework as they 
come into effect. 


Mr. Warner: Perhaps the industry will agree with the 
discounting of reserves in principle, but certainly listening 
to Mr. Hammond very carefully... I assume from what 
you are saying that accounting procedures will allow them 
to implement, it in a way that is not going to put property 
and casualty companies into insolvency. 


Mr. Dodge: Right. We are concerned with the 
implementation framework in respect to solvency, but 
also in terms of administrative feasibility. We have been 
working closely with the industry to ensure that we do 
not simply make hundreds of jobs for accountants and 
lawyers in trying to comply with the tax regulations. 


Mr. Warner: Good. Thank you very much. 


The Chairman: Can we move on now to the clause-by- 
clause consideration of this bill? It being 9.30 p.m., and 
every member having had a chance to ask a couple of 
questions, I am quite prepared to go on with some 
questions if we could get through it quickly, or whatever 
you want to do. 


Clauses 1 to 4 inclusive agreed to. 
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M. Wilson (Etobicoke-Centre): Je vais vous répondre 
de facon générale et je vais demander a M. Dodge 
d’ajouter quelque chose s’il le désire. 


Par la réforme fiscale, nous essayons d’établir un 
régime fiscal qui soit comparable pour les divers 
participants des services financiers. Et nous voulons que 
ce régime fiscal soit stable et durable en période de profits 
élevés comme en période de profits moins élevés. Comme 
vous l’avez fait remarquer, ce secteur est habitué a des 
cycles, et il est 4 espérer que le traitement fiscal des 
réserves pourra améliorer cette situation. Je tiendrai 
cependant compte de vos remarques dans les discussions 
concernant ce secteur et d’autres. Si nous avons agi 
comme nous l’avons fait, c’est pour la raison que je vous 
ai indiquée. 


Je ne sais pas si vous voulez ajouter quelque chose, 
monsieur Dodge? 


M. David Dodge (sous-ministre adjoint principal, 
direction de la politique et de la législation de l’impot, 
ministére des Finances): Je voudrais seulement revenir 
sur deux points, monsieur le ministre. Nous avons 
poursuivi nos discussions avec les compagnies d’assurance 
générale et nous avons eu d’excellents résultats. I] est clair 
que le code réglementaire et méme comptable de ce 
secteur sera quelque peu modifié. Nous avons cependant 
indiqué a l’industrie que nous surveillerons l’évolution de 
la situation afin de nous assurer que le traitement fiscal 
reste juste. Comme le ministre l’a fait remarquer lorsqu’il 
a déposé sa motion des voies et moyens le 16 décembre, 
nous avons effectivement tenu compte de la nature 
cyclique de l’activité de ce secteur dans le cadre 
comptable et réglementaire proposé. 


M. Warner: L’industrie sera peut-étre d’accord avec 
une réduction de réserves en principe, mais apres ce que 
vient de dire M. Hammond... je comprends de ce que 
vous venez dire que les procédés comptables permettront 
aux compagnies d’assurance générale de se conformer aux 
nouvelles dispositions sans avoir a se déclarer insolvables. 


M. Dodge: Oui. Dans Uapplication du nouveau 
systeéme, nous ne nous inquiétons pas seulement de la 
solvabilité, mais égalemént de la faisabilité administrative. 
Nous travaillons en étroite collaboration avec le secteur 
afin de nous assurer que nous ne créons pas tout 
simplement des centaines et des centaines d’emplois pour 
les comptables et les avocats appelés a interpréter les 
nouvelles régles fiscales. 


M. Warner: Trés bien. Merci beaucoup. 


Le président: Pouvons-nous passer a l’étude article par 
article du projet de loi? Il est 21h30 et chaque député a eu 
Voccasion de poser quelques questions. Je suis prét a en 
accepter quelques autres si elles sont courtes. Je suis 4 
votre disposition. 


Les articles 1 a 4 inclusivement sont adoptés. 
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Mr. Taylor: Just before we pass this bill, this is my last 
chance to ask a question on this. I am always a little leery 
of these cure-alls. When we realize that the interest rate 
was over 20%,:and it is now down to 4.1%, I am just 
wondering what the factors are that brought that down. 
There was not a sudden order by the government or the 
Governor of the Bank of Canada. The causes that made it 
rise to 24% must have changed. 


It makes me think of a case in Alberta when I was an 
MLA. There were three or four members who had a cure- 
all for every disease: they called it the cope treatment. 
Now I do not know whether you have heard about it 
down here or not, but they were bound that the cope 
treatment would become the cure-all for all diseases. One 
time during the question period someone asked a man 
who was advocating this what happened to his friend who 
had taken this cope treatment. The chap who was 
advocating it said yes, he had taken the cope treatment, 
and he actually died, but he said he never saw anybody 
die so peacefully. 


People say to me at public meetings why does the 
government not order that the interest rate be reduced to 
sO and so without any consideration of what caused it to 
get there in the first place. I wondered could you give us a 
short outline of— 


The Chairman: No, he could not. 


Mr. Taylor: —the actual things that caused that interest 
rate to come down to 4.1%, which is wonderful compared 
to the 18% and 25%. 
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Mr. Wilson (Etobicoke Centre): As the chairman 
intimated, that is impossible for me to answer in a short 
way. Without trying to get into the details of what an 
answer might be for that question, let me go back to your 
cure-all. You are absolutely right, there are no cure-alls. 
There is no single factor that led to the increase in 
inflation or interest rates that ended up in the mess we got 
into in 1982, nor is there a single policy that resulted in 
our having the good performance we have today. 


Some of those factors are within the control of the 
Government of Canada: monetary policy, fiscal policy, 
specific policies related to regional development—these 
-are all things that are within the control of the 
Government of Canada. But there is a large amount that 
is Outside the control of the Government of Canada: the 
response of the private sector to government policies, or 
the response to factors that are developing around us. For 
example, I for one have never taken credit for the 
1,156,000 jobs that have been created; those have been 
created primarily by the private sector. The Government 
‘of Canada has been reducing direct employment in the 
Government of Canada. The combination of policies 


[Traduction] 
Le titre est adopté. 


M. Taylor: Je voudrais poser une question avant que le 
projet soit adopté. C’est ma derniére chance. Je suis 
toujours un peu craintif devant ces remédes miracles. 
Nous savons que le taux d’intérét a déja dépassé les 20 p. 
100 et qu’il se situe actuellement 4 4.1 p. 100. Je me 
demande quels sont les facteurs qui ont contribué A cet 
état de chose. Je suis sar que le gouvernement ou le 
gouverneur de la banque du Canada ne l’a pas ordonné A 
un certain moment. C’est la conjoncture qui a da changer 
depuis le sommet de 24 p. 100. 


Je me souviens d’un fait survenu lorsque j’étais député 
a Vassemblée législative de l’Alberta. Trois ou quatre 
députés avaient un reméde miracle pour toutes les 
maladies; ils l’appelaient la cure de l’accommodement. Je 
ne sais pas si vous en avez entendu parler ou non ici, mais 
cette cure d’accommodement était censée faire des 
miracles. Une fois, au cours de la période de questions, 
l'un des partisans de cette cure s’est vu demander de qu'il 
était advenu de l’un de ses amis qui l’avait suivie. Le 
partisan de la cure a répondu qu’effectivement l’un de ses 
amis l’avait essayé mais était mort, d’une mort paisible 
cependant. 


Souvent, lors de réunions publiques, les gens me 
demandent pourquoi le gouvernement n’ordonne pas la 
réduction du taux d’intérét a tel et tel niveau 
indépendamment de la conjoncture. Je me demande si 
vous ne pourriez pas nous indiquer briévement. . . 


Le président: Non, il ne peut pas. 


M. Taylor: ... les conditions qui ont permis 
effectivement la réduction du taux d’intérét a 4.1 p. 100, 
ce qui est absolument merveilleux aprés des sommets de 
18 et 25 p. 100. 


M. Wilson (Etobicoke-Centre): Comme le président l’a 
laissé entendre, il m’est impossible de donner une réponse 
courte. Sans entrer dans les détails, je voudrais revenir a 
votre idée de panacée. Vous avez tout a fait raison, il n’ya 
pas de panacée. On ne peut pas mettre sur le compte d’un 
seul facteur la hausse de l’inflation ou des taux d’intérét 
qui a créé les difficultés que nous avons connues en 1982, 
et a elle seule aucune politique n’est responsable de nos 
bons résultats actuels. 


Certains des ces facteurs relévent du gouvernement du 
Canada: la politique monétaire, la politique budgétaire et 
certaines stratégies en matiére de développement régional, 
ce sont tous des aspects qui relévent du gouvernement du 
Canada. Mais il y a bien des éléments qui échappent a son 
controle: la fagon dont le secteur privé va réagir aux 
politiques du gouvernement ou 4 d’autres phénoménes 
qui sont en train de se produire. Par exemple, je ne me 
suis jamais attribué le mérite des emplois qui ont été 
créés, au nombre de 1,156,000; ces emplois ont été créés 
surtout par le secteur privé. Le gouvernement du Canada 
réduit le nombre d’emplois dans la Fonction publique. 
L’ensemble des politiques ayant pour effet la baisse des 
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related to getting interest rates down, getting inflation 
down, getting deregulation into the system to a greater 
extent—all of these I think are motivating the private 
sector. They are giving consumers and businessmen a 
greater sense of confidence in what is happening within 
our country. That combination of things, working 
together, interacting in complex ways that you and I will 
never understand, because there are things that are 
happening that we can not control, results in better 
economic performance. 


The Chairman: Shall I report the bill to the House? 


Some hon. members: Agreed. 
An hon. member: On division. 


The Chairman: Now, does anybody want to ask the 
Minister all sorts of questions? I am not going to adjourn 
the meeting yet. 


Mr. de Jong: First of all, given the point that we have 
not heard from the Minister since I think the end of June, 
I think a session is in order just to discuss the response of 
the government to the committee’s report on tax reform. I 
hope we will be able to have an opportunity to do that 
soon. 


Arising out of that, I am somewhat concerned with the 
government’s position regarding tax policies in 
agriculture. In your response to us in December you 
stated that you would have a consultative process this year 
and that you will be bringing in suggested changes at the 
end of 1988. What has occurred in that field? Have you 
set up the consultative process? Where are things at? 


Mr. Wilson (Etobicoke Centre): We have had two 
meetings with officials. I participated in one. The next 
meeting is going to be on March 18. Work is continuing 
between officials and the representatives of the industry. 
My understanding is that they are progressing quite well 
and looking at the different options that were on the table 
at the time of the response to the committee’s report of 
December 16. 


Mr. de Jong: Could you tell me who from the industry 
you have been talking to? 


Mr. Wilson (Etobicoke Centre): At the meeting I 
attended there were 25 to 30 industry representatives. 
Although I did not attend the whole meeting, that was a 
full-day meeting, and they were representatives of farm 
groups from different parts of the country, different 
sectors of the agriculture industry. There was quite a 
broad representation. If you want a list then we can give 
you a list. 


° 2140 


Mr. McCrossan: I just have a brief question or two 
about alternatives to the interest rate policy with respect 
to cooling down inflation. 


The governor and you have observed that certain parts 
of the economy are showing signs of overheating. I guess 
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taux d’intérét et de Vinflation, la déréglementation 
grandissante, tout cela contribue a stimuler le secteur 
privé. Cela renforce la confiance des milieux d’affaires et 
des consommateurs dans l’avenir. Tous ces facteurs en 
conjonction, dans une interaction complexe que nous ne 
parviendrons jamais 4 comprendre, car il y a des éléments 
que nous ne pouvons pas maitriser, aboutissent a une 
meilleure performance économique. 


Le président: Dois-je faire rapport du projet de loi a la 
Chambre? 


Des voix: D’accord. 
Une voix: Avec dissidence. 


Le président: Est-ce que quelqu’un voudrait poser des 
questions générales au ministre? Je ne veux pas encore 
lever la séance. 


M. de Jong: Tout d’abord, puisque nous n’avons pas 
entendu le ministre depuis la fin juin, j’estime qu’il y a 
lieu de discuter de la réponse du gouvernement au 
rapport du Comité sur la réforme fiscale. J’espere que 
nous en aurons l|’occasion bientot. 


A ce propos, je m’inquiéte quelque peu de la position 
du gouvernement au sujet de la fiscalité agricole. Dans 
votre réponse de décembre vous avez promis un processus 
de consultation pour cette année et vous espériez proposer 
des changements a la fin de 1988. Que s’est-il passé? Le 
processus consultatif a-t-il été établi? Ou en étes-vous? 


M. Wilson (Etobicoke-Centre): Nous avons eu deux 
réunions avec les fonctionnaires, j’ai participé a une de 
ces réunions. La prochaine aura lieu le 18 mars. Les 
fonctionnaires et les représentants de _ lindustrie 
poursuivent leurs travaux. Je crois savoir que les progres 
sont satisfaisants et que l’on examine les différentes 
options proposées lors de la réponse au rapport du 
Comité le 16 décembre. 


M. de Jong: Pouvez-vous me dire qui sont vos 


interlocuteurs dans |’industrie? 


M. Wilson (Etobicoke-Centre): Il y avait entre 25 et 30 
représentants de l’industrie a la réunion a laquelle jal 
assisté. Je ne suis pas resté pour toute la réunion, qui a 
duré une journée entiére, mais il y avait des représentants 
de producteurs agricoles des diverses régions canadiennes, 
des différents secteurs de l’industrie agricole. C’était une 
représentation assez large. Si vous voulez la liste des 
participants, nous pourrons vous la faire parvenir. 


M. McCrossan: Quelques bréves questions au sujet de 
nos options en matiére de la politique sur les taux 
d’intérét afin de ralentir inflation. 


Le gouverneur et vous avez fait remarquer que dans 
certaines régions du Canada il y a des signes de 
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the archetypical example is probably your riding and the 
chairman’s riding and my riding and that general area, 
where the property market is still exceptionally strong. 
Just how strong it is has been the subject of a number of 
articles in the slast week. Interest rate policy, though, 
affects the whole country; it is not targeted toward cooling 
down inflation in Metro Toronto or in the Toronto- 
Montreal-Ottawa corridor. I wondered to what extent you 
had been examining other alternative policies that might 
be more directed to take the heat off the economy in the 
areas where it is overheating, without damaging the areas 
of the country that still have a very long way to go until 
they have recovered. 


Maybe I can illustrate by way of an example. We have 
the bulk of the federal civil service in that triangle, and 
communications costs and computer costs are falling 
dramatically. It does not seem to be too terribly sensible 
to keep the staff in the area where the economy is 
Overheated when there might be indeed legitimate 
reasons, indeed for promoting economic efficiency, to 
consider removing some of those jobs from that core area 
that is overheated to try to take some of the stress off. 


While it is a very small department, maybe I can raise 
the example of the Export Development Corporation. 
With our free trade initiative now hopefully in hand, we 
need to devote a lot of attention to concentrate on 
expanding Pacific Rim and south Asian trade, and trade 
with Africa and Europe—all of which Suggests that we 
should be concentrating on Vancouver as a centre of 
export for the Pacific Rim, and possibly Montreal and 
Halifax as centres of export towards Europe and Africa. 
Yet the jobs are concentrated in Metro Toronto when the 
exports from Ontario tend to move down to the States, 
where they do not require export financing. 


So I wondered whether an_ alternative way of 
distributing the national prosperity might be to look at 
government departments that for economic reasons might 
reasonably be relocated in areas where in fact they make 
more sense. One could think of mining and other areas 
that might be distributed as a method of redistributing the 
national wealth. The Department of Energy, for example, 
might be largely relocated into Alberta, rather than 
keeping everything concentrated in that central triangle. 
‘Might that not be an effective way of easing the pressures 
On the overheated triangle of Toronto-Montreal-Ottawa 
without the broad-brush approach of pushing up interest 
tates, which tends to dampen the recovery in the areas 
that have recovered the least? 


_ Mr. Wilson (Etobicoke Centre): It is an interesting 
yuestion. We have moved some government activities 
vutside of the triangle you referred to. I think of one I 
visited quite recently, the mapping division of Energy, 


[Traduction] 


surchauffe. Je suppose que la situation la plus frappante 
se trouve dans votre circonscription, celle du président et 
la mienne, ot le marché de l’immobilier reste 
exceptionnellement soutenu. La semaine derniére il ya 
eu un certain nombre d’articles qui soulignaient la 
fermeté de ce marché. Mais la politique en matiére de 
taux d’intérét a un effet général sur tout le pays, elle n’a 
pas pour objet le ralentissement de l’inflation dans le 
Toronto métropolitain ou le corridor Toronto-Montréal- 
Ottawa. Jusqu’a quel point avez-vous examiné d’autres 
solutions destinées a faire baisser de quelques degrés la 
surchauffe de l’économie dans certaines régions sans 
porter atteinte a ces régions, qui ont encore beaucoup a 
faire avant que le redressement se fasse? 


Je pourrais peut-étre vous donner un exemple. Le plus 
gros de la Fonction publique fédérale se trouve dans ce 
triangle 4 un moment ow les coats de Vinformatique et 
des communications connaissent une réduction 
extraordinaire. Cela ne semble pas trés raisonnable de 
garder des fonctionnaires dans ces régions ow il y a cette 
surchauffe de l’é€conomie quand on pourrait avoir de 
bonnes raisons, y compris lefficacité économique, de 
déplacer certains de ces emplois pour faire diminuer la 
pression. 


Méme si c’est un petit organisme, je pourrais peut-étre 
mentionner la Société pour l’expansion des exportations. 
Etant donné les bonnes perspectives de notre initiative de 
libre-€change, nous devrons faire de sérieux efforts pour 
augmenter le commerce avec les pays du bassin du 
Pacifique et de l’Asie du sud et aussi avec V’Afrique et 
VEurope. On pourrait choisir Vancouver comme centre 
d’exportation pour les pays du bassin du Pacifique, et 
Montréal et Halifax comme centre d’exportation vers 
l’Europe et l’Afrique. Pourtant, ces emplois se trouvent 
concentrés dans le Toronto métropolitain d’ou les 
exportations ont tendance 4 se diriger vers les Etats-Unis, 
marché pour lequel il n’est pas nécessaire d’avoir un 
financement a l’exportation. 


Une autre fagon de mieux répartir la prospérité 
nationale serait peut-étre de relocaliser certains ministéres 
du gouvernement en fonction de certains critéres 
économiques. Le secteur des mines et d’autres domaines 
se préteraient peut-étre a cette approche. On pourrait 
décider d’installer le plus gros du ministére de l’Energie 
en Alberta, plutot que de tout concentrer dans le triangle 
central. Ne pourrait-on ainsi alléger les pressions 
économiques sur le triangle Toronto-Montréal-Ottawa 
sans faire monter partout les taux d’intérét, ce qui 
donnerait un coup de frein 4 la reprise dans les régions 
ou elle n’est pas encore bien établie? 


M. Wilson (Etobicoke-Centre): C’est une question 
intéressante. Nous avons déplacé certaines activités du 
gouvernement du triangle que vous mentionnez. Je songe 
a l'un de ces services que j’ai visité tout derniérement, la 
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Mines and Resources in Sherbrooke. That was undertaken 
quite recently. 
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I cannot comment, for obvious reasons, on the specific 
example you have referred to. That question should be 
put to Ms Carney or the president of EDC himself rather 
than to me. 


An effort is under way on the part of the government 
to direct regional policy more out of the regions of the 
country. ACOA and WDO, the Western Diversification 
Office, have specifically resulted in the focus of decision- 
making moving outside of Ottawa into Moncton and 
Calgary, with a movement of some people as well. These 
things are happening. 


There is another side to it, that a move of the 
magnitude that would have an impact on the inflation 
rate would be costly. So you have an offset there, at least 
in the short term, in the impact on the deficit. So these 
are other factors that have to be taken into account. I hear 
what you say and certainly will keep it in mind. 


Mr. Cassidy: Mr. Minister, when the Finance 
Committee recommended a minimum margin tax, why 
did you choose instead to have an investment income tax 
on the insurers and a capital tax on the banks? With the 
recent changes, which apparently have cost substantially 
in terms of revenue from the investment income tax, in 
effect you have wound up with very much limited 
revenues at the same time as the insurers, who had 
accepted the concept of the minimum margin tax, are still 
very upset over the form of tax that has been chosen. 
Perhaps you could explain this change of stance on the 
part of your government. Why did you change and why 
did you take this tax, which is neither achieving revenues 
nor making the industry particularly happy, and which 
has resulted in a good deal less alleviation of some of the 
other problems in the tax reform from what could have 
been achieved with the recommendations of this 
committee? 


Mr. Wilson (Etobicoke Centre): I do not think the 
government has changed its stance. 


Mr. Cassidy: The government rejected the proposal— 


Mr. Wilson (Etobicoke Centre): No, the government 
did not change its stance. 


Mr. Cassidy: Why did you reject the proposals we 
made, which were offered in a constructive way, which 
were done within the context of neutrality, and which 
would have permitted a good deal more readjustment of 
the initial tax package to offset some of the unfair aspects 
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division de la cartographie du ministére de Energie, des 
Mines et des Ressources a Sherbrooke. C’est quelque 
chose de trés récent. 


Pour des raisons évidentes, je ne peux rien dire a 
propos de cet exemple précis que vous venez de me citer, 
Vous devriez poser cette question soit a M™* Carney, soit 
au président de la Société de développement des 
exportations lui-méme plutdt qu’a moi. 


Le gouvernement fait des efforts pour qu’on s’occupe, 
au niveau régional, des politiques régionales du pays. 
L’agence des perspectives de l’Atlantique et le BEOAdE 
Bureau de l’économie de |’Ouest, en sont précisément la 
preuve car les centres décisionnels sont partis d’Ottawa 
pour aller vers Moncton et Calgary, sans oublier les gens 
qui ont déménagé avec les postes. Il se passe quand meme 
des choses. 


[Il y a un autre cété a tout cela, c’est-a-dire qu’un 
déménagement d'une certaine importance qui aurait 
quand méme des répercussions sur le taux d’inflation 
cotterait quand méme trés cher. Il y a donc un revers a 
cette médaille dont il faut tenir compte, du moins a court 
terme, a cause des répercussions sur le déficit. Il y a donc 
ces autres facteurs dont il faut tenir compte. J’ai bien 
entendu ce que vous avez dit et j’en tiendrai compte. 


M. Cassidy: Monsieur le ministre, quand le Comité des 
finances a recommandé limposition d’un  impdot 
minimum marginal, pourquoi, au lieu de cette solution, 
avez-vous choisi un impot sur le revenu d’investissement 
pour les assureurs et un impot sur le capital pour les 
banques? Avec les modifications récentes, qui, selon toute 
apparence, ont couté énormément cher au niveau des 
revenus qu’on pouvait tirer de Vimpdot sur le revenu 
d’investissement, vous tirez quand méme beaucoup moins 
de revenus de ces mémes assureurs, qui avaient accepté 
Vidée d’une imposition marginale minimum, mais qui ne 
sont pas heureux du genre d’impot qui a été choisi. 
Peut-étre pourriez-vous expliquer ce changement de 
position de la part de votre gouvernement. Pourquoi avez- 
vous changé d’idée et pourquoi avez-vous pris cette 
décision qui ne rapporte pas les revenus escomptés et qui 
ne fait pas précisément le bonheur de l’industrie, et qui 
ne pallie pas non plus certains des autres problemes _ 
causés par cette réforme fiscale, mais qu’on aurait pu 
résoudre en suivant les recommandations de notre 
Comité. 

M. Wilson (Etobicoke-Centre): Je ne crois pas que le 
gouvernement ait changé d’idée. 


M. Cassidy: Le gouvernement a rejeté la proposition. . . 


M. Wilson (Etobicoke-Centre): Non, le gouvernement 
n’a pas change d’idée. 


M. Cassidy: Pourquoi avez-vous rejeté les propositions 
que nous avons faites, que nous avons offertes dans un 
esprit tout a fait constructif, qui étaient congues dans un 
contexte de neutralité et qui auraient permis beaucoup 
plus de réajustement aux propositions fiscales initiales — 
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that were particularly hard on people on modest 
incomes? 


Mr. Wilson (Etobicoke Centre): I am sorry— 


Mr. Cassidy: We made a number of Proposals within 
the overall context of neutrality, but they depended, of 
course, On a source of revenue, and we indicated that 
revenue was available from financial institutions. My 
question is why did you either ignore or reject the 
proposals made? 


Mr. Wilson (Etobicoke Centre): The tax reform will 
result in a substantial increase in revenues from financial 
institutions, including the life insurance companies. That 
has always been a fundamental objective of tax reform, 
and I believe we have fulfilled that objective with the 
proposals we have made. 


I do not want to get into a lengthy debate with you, but 
I think to categorize the life insurance industry as 
being. . . I forget exactly how you expressed it— 


Mr. Cassidy: They tend to be uncomfortable— 


Mr. Wilson (Etobicoke Centre): I do not think they 
accepted an alternative minimum margin tax. 


Mr. de Jong: They did in front of this committee. 


Mr. Wilson (Etobicoke Centre): They certainly did not 
in my discussions with them. 


Let us just zero in on the proposal we have followed 
through on, the investment income tax. I wanted to 
ensure that we have a stable tax system for the financial 
service sector. That meant it was important that we have a 
tax on the investment build-up, the savings build-up of 
life insurance policies. This was proposed in the June 

paper and we studied carefully the four points that were 
made by the committee’s report, and we addressed those 
points in the structuring of the tax. I think there is 
agreement between the life insurance industry and the 
government that those particular points, the four points 
that were made in the committee’s report, have been 
addressed. 
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The revenue impact is essentially unchanged because of 
‘the fact that we have levied the tax, the full 15% right off 
the bat instead of phasing it in, together with certain 
transitional adjustments. The revenue impact has hardly 
‘changed for the first four years. There is a reduction in 
fevenues in the fifth year, but I think the point here is 
‘hat we do have a tax which is acceptable to the industry, 
‘he structure is acceptable, so that we have a stable system. 
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afin de compenser certains aspects inéquitables qui 
frappaient assez durement les gens a modestes revenus? 


M. Wilson (Etobicoke-Centre): Je suis désolé. . . 


M. Cassidy: Nous avons fait un certain nombre de 
propositions dans le contexte global de la neutralité mais, 
évidemment, elles dépendaient d’une source de revenu et 
nous avons précisé qu’on pouvait aller chercher ces 
revenus chez les institutions financiéres. Je vous pose 
donc la question: pourquoi avez-vous soit ignoré soit 
rejeté les propositions que nous avons faites a cet égard? 


M. Wilson (Etobicoke-Centre): La réforme fiscale aura 
pour aboutissement une augmentation substantielle au 
niveau des revenus tirés des institutions financiéres, y 
compris les sociétés d’assurance-vie. Cela a toujours été 
un des objectifs fondamentaux de la réforme fiscale et je 
crois que nous avons atteint cet objectif grace 4 ce que 
nous proposons. 


Je ne tiens pas 4 m’embarquer dans un long débat avec 
vous, mais je crois que de dire que l’industrie de 
l’assurance-vie est... J’oublie les termes exacts dont vous 
vous €tes servi... 


M. Cassidy: Ils ont tendance a se sentir génés. .. 


M. Wilson (Etobicoke-Centre): Je ne crois pas que ces 
sociétés aient accepté, comme solution de rechange, un 
impot marginal minimum. 


M. de Jong: Elles l’ont pourtant fait devant notre 
Comité. 


M. Wilson (Etobicoke-Centre): Ces sociétés ne l’ont 
certainement pas fait pendant les entretiens qu’elles ont 
eu avec moi. 


Occupons-nous plutét de la solution que nous avons 
décidé d’adopter, soit Vimpot sur le revenu 
d’investissement. Je voulais m’assurer d’avoir un systéme 
d’imposition stable pour le secteur des services financiers. 
I] était donc important d’avoir un impot sur le cumul des 
investissements, le cumul de l’épargne réalisée grace aux 
polices d’assurance-vie. Cela fut proposé dans le 
document de juin et nous avons étudié de trés prés les 
quatre points soulevés dans le rapport du Comité et nous 
en avons tenu compte dans la structure de cet impét. Je 
crois que l’industrie de l’assurance-vie et le gouvernement 
comprennent bien que les quatres points précis soulevés 
dans le rapport du Comité ont trouvé réponse. 


Les répercussions de ces mesures sur les revenus, 
essentiellement, n’en sont pas changées parce que nous 
avons imposé cette taxe, les 15 p. 100, dés le départ plutét 
que progressivement et assortie de certaines mesures de 
transition. Quant aux répercussions au niveau des 
revenus, il n’y a presque pas eu de changement pour les 
quatre premiéres années. Il y a une diminution de 
revenus pour la cinquiéme année, mais je crois qu’il ne 
faut pas oublier que nous avons quand méme une taxe 
acceptable pour l’industrie; la structure est acceptable, et 
nous avons donc un systéme stable. 
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I think if you go back to the 1970s, the reason why the 
investment income tax was removed was because there 
was instability between the life insurance industry and 
other participants in the financial service sector. Because 
of financial institution reform—Tom Hockin’s proposal of 
December 1986—it is even more important that we have 
stability because of the common powers that the different 
participants in the sector have. That is why we have 
proceeded with this, and rather than do a minimum tax 
which by its nature can be arbitrary and not really 
directed at the fundamental causes of taxes not being paid, 
we chose the approach of addressing the specific causes. 
We have accepted some of the recommendations of this 
committee in shoring up the system so that tax will be 
paid by people in the financial services sector. 


Mr. Cassidy: I guess I am puzzled, Mr. Minister. The 
proposals came forward on an all-party basis, which 
would have allowed for a significant amount of revenue 
from the financial sector and on an equitable basis 
between the different actors in the financial sector. Instead 
you chose to go back to proposals that were in their 
original form not acceptable or fair, and you have 
achieved fairness and stability by reducing your revenues. 
It seems to me that is the upshot of it. I think that as my 
friend Mr. de Jong suggests, we need to have another go at 
this. But that is the impression you have left with us, and 
with me—that in the end, if you back away enough from 
these tax changes, of course you will get some kind of a 
truce with the industry. 


However, it gets back to the problem we faced before, 
which is that neither the insurers nor the banks, I believe, 
were paying a reasonable share in terms of tax revenues. 
And if it is correct that these changes will save up to $60 
million per annum to the insurers, then we are getting the 
same problem with life insurers as well. 


Mr. Wilson (Etobicoke Centre): Then let us be very 
clear that the financial services sector, including the life 
insurance industries, will be paying significant revenues, 
significant taxes under tax reform. It is a fundamental 
change from the position they were in prior to tax reform, 
and I think this point should not be lost sight of. 


sles) 


The second point I make is this. You referred to fair 
taxation. One of the things I wanted to make sure of in 
the establishment of the technical elements of this 
investment income tax with the life insurance industry is 
that it be levied in a way that is fair to the different 
companies in the industry. The tax rate is 15%; that is 
unchanged. We wanted to ensure, though, that the tax was 
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Je crois que si vous retournez a l’époque de 1970, on a 
fait disparaitre l’impot sur le revenu d’investissement 
parce qu’il y avait un certain déséquilibre entre l’industrie 
de l’assurance-vie et_les autres intervenants du secteur des 
services financiers. A cause de la réforme aux institutions 
financiéres, la proposition de décembre 1986 de Tom 
Hockin, il est encore plus important aujourd’hui que 
nous connaissions la stabilité, a cause des pouvoirs 
communs que détiennent les divers intervenants dans le 
secteur. C’est pour cela que nous avons agi de cette fagon 
et plutét que d’imposer une taxe minimum qui, par sa 
nature méme, peut étre arbitraire et ne vient pas 
nécessairement corriger la raison réelle et fondamentale 
pour laquelle on ne paie pas d’impét, c’est pour cela, dis- 
je que nous avons choisi d’attaquer les causes précises du 
probleme. Nous avons accepté certaines des 
recommandations de votre Comité pour renforcer le 
systéme afin que l’impdét soit payé par les gens du secteur 
des services financiers. 


M. Cassidy: Monsieur le ministre, tout cela m’intrigue. 
Les propositions ont été avancées par tous les partis 
ensemble, elles auraient permis de tirer des revenus 
importants du secteur financier, et cela se serait fait 
équitablement entre les divers intervenants de ce secteur 
financier. Au lieu que de cela, vous choisissez de ramener 
des propositions qui, dans leur forme premiére, n’étaient 
ni acceptables ni équitables, et vous en étes arrivé a nous 
présenter une situation équitable et stable en diminuant 
vos revenus. Il me semble que c’est la le fin mot de 
Vhistoire. Je crois, comme le dit mon ami M. de Jong, 
qu’il nous faut étudier de nouveau la chose. Mais 
Vimpression que vous nous laissez ici, chez nous tous, et 
chez moi... écoutez, au bout du compte, si vous 
désavouez suffisamment ces imp6ts, de toute évidence, 
l’industrie vous accordera bien un cessez-le-feu. 


Cela nous raméne cependant aux problémes auxquels 
nous devions faire face tout a4 l’heure, c’est-a-dire que ni 
les assureurs ni les banques, me semble-t-il, n’assumaient 
leur juste part du fardeau fiscal. Et s’il est exact que ces 
modifications permettront aux assureurs de réaliser des 
économies de 60 millions de dollars par année, alors nous 
revenons au méme probléme avec les assureurs-vie aussi. 


M. Wilson (Etobicoke-Centre): Disons donc alors trés 
clairement que le secteur des services financiers, y 
compris l’industrie de l’assurance-vie, paieront des impots 
d’importance en vertu de la réforme fiscale. C’est un 
changement fondamental par rapport a ce qui se 
produisait avant la réforme fiscale, et je crois qu’il ne faut 
surtout pas oublier cela. 


Deuxiémement, vous avez parlé d’imposition équitable. 
Au niveau des éléments techniques de cet impot sur les 
revenus d’investissement, je voulais m/assurer que 
Vindustrie de l’assurance-vie serait imposée de fagon 
équitable pour les diverses sociétés qui la composent. Le 
taux demeure a 15 p. 100, sans modification. Nous 
voulions cependant nous assurer que la taxe était imposée 
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levied in a way that was equitable as between different 
companies that have a different business mix. That 
entailed some technical changes, and those changes have 
been made. 


We also were sensitive to the comments that the tax 
should have a greater impact On new business written as 
Opposed to life insurance policies that were Outstanding. 
So we made some adjustments there to ensure a more 
equitable balance in that regard. 


I think these technical changes have been accepted by 
the industry. I am not saying for a minute that the 
industry is agreeable or happy to have this investment 
income tax; but I think that recognizing that the tax was 
going to be levied, they believe the technical changes that 
have been made are reasonable and have made the impact 
of the tax far more equitable. 


Mr. Cassidy: Do you agree, Mr. Minister, that the effect 
of the changes will be to reduce the burden of the tax by 
about $60 million per annum when fully implemented, as 
estimated by the industry? 


Mr. Wilson (Etobicoke Centre): It is in that order of 
magnitude in the fifth year, but as I indicated earlier, the 
revenues the government receives certainly in the first 
three years—and it will not be too far off in the fourth— 
will be essentially the same as what was indicated in the 
earlier proposal. But if you were to follow your basic 
objectives, Mr. Cassidy, I think you would agree it is 
important that we levy a tax in an equitable way, because 
if it is not levied in an equitable way there will be 
continuing pressure to have that tax changed, and 
therefore you have an unstable system. I think the 
important thing we should all strive for in tax reform is 
greater stability in the system so we do not have to make 
as many changes. 


The Chairman: Mr. Minister, thank you very much for 
coming. We will report the bill tomorrow. 


The meeting is adjourned. 
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de fagon a ce que ce soit équitable envers ces diverses 
sociétés, qui vendent toutes un mélange de produits 
différent. Tout cela a entrainé certaines modifications, qui 
ont été effectuées. 


Nous avons aussi été sensibilisés 4 d’autres propos, soit 
que la taxe devrait étre plus lourde au niveau des affaires 
réalisées par Opposition aux polices en cours. Nous avons 
donc fait certaines modifications a ce niveau pour assurer 
un meilleur équilibre 4 cet égard. 


Je crois que ces modifications techniques ont été 
acceptées par l’industrie. Je ne prétends pas du tout que 
Vindustrie soit heureuse ou qu’elle jubile a V’idée d’avoir a 
payer un impot sur le revenu d’investissement; mais je 
Crois que, comprenant fort bien que la taxe allait étre 
imposée, elle croit que les modifications techniques 
apportées sont raisonnables et que les répercussions, au 
niveau de la taxe, seront beaucoup plus équitables. 


M. Cassidy: Monsieur le Ministre, n’étes-vous pas d’avis 
que le résultat net de tout cela sera de diminuer le fardeau 
fiscal d’environ 60 millions de dollars par année, quand 
tout aura été mis en place, comme le prétend l’industrie 
elle-méme? 


M. Wilson (Etobicoke-Centre): Cela revient a quelque 
chose de cet ordre pendant la cinquiéme année, mais 
comme je l’ai dit plus t6t, les revenus percus par le 
gouvernement pendant les trois premiéres années, en tout 
cas, et ce ne sera pas tellement différent pendant la 
quatriéme, essentiellement, seront 4 peu prés ce que nous 
avons avancé dans la proposition ultérieure. Mais méme si 
vous deviez essayer de réaliser vos objectifs fondamentaux, 
monsieur Cassidy, je crois que vous pourriez dire avec 
moi qu’il est important d’imposer cette taxe de facon 
€quitable, car si la taxe n’est pas imposée équitablement, 
on continuera de faire des pressions sur nous pour faire 
Changer cet imp6ét, ce qui nous donnera un systeme 
instable. Je crois que |’important, Vobjectif que nous 
devrions tous chercher 4 atteindre au niveau de la 
réforme fiscale, c’est la stabilité accrue du systeme de 
fagon a ce que nous n’ayons plus 4 faire autant de 
changements. 


Le président: Monsieur le ministre, merci d’étre venu 
ce soir. Nous ferons rapport du projet de loi demain. 


La séance est levée. 
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MINUTES OF PROCEEDINGS 


TUESDAY, MARCH 8, 1988 
(214) 


[Text] 


The Standing Committee on Finance and Economic 
Affairs met at 3:39 o’clock p.m. this day, in Room 209 
(West Block), the Chairman, Don Blenkarn, presiding. 


Members of the Committee present: Don Blenkarn, 
Simon de Jong; Murray Dorin, W. Paul McCrossan, 
Aideen Nicholson and Norman Warner. 


In attendance: From the Committee’s Research Staff: 
H. Bert Waslander, Research Director. 


Witnesses: From the Office of the Superintendent of 
Financial Institutions: R.M. Hammond, Deputy 
Superintendent, Insurance and Pensions Sector; R.M. 
Emond, Executive Director, Management Services Sector; 
Suzanne Labarge, Deputy Superintendent, Regulatory 
Policy, Planning and Resources Sector; Walter Riese, 
Chief Actuary. 


The Committee resumed consideration of its Order of 
Reference dated February 23, 1988 in relation to the Main 
Estimates for the fiscal year ending March 31, 1989. (See 
Minutes of Proceedings and Evidence, Wednesday, March 
2, 1988, Issue No. 140.) 


By unanimous consent, the Chairman called Vote 35 
under FINANCE. 


The witnesses answered questions. 


At 5:15 o’clock p.m., the Committee adjourned to the 
call of the Chair. 


Marie Carriére 
Clerk of the Committee 


PROCES-VERBAL 


LE MARDI 8 MARS 1988 
(214) 


[Traduction] 


Le Comité permanent des finances et des affaires 
économiques se réunit aujourd’hui a 15 h 39, dans la 
piéce 209 de l’Edifice de l’ouest, sous la présidence de 
Don Blenkarn, (président). 


Membres du Comité présents: Don Blenkarn, Simon 
de Jong, Murray Dorin, W. Paul McCrossan, Aideen 
Nicholson, Norman Warner. 


Aussi présent: Du personnel de recherche du Comité: 
H. Bert Waslander, directeur de la recherche. 


Témoins: Du bureau du Surintendant des institutions 
financiéres: R.M. Hammond, surintendant adjoint, 
Secteur de l’assurance et des régimes de pensions; R.M. 
Emond, directeur exécutif, Secteur des services de gestion; 
Suzanne Labarge, surintendant adjoint, Secteur de la 
politique de réglementation, de la planification et des 
ressources; Walter Riese, actuaire en chef. 


Le Comité examine son ordre de renvoi du 23 février 
1988 en ce qui a trait au Budget des dépenses portant sur 
l’exercice financier se terminant le 31 mars 1989. (Voir 
Proceés-verbaux et témoignages du mercredi 2 mars | 988, 
fascicule n° 140.) 


Par consentement unanime, le président met en 
délibération le crédit 35 inscrit sous la rubrique 
FINANCES. 


Les témoins répondent aux questions. 


A 17 h 15, le Comité s’ajourne jusqu’a nouvelle 
convocation du président. 


Le greffier du Comité 
Marie Carriére 
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EVIDENCE 

[Recorded by Electronic Apparatus| 
| Texte| 

Tuesday, March 8, 1988 


° 1538 


The Chairman: We are resuming consideration of the 
estimates of the Office of the Superintendent of Financial 
Institutions. We have with us today, among others, R.M. 
Hammond, Deputy Superintendent of Insurance and 
Pension Sector; Suzanne Labarge, Deputy Superintendent 
of the Regulatory Policy, Planning and Resources Sector, 
R.M. Emond, Executive Director; and Ursula Menke. 
Neville Grant is here from the banking side and the Chief 
Actuary is Walter Riese. 


We were in the process the other day of getting at some 
matters. Superintendent, you had delivered to us through 
the clerk a series of early warning signals with respect to 
how you could determine whether you felt a company 
needed a real look-see. I do not know whether members 
have had an opportunity or need an explanation of that. I 
was wondering if perhaps you could take us through 
those. 


Mr. R.M. Hammond (Deputy Superintendent, 
Insurance and Pensions Sector, Office of the 
Superintendent of Financial Institutions): | would be glad 
to. First of all perhaps I can just explain how they are 
used. I think the members of the committee realize that 
the property and casuality insurance companies are 
required to file statements with us on March 1. So the 
statements have just arrived. 


We immediately take the data from the statements, 
enter them into the computer, and apply these tests. 


° 1540 


Then the results of these tests, together with the 
information we have gathered as a result of our previous 
inspections, our dealings with the company, our review of 
the financial statement, are used to plan our examination 
schedule and to formulate the basis of recommendations 
to the Minister on renewal of a company’s certificate of 
registry, and indeed, just our general approach to the 
supervision of the company. For example, I think the 
committee will remember that Bill C-56 now allows us to 
require a company to file interim financial statements. 
This would be used to determine whether or not we 
should require monthly statements or quarterly 
statements, etc. 


So that explains the general use of these tests. 


If we go through the tests, the first two items are a 
change in net writings or in gross writings. By the way, I 
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TEMOIGNAGES 
[Enregistrement électronique] 
[Traduction| 

Le mardi 8 mars 1988 


Le président: Nous reprenons l’étude des prévisions 
budgétaires du Bureau du surintendant des institutions 
financiéres. Nous accueillons aujourd’hui, entre autres, 
M. R.M. Hammond, surintendant adjoint, secteur de 
assurance et des pensions; M™* Suzanne Labarge, 
surintendante adjointe de la politique réglementaire, 
secteur de la planification et des ressources, M. R.M. 
Emond, directeur exécutif et M™© Ursula Menke. Sont 
aussi présents M. Neville Grant du secteur bancaire et 
l’actuaire en chef, M. Walter Riese. 


L’autre jour, nous commencions a aborder certaines 
questions. Monsieur le surintendant, par l’entremise du 
greffier, vous nous avez fait parvenir des renseignements 
sur le systeme de prédétection qui vous permet d’établir si 
une entreprise quelconque avait besoin d’un examen plus 
approfondi. J’ignore si les députés ont eu l’occasion de se 
faire expliquer ces documents, ou s’ils en ont besoin. Je 
me demandais méme si vous pourriez nous en donner un 
apercu. 


M. R.M. Hammond (surintendant adjoint, secteur de 
V’assurance et des pensions, Bureau du surintendant des 
institutions financiéres): Volontiers. D’abord, permettez- 
moi de vous expliquer comment on se sert de ce systeme. 
Les députés ne doivent pas ignorer que les compagnies 
d’assurances tous risques sont tenues de nous fournir leurs 
états de compte le 1°' mars. Ils viennent donc tout juste 
d’arriver. 


Nous versons immédiatement les données de ces 
documents dans la banque informatisée et utilisons notre 
systeme de prédétection. 


Les données ainsi obtenues ainsi que _ les 
renseignements __recueillis au cours  d’inspections 
précédentes, nos rapports avec l’entreprise et notre 


réexamen des états financiers nous servent ensuite a 
planifier notre calendrier d’examens et a formuler 
certaines recommandations 4 l’intention du ministre au 
sujet du renouvellement du certificat de lV’entreprise, et a 
orienter notre attitude générale par rapport a la 
surveillance de la compagnie. Ainsi par exemple, le 
comité se rappellera sans doute que le projet de loi C-56 
nous autorise maintenant a exiger d’une entreprise qu’elle 
nous fournisse les états financiers provisoires. Ces 
renseignements serviront a établir si nous devrions exiger 
des états financiers mensuels, trimestriels, etc. 


Voila donc pour l’utilisation générale de ces systémes 
de prédétection. 


Maintenant, de fagon plus précise, les deux premiers 
tests portent sur des variations des primes nettes souscrites 
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[Texte] 


Should explain that starting on page 2, we describe the 
tests in words, and attached to the memo, then, is a sort of 
mathematical description of the tests. The numbers that 
are in the long sheets attached to the memo, for example, 
refer to the data-point entry item in the statement. 


The Chairman: You get worried if the range is more 
than a third up or a third down. 


Mr. Hammond: That is right, yes. These indicate what 
we consider to be the usual ranges, and if we get outside 
those ranges, then we say they have failed a particular test. 


If you want, Mr. Chairman, we can go through the 
tests. 


The Chairman: Let us carry on. 


I think you also told me, Mr. Hammond, that all of a 
sudden the actuarial report of a number of pension 
plans... you have pension plans dated December J 
1985, suddenly filed. Can you explain how that 
happened? 


Mr. Hammond: Mr. Chairman, as I indicated at the last 
meeting, under the new legislation that was passed the 
chief actuary is required to do reports on the various 
government superannuation schemes at least once every 
three years. The legislation stipulates that the chief 
actuary shall file those reports with a Minister who has 
been designated by Order in Council, and then that 
Minister shall, within a period of 30 days thereafter, file 
those reports. 


At the time of our last appearance there had not been a 
Minister designated by Order in Council. That Order in 
Council has now been passed. As a result, the actuarial 
reports were filed with the Minister designated by the 
Order in Council and they were tabled in the House 
yesterday. 


The Chairman: Who was designated? 


Mr. Hammond: For purposes of these reports the 
President of the Treasury Board was designated as the 
responsible Minister. 


The Chairman: That seems to indicate that perhaps all 
of a sudden things happened after your last attendence 
here. 


We want to keep everybody in line with the law. 


Miss Nicholson: I have some questions arising out of 
the Auditor General’s report and Mr. Hammond’s 
subsequent appearance before the Public Accounts 

committee. This was all some months ago, and it may be 
everything I raise has already been dealt with. That would 
be nice to hear. 


You will remember very well the kind of concerns the 
Auditor General raised. I think you agreed some of them 
were valid, but you were hoping that with increased staff 
you would be able really to meet all the concerns. Would 
you like me to list some of them, or would you rather 

simply give us a brief progress report? 


[Traduction] 


ou des primes brutes. Entre parenthése, a la page 2 et aux 
pages suivantes, on trouvera une description des tests 
tandis qu’on trouvera leur transcription mathématique en 
annexe a la fin. Il s’agit des deux longues feuilles, ot les 
renseignements sont donnés sous forme chiffrée. 


Le président: On s’inquiéte si l’écart excéde plus d’un 
tiers, que ce soit a la baisse ou a la hausse. 


M. Hammond: C’est exact, oui. Les chiffres figurant sur 
ces longues feuilles représentent les écarts moyens, et si 
les résultats sont en deca ou au-dela de ces données, alors 
Ventreprise a échoué l’un des tests. 


Si vous voulez, Monsieur le président, nous pouvons 
les parcourir. 


Le président: Poursuivons. 


Monsieur Hammond, vous m’avez aussi dit je crois que 
le rapport actuariel portait sur certains régimes de 
pension. . . vous avez bien des régimes de pension en date 
du 31 décembre 1985. Pouvez-vous nous expliquer 
comment tout a coup on les a déposés? 


M. Hammond: Monsieur le président, comme je Vai 
précisé lors de la séance précédente, en vertu de la 
nouvelle loi, l’actuaire en chef est tenu de présenter des 
rapports sur les divers régimes de prestations de retraite 
au moins une fois 4 tous les trois ans. Il est aussi prévu 
que lactuaire en chef communiquera ses rapports au 
ministre désigné par décret puis que ledit ministre 
disposera de 30 jours pour a son tour déposer les 
documents. 


La derniére fois que nous avons témoigné, aucun 
ministre n’avait encore été désigné par décret. Depuis 
lors, l’arrété-en-conseil a été émis et les rapports actuariels 
ont donc été déposés auprés de la personne nommée par 
décret et subséquemment a la Chambre hier. 


Le président: Qui a été désigné? 
M. Hammond: C’est le président du Conseil du Trésor. 


Le président: Cela veut peut-étre dire que les choses 
ont commencé a bouger depuis votre derniére visite ici. 


Nous tenons a ce que tout le monde se conforme a la 
loi. 

Mme Nicholson: J’ai certaines questions a partir du 
rapport du vérificateur général et du témoignage de M. 
Hammond devant le Comité des comptes publics. Cela 
remonte a quelques mois déja, et il se peut donc que ce 
que je vais soulever ait déja été réglé. Ce serait trés 
agréable. 


Quoi qu’il en soit, vous vous rappelez sans doute des 
preoccupations qu’a exprimé le vérificateur général. Je 
crois que bien que vous ayez convenu que certaines 
d’entre elles était tout a fait fondées, vous espériez que 
grace a une augmentation de l’effectif, vous seriez en 
mesure de régler chacun des points soulevés. Aimeriez- 
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¢ 1545 
Mr. Hammond: Well, perhaps I could give you a 


progress report, Mr. Chairman. As the members of the 
committee know, there was some concern expressed by 
the Auditor General about the supervision of pension 
plans—the administration of the Pension Benefits 
Standards Act. The Auditor General, I think, raised a 
number of points, but was particularly concerned that we 
were not carrying out on-site inspections of pension plans 
to the same extent that we do with respect to financial 
institutions. 


As a result of the Auditor General’s comments, we 
engaged the services of Price Waterhouse to do a study. 
They did a review of our administration of the Pension 
Benefits Standards Act and in their report they indicated 
that, while the findings of the Auditor General had some 
validity, they thought their importance was overstated. 
Nevertheless they did come up with some very useful 
recommendations. 


In our report on the administration of the Pension 
Benefits Standards Act, which was tabled in Parliament I 
am not sure when, we commented in a fair amount of 
detail on the actions that we are taking to respond to this 
report. 


I think you will notice, if you look at Part III of the 
estimates, that we have increased the personnel allocated 
to this work; in particular we are allocating three person- 
years to the carrying out of inspections of pension plans. 


I can go over some of the items that were dealt with in 
the Price Waterhouse and the Auditor General’s report, if 
you would like me to. On the other hand, if the chairman 
would prefer, we can just send you a copy of our annual 
report which deals with these items in detail. 


I think the most important concern of the Auditor 
General was the concern about on-site inspections. The 
Price Waterhouse report did not suggest that we should be 
doing full-scale inspections that would compare to the 
inspections that we carry out for financial institutions; 
they did suggest a number of special focus examinations. 
For example, we might go into a number of plans and 
look at the type of information they provide their 
members. Are they complying with the provisions of the 
Pension Benefits Standards Act in providing material to 
their members? We might go in at another time and look 
at investments—this sort of thing. They were suggesting a 
number of across-the-system looks at special items, to 
wave the flag so to speak; to make sure that the pension 
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[Translation] 


vous que je vous en mentionne quelques uns, ou 
préféreriez-vous nous faire un bref rapport d’étape? 


M. Hammond: Eh bien, je pourrais peut-€tre vous 
donner un rapport d’étape, monsieur le président. Les 
membres de votre Comité n’ignorent sans doute pas que 
le vérificateur général s’est montré préoccupé par la 
question de la surveillance des régimes de retraite, 
c’est-a-dire de l’administration de la Loi sur les normes 
des prestations de pension. Le vérificateur général a 
mentionné plusieurs choses, mais il était particulierement 
préoccupé par le fait que nous n’effectuions pas 
d’inspection sur le terrain des régimes de pensions, tout 
au moins pas avec la méme fréquence que nous le faisons 
dans le cas des institutions financiéres. 


A la suite de ces remarques, nous avons donc eu 
recours aux services de l’entreprise Price Waterhouse 
pour qu’elle étudie la question. Cette derniére a donc 
réexaminé notre administration de la Loi sur les normes 
des prestations de pension, et dans son rapport, est arrivée 
a la conclusion que bien que les questions soulevées par le 
vérificateur général étaient fondées, on avait exagéré leur 
importance. Cela dit, la société nous a présenté des 
recommandations extrémement utiles. 


Dans notre propre rapport sur l’administration de la 
Loi sur les normes des prestations de pension, que nous 
avons déposé je ne sais plus quand devant le Parlement, 
nous avons donné passablement de précisions sur les 
mesures que nous avons entreprises pour donner suite au 
rapport du vérificateur. 


Si vous vous reportez 4 la Partie III des prévisions 
budgétaires, vous remarquerez sans doute que nous avons 
augmenté le nombre d’employés affecté a ce travail; de 
facon plus précise, trois années-personnes sont consacrées 
aux inspections des régimes de pensions. 


Maintenant, si cela vous convient, je puis vous donner 
une idée du contenu du rapport de la société Price 
Waterhouse et de celui du vérificateur général. Par 
ailleurs, si le président le préfére, nous pouvons nous 
contenter de vous envoyer un exemplaire de notre 
rapport annuel, o& ces questions sont traitées de fagon trés 
poussée. 


Ce qui a le plus préoccupé le vérificateur général a 
mon avis est la question des inspections sur les lieux. Le 
rapport Price Waterhouse ne proposait pas que nous 
effectuions des inspections en régle comparables 4a celles 
que nous faisons dans le cas des institutions financiéres, 
mais il nous a proposé de nous concentrer sur des 
examens plus précis. Ainsi par exemple, nous pourrions 
voir quels renseignements certains régimes de pensions 
fournissent 4 leurs prestataires. Se conforment-ils ainsi 
aux dispositions de la Loi sur les normes des prestations 
de pension? Nous pourrions aussi profiter d’une autre 
occasion pour étudier les investissements, ce genre de 
chose. On nous a donc proposé d’effectuer des examens 
ponctuels et circonscrits a certains sujets mais portant sur 


| 
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[Texte] 


plans know that we are there and that we are concerned 
that pension plans abide by the terms of the legislation. 
They did not suggest that we should be doing the same 
sort of full-scale examination for all pension plans. 


We do approximately 900 for the financial institutions 
because of the different nature of the liabilities and the 
funding arrangements and the fact that most of the plans 
are defined benefit plans and the employer is there to 
make up a shortfall if necessary. 


We have therefore done a number of things. We have 
improved our communications with the pensions plans. 
There was concern that the pension plan sponsors were 
not fully aware of the requirements of the legislation. We 
published a reference manual that was fairly widely 
distributed. We have improved the manuals and the work 
instruments that our in-house people use. We have done a 
number of items like that based on the findings of the 
Auditor General and the report done by Price 
Waterhouse. 


Mr. de Jong: Could you take us through some of your 
estimates? It was mentioned that a good part of the money 
that covers the cost is really recovered from the 
institutions. Indeed, your whole department is supposed 
to be operated on a cost-recovery basis except to the 
extent that there is actuarial work done for the 
government. Is that not right? 


“15950 


Mr. R.M. Emond (Executive Director, Management 
Services Sector, Office of the Superintendent of Financial 
Institutions): Mr. Chairman, in addition to the actuarial 
services, which are under appropriation, part of the 
pensions supervision is in fact funded through 
appropriation. We recover for our pension supervision 
approximately 55% of the costs. The rest is in fact funded. 


The Chairman: Then of your total budgetary 
requirement, how much is actually raised from the public 
or from the institutions and people supervised, and what 
proportion is really the contribution of the Crown? 


Mr. Emond: The contribution of the Crown, Mr. 


Chairman, is approximately 10% of the costs, again, for 


the actuarial services work and some of the pension plan 
Supervision. We raise the balance, approximately 90%, 
assessments on the financial institutions 
themselves. 


The Chairman: How are those assessments determined? 


Mr. Emond: Mr. Chairman, you may recall that in Bill 
C-42 the Office of the Superintendent of Financial 
Institutions was provided, in addition to the final 
assessment mechanism, an interim assessment mechanism. 


This was designed, as I understand it, to permit the office 


to collect revenues earlier in the fiscal year to permit 
/detter cash management. What we do in practice is 
‘determine the costs associated with the direct supervision 
of the financial institutions by type; in other words the 


[Traduction] 


"ensemble des régimes afin de laisser voir aux régimes de 
pensions que nous sommes 1a et que nous tenons 4a ce 
qu’on respecte la loi. On ne nous a cependant pas 
recommandé de faire un examen approfondi de tous les 
régimes. 


Nous réexaminons environ 900 institutions financiéres 
étant donné la nature diverse des risques et des modes de 
financement, et le fait que dans la plupart des cas, il s’agit 
de régimes de retraite a prestations déterminées, en vertu 
desquels l’employeur doit combler un déficit s’il y a lieu. 


Nous avons donc pris certaines initiatives. Ainsi, nous 
avons amélioré nos communications avec les régimes. 
Nous nous demandions en effet si leurs administrateurs 
étaient pleinement au courant des exigences de la loi. 
Nous avons publié un guide qui a été assez largement 
diffusé. Nous avons amélioré les instruments de travail 
€crits et autres dont nous disposions déja. Nous avons pris 
d’autres dispositions analogues en fonction du rapport du 
verificateur général et de celui de la société Price 
Waterhouse. 


M. de Jong: Pouvez-vous nous donner une idée de vos 
prévisions budgétaires? Il a été dit qu’une part importante 
des sommes destinées a éponger vos coats en fait sont 
recouvrées a méme les institutions. De fait, votre 
ministére au complet est censé s’autofinancer sauf en ce 
qui a trait au travail actuariel effectué pour le compte du 
gouvernement. C’est bien cela? 


M. R.M. Emond (directeur exécutif, secteur des 
services de _ gestion, Bureau du surintendant des 
institutions financiéres): Monsieur le président, un crédit 
finance partiellement la surveillance des régimes de 
pensions, et totalement les services actuariels. Enfin, nous 
recouvrons environ 55 p. 100 des cotts de nos activités de 
surveillance, et le reste nous est fourni. 


Le président: En ce cas, quelle proportion de votre 
budget total provient du public ou des institutions dont 
vous effectuez la surveillance, et quelle part des coffres 
gouvernementaux? 


M. Emond: Monsieur le président, la contribution de 
la Couronne correspond 4 environ 10 p. 100 des coits, 
cela couvre les services actuariels et une part des activités 
de surveillance. Nous obtenons le reste, soit presque 90 p. 
100, en le facturant aux institutions financiéres elles- 
mémes. 


Le président: Comment établit-on de telles factures? 


M. Emond: Monsieur le président, vous vous 
rappelerez peut-€tre que le projet de loi C-42 permettait 
au surintendant des institutions financiéres non seulement 
d’effectuer une évaluation globale mais aussi une 
évaluation provisoire. Cela devait lui permettre de 
percevoir des revenus plus t6t au cours de l’année 
financiére, ce afin de mieux gérer ses liquidités. Nous 
établissons donc les colts liés a la surveillance directe des 
institutions, selon leur catégorie; autrement dit, selon 
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banks, the trust companies, the P and C companies, the 
life companies, etc. 


The Chairman: Well, how do you charge, say, a P and 
C company? How do you determine what its fees ought to 
be? 


Mr. Emond: You would do it prorata. 
The Chairman: Fine, but prorata to what? 
Mr. Emond: Based on the premium. 


The Chairman: On a P and C company it is its annual 
premium. Is that correct? 


Mr. Hammond: Its net annual premium. 


The Chairman: Net annual premium to the company. 


Mr. Hammond: For the company. 


The Chairman: I see. Does that mean premium they 
have forgone or they have given away on reinsurance is 
not their premium? 


Mr. Hammond: That is right. 


The Chairman: I see. So they pay a fee based on net 
annual premium. 


What about life insurance companies, then, where we 
are talking not just of the premium but of massive 
investment amounts of money held, or annuities and so 
on? 


Mr. Hammond: Their assessment also, Mr. Chairman, 
is based on net premium income. 


The Chairman: And money they collect for an annuity. 
If they get in a hunk of money for an annuity on an 
RRSP converted prior to the age of 71 to buy an annuity, 
how do you charge a premium on that? 


Mr. Hammond: That shows up as net premium 
income. It would be reflected in their statement as 
premium income. 


The Chairman: It is premium income in that year. 


Mr. Hammond: Yes. 


The Chairman: What do you have, then, to cover 
yourself if at some point they stop selling new policies 
and stop collecting new premiums? Do you stop 
supervising them? What do you do? 


Mr. Hammond: No, Mr. Chairman, you certainly do 
not stop supervising them. 


The Chairman: I was hoping you did not. But if you 
are going to charge only on the current income, have you 
no formula so you have some ongoing charge that reflects 
the ongoing business that is really the management of 
large amounts of investment money? 
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qu’il s’agit de banques, de fiducies, de compagnies 
d’assurance générale, de compagnies d’assurance-vie, et le 
reste. 


Le président: Eh bien, comment établissez-vous les frais 
a percevoir, par exemple, d’une compagnie d’assurance 
générale? Comment assurez-vous cela? 


M. Emond: Au prorata. 
Le président: Fort bien, mais par rapport a quoi? 
M. Emond: Par rapport a la prime. 


Le président: En ce cas, cela veut dire que dans le cas 
d’une compagnie d’assurance générale, vous vous fondez 
sur la prime annuelle. C’est bien cela? 


M. Hammond: Oui, sur la prime annuelle nette. 


Le président: Sur la prime annuelle nette payée a la 
compagnie. 


M. Hammond: Pour la compagnie. 


Le président: Je vois. Est-ce que cela veut dire qu'il 
faut exclure de cette prime celle a laquelle elle a renoncée 
ou celle qu’elle a di payer pour une réassurance? 


M. Hammond: C’est exact. 


Le président: Je vois. Ses frais correspondent donc a sa 
prime annuelle nette. 


Qu’en est-il maintenant des compagnies d’assurance-vie 
ou il n’est pas question que de primes mais aussi de trés 
importants investissements, comme des rentes et le reste? 


M. Hammond: L’évaluation de ces derniéres se fonde 
également sur les revenus de la prime nette. 


Le président: Et sur l’argent percu aux fins des rentes. 
Si par exemple une compagnie d’assurance-vie regoit un 
montant considérable d’argent destiné a étre versé sous 
forme de rentes, a la suite de la transformation d’un 
REER en rente avant qu’on atteigne 71 ans, comment 
établit-on les frais 4 percevoir sur la prime? 


M. Hammond: Cela figurera comme revenu tiré de la 
prime nette, y compris dans 1’état financier de |’entreprise 
méme. 


Le président: Il s’agit d’un revenu tiré de la prime pour 
une année donnée. 


M. Hammond: Oui. 


Le président: Que pouvez-vous faire dans le cas ou une 
entreprise cesserait de vendre de nouvelles polices 
d’assurance et commencerait a percevoir de nouvelles 
primes? Est-ce que vous suspendriez vos activités de 
surveillance? Que faites-vous? 


M. Hammond: Non, monsieur le président, on ne met 
certainement pas fin aux activités de surveillance. 


Le président: C’est ce que j’espérais. Cependant, si vous 
percevez vos frais seulement en fonction des recettes 
courantes, ne disposez-vous pas d’une formule vous 
permettant de percevoir quelque chose qui corresponde 
aux investissements courants trés considérables? 
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Mr. Hammond: In the case of life insurance 
companies, even though they stopped selling business, 
there would still likely be some premium income, 
because life insurance contracts tend to be long term. You 
are, however, quite right. The annuity business is usually 
single premium business. Therefore, if a company were 


concentrating on single premium annuity business and 


then stopped that, its premium income would drop and, 
you are quite correct, its assessment would drop. 


The Chairman: In view of the fact that life insurance 
companies are going very heavily into annuities and 
registered retirement investment funds which they 
manage, largely single premium and long-term pay-out 
plans, are really intermediaries in the sense that they 
borrow the money and in many cases guarantee a fixed 
rate of return and so on, and in many cases are really 
acting not much differently from a bank or a trust 
company, why have you not determined another method 
of assessing them for their long-term business as Opposed 
to their short-term business? 


Maio) 


Mr. Hammond: First, I should explain that we keep 
track of our costs of supervision, so the life insurance 
industry pays the cost of supervising the life insurance 
industry. For example, my time would be allocated to the 
insurance industry, and the method of allocation we 
talked about is a way of distributing the costs between 
insurance companies. So, with each type of financial 
institution, we keep track of the costs involved in 
Supervising that type of financial institution; then the 
formulas we have just been describing are means of 
allocating that cost among companies within that 
industry. 


Indeed, we think we do need to look at the method we 
use for allocating costs between companies, although I 
might say that the life insurance industry and the 
property and casualty insurance industry, to my 
knowledge, have not been complaining about the internal 
allocation among the companies, within the industry, of 
Our costs. But, indeed, we are looking at the methods of 
Our cost recovery. 


For example, we are talking about suggesting or 
imposing a minimum charge, because, just to get at the 
point you mentioned, you might have a life insurance 
company come in here and do business for a time and 
then stop doing business. But, of course, because it has 
liabilities here, it still involves some supervisory— 


The Chairman: It still has the file it still has to keep 
invested— 


Mr. Hammond: Exactly. 


The Chairman: —but it does not sell policies any more 
and consequently has no income, and you are stuck with 
supervising that until the cows come home. 
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M. Hammond: Dans le cas des compagnies d’assurance- 
vie, méme si elles cessaient de vendre des polices, il leur 
reviendrait encore vraisemblablement des revenus tirés 
des primes car les contrats d’assurance-vie portent en 
général a long terme. Cela dit, vous avez tout a fait raison. 
Dans le cas des rentes, il n’y a d’habitude qu’une seule 
prime. En conséquence, si une telle entreprise mettait fin 
a ses activités, ses revenus tirés de primes baisseraient, ce 
qui entrainerait donc une diminution de son niveau 
d’évaluation, comme vous I’avez si justement remarqué. 


Le président: Etant donné que les compagnies 
d’assurance-vie ont trés souvent tendance A investir dans 
des rentes et des régimes enregistrés d’épargne-retraite 
qu’elles administrent elles-mémes, des régimes a prime 
unique et a versement échelonné a long terme, et étant 
donné qu’elles agissent vraiment 4 titre d’intermédiaire, 
en ce sens qu’elles empruntent l’argent et souvent 
garantissent un rendement fixe et le reste, et que dans bon 
nombre de cas, elles ont quasiment les mémes activités 
que celles des banques ou des fiducies, pourquoi n’avez- 
vous pas établi une autre méthode d’évaluation de leurs 
activités a long terme par opposition a leurs activités a 
court terme? 


M. Hammond: Premiérement, je devrais vous dire que 
nous comptabilisons nos couts de contrdle, et ce sont les 
compagnies d’assurance-vie qui paient le contréle de leur 
industrie. Par exemple, mon temps est pris en charge par 
l'industrie des assurances et la répartition des coats entre 
compagnies d’assurance se fait selon la méthode que je 
vous ai expliquée. Ainsi, pour chaque type d’établissement 
financier, nous en comptabilisons les couts de controle; et 
nous répartissons ces coiits entre les compagnies de cette 
industrie et selon les formules que je vous ai exposées. 


Effectivement, nous devrions revoir la répartition des 
couts entre compagnies, bien que les compagnies 
d’assurance-vie et les compagnies d’assurance générale ne 
se soient jamais plaintes, que je sache, de la répartition de 
nos couts entre les diverses compagnies. Mais 
effectivement, nous sommes en train de revoir notre 
systeme de recouvrement des frais. 


Par exemple, nous envisageons d’imposer une 
redevance minimum car, pour répondre a la question que 
vous m/’avez posée, une compagnie d’assurance-vie 
pourrait trés bien veiller a s’installer ici pendant un 
certain temps puis cesser ses activités. Mais comme elle 
détient un passif, il faut continuer de contréler. . . 


Le président: Mais elle a un dossier qu’elle doit 
conserver pour maintenir ses placements. . . 


M. Hammond: Absolument. 


Le président: mais elle ne vend plus de police 
d’assurance et n’a donc plus de revenus, et vous étes 
chargés de tout contr6ler indéfiniment. 
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Mr. Hammond: That is right. Yes. 


The methods we have just described are the old 
methods that were embodied in the old Department of 
Insurance Act and in the Bank Act, and of course they 
were embodied more or less holus-bolus in the 
regulations made pursuant to the office bill that created 
the office, because of the timing problem. But, indeed, we 
will be looking at the question of assessment. 


The Chairman: Bill C-42 and Bill C-56 have been 
passed, but there are some very extensive further bills to 
be passed in connection with the financial institutions, 
which undoubtedly will require more supervision from 
you. I was wondering if you had taken a look at the kind 
of supervision those acts will require in terms of how 
boards of directors act and the like. What have you done 
with respect to that? Or are you already operating as if the 
bills were passed? 


Mr. Hammond: Not quite, but we indeed have been 
looking at the provisions of the draft trust and loan 
legislation. As a matter of fact, we have set up a task force 
to study the whole issue and to try to make 
recommendations to the executive committee of the office 
as to what is going to be necessary in terms of that 
legislation. 


Mr. Emond: The creation of the office legislation did 
add new challenges, which has forced us to review the 
whole approach to examination, which is relevant to, for 
example, the discussion draft on the trust and loan 
legislation. As we indicated in our Part IIIs, we engaged 
consultants last summer to provide some advice to the 
superintendent and we are continuing our studies. 


The Chairman: I reviewed partially—I have not yet 
completed it—a complaint by Mr. Castonguay about the 
fact that the proposed legislation will totally prohibit 
double counting of capital. What are you doing in your 
examinations currently with respect to institutions where 
the assets of one company become part of the assets of the 
next company and you really have several levers going at 
the same time on the same original capital? 


Mr. Hammond: The prohibition against double 
counting of capital is not a new concept. If you look at 
the existing insurance legislation, for example—property 
and casuality companies have been able to own other 
property and casuality companies for some time now—the 
minimum continuing capital and surplus requirements 
that are now in place for federally incorporated property 
and casuality insurance companies are determined in a 
manner such that the double counting of capital is 
eliminated. So in fact we have been applying that sort of 
approach whenever one P and C company owns another 
P and C company. Similarly, with respect to trust and 
loan companies, whenever a loan company owns a trust 
company, or vice versa— 
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M. Hammond: Vous avez raison, Oui. 


Le systéme que vous venez de nous décrire est l’ancien 
systeme qui figurait dans l’ancienne Loi sur le 
département des assurances et dans la Loi sur les banques; 
il a été incorporé plus ou moins intégralement dans les 
décrets d’application établis conformément a la loi 
organique du Bureau, en raison du calendrier. Mais nous 
reverrons toute cette question d’évaluation. 


Le président: Le projet de loi C-42 et C-56 ont été 
adoptés, mais d’autres projets de loi de grande portée 
relatifs aux établissements financiers doivent suivre, 
établissements que vous devrez sans doute controler 
également. Je me demandais si vous vous étiez penchés 
sur le contrdle que vous devrez y exercer, sur la 
composition des conseils d’administration prévue par ces 
lois, etc. Qu’avez-vous fait a ce propos? Ou exercez-vous 
vos activités comme si ces projets de loi avaient déja été 
adoptés? 


M. Hammond: Pas tout a fait, mais nous avons 
effectivement examiné les dispositions que renferme le 
projet de loi sur les compagnies de fiducie et de prét. 
D’ailleurs, nous avons créé un groupe de travail chargé 
d’étudier toute cette question et de présenter des 
recommandations 4 la commission administrative du 
Bureau sur les mesures que ce texte de loi entrainera. 


M. Emond: La loi organique du Bureau a effectivement 
créé de nouveaux défis qui nous ont poussés a revoir la 
fagon dont nous procédions aux inspections et ce, dans le 
cadre du projet de loi sur les compagnies de fiducie et de 
prét. Comme nous l’avons indiqué dans la partie III de 
notre budget, l’été dernier, nous avons retenu les services 
d’experts-conseils qui sont chargés de présenter des avis 
informés au surintendant et nos propres études se 
poursuivent. 


Le président: J’ai examiné en partie—je n’ai pas encore 
fini—une lettre de M. Castonguay se plaignant du fait que 
le projet de loi interdira tout double comptage du capital. 
Dans le cadre de l’examen des établissements financiers 
auxquels vous procédez, que faites-vous lorsque les 
éléments d’actif d’une compagnie deviennent une partie 
de l’actif d’une autre compagnie et que le capital initial 
est soumis a diverses emprises? 


M. Hammond: Interdire le double comptage du capital 
n’est pas une idée nouvelle. Si vous lisez la législation 
régissant les compagnies d’assurance, par exemple—les 
compagnies d’assurance tous risques peuvent posséder 
d’autres compagnies d’assurance tous risques depuis un 
certain temps—le capital et l’excédent minimum que 
doivent détenir les compagnies d’assurance tous risques 
réglementées par le gouvernement fédéral sont calculés de 
maniére a éliminer tout double comptage du capital. C’est 
précisément ce que nous avons fait chaque fois qu’une 
compagnie d’assurance tous risques a racheté une autre 
compagnie d’assurance tous risques. De méme, si une 
compagnie de prét posséde une compagnie de fiducie, ou 
vice-versa. . . 


' 
| 
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The Chairman: How about a loan company owning an 
insurance company, or vice versa? 


Mr. Hammond: Those rules are not now in 
legislation. We have no authority, at the moment, to— 


the 


The Chairman: Surely you have enough authority to 
determine the leverage a trust company has, and to cut its 
leverage down so dramatically that if it does not comply, 
in effect it is forced to comply by loss of leverage. 


Mr. Hammond: Yes, we do, Mr. Chairman. I think the 
other thing that is worth noting is that under the existing 
legislation trust companies and loan companies are not 
allowed to have insurance companies as subsidiaries. 


The Chairman: Insurance companies have trust and 
loan companies as subsidiaries. Well, I believe we have 
had that situation, have we not, Mr. Hammond? Do we 
not indeed have that situation? 


Mr. Hammond: We have some life insurance 
companies that have managed to arrange things such that 
they have trust companies, but not as direct subsidiaries, 
because the life insurance legislation also prohibits a life 
insurance company from owning more than 30% of the 
shares of a trust company. 


The Chairman: Yes, but it does not prevent it from 
Owning two or three life insurance companies which each 
can own 30% of the trust company. 


Mr. Hammond: Well, no. That is not quite true either, 
Mr. Chairman. Under the existing legislation federally 
incorporated life insurance companies cannot own other 
life insurance companies. They can own foreign life 
companies and there are now no rules to prohibit double 
counting of capital, but the amount that they can invest in 
those foreign life companies is very limited. It is only 2% 
of assets. So I guess the point that I wanted to make is that 
the principle of preventing the double counting of capital 
is already embodied in the federal legislation. Certainly as 
the powers to invest in other types of financial institutions 
expands, I think we, as supervisors, certainly support the 
concept of expanding that principle against double 
counting of capital. 


The Chairman: Was Laurentian Group heavily double 
counting capital? 

Mr. Hammond: Well, the two parent companies, the 
two lead companies in the Laurentian Group are Quebec 
incorporated companies. There is La Laurentienne, the 
Mutual Life Insurance Company, which is a Quebec 
incorporated company, and there is Laurentian General, 
which is a property and casualty insurance company. 
They, in turn, have some federal subsidiaries, but we do 
not have access to the regulatory statements of the the 
parent company. 


[Traduction] 


Le président: Et une compagnie de prét qui posséde 
une compagnie d’assurance, ou vice-versa? 


M. Hammond: Les régles qui s’y appliquent ne figurent 
pas encore dans la loi. Pour l’heure, nous n’avons aucun 
pouvoir... 


Le président: Mais vous pouvez quand méme 
déterminer le levier financier d’une compagnie de fiducie 
et le diminuer de telle fagon que si elle ne respecte pas les 
régles établies, elle est en fait obligée de le respecter 
puisqu’elle aurait perdu ce levier financier. 


M. Hammond: Oui, effectivement, monsieur le 
président. Je crois qu’il convient également de noter que 
la loi actuelle n’autorise pas les compagnies de fiducie et 
les compagnies de prét a posséder des compagnies 
d’assurance comme filiales. 


Le président: Les compagnies d’assurance ont pour 
filiales des compagnies de fiducie et de prét. Je crois que 
cela s’est déja vu, n’est-ce pas, monsieur Hammond? Cela 
n’existe-t-il pas? 


M. Hammond: Oui, certaines compagnies d’assurance- 
vie ont réussi a arranger leurs affaires de maniére A 
posséder des compagnies de fiducie, mais pas sous forme 
de filiales directes, car la législation régissant les 
compagnies d’assurance-vie interdit également a une 
compagnie d’assurance-vie de posséder plus de 30 p. 100 
des actions d’une compagnie de fiducie. 


Le président: Oui, mais cela ne ’empéche pas de 
posséder deux ou trois compagnies d’assurance-vie qui 
peuvent toutes trois posséder 30 p. 100 de la compagnie 
de fiducie. 


M. Hammond: Non, monsieur le président, cela n’est 
pas tout a fait vrai. La loi actuelle interdit aux compagnies 
d’assurance-vie réglementées par le gouvernement fédéral 
de posséder d’autres compagnies d’assurance-vie. Elles 
peuvent posséder des compagnies  d’assurance-vie 
étrangéres et aucune régle n’interdit le double comptage 
du capital, mais le montant qu’elles peuvent investir dans 
ces compagnies d’assurance-vie étrangéres est trés limité, 
et se limite 4 2 p. 100 des éléments d’actif. Alors, ce que je 
voulais vous dire, c’est que la loi fédérale interdit déja le 
double comptage du capital. A mesure que les placements 
dans d'autres types d’établissements financiers se 
multiplieront, en tant que contréleurs, nous insisterons 
pour que cette interdiction demeure. 


Le président: Le groupe Laurentienne comptait-il deux 
fois son capital? 


M. Hammond: Les deux sociétés méres du groupe 
Laurentienne sont des compagnies constituées au Québec. 
Il y a la Laurentienne, la compagnie d’assurance-vie, 
compagnie du Québec et la Laurentienne générale, qui est 
une compagnie d’assurance tous risques. Ces compagnies 
possedent des filiales ayant une charte fédérale, mais nous 
n’avons pas acces aux états réglementaires de la société 
mere. 
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The Chairman: Do you not work with the Quebec 
regulator? 


Mr. Hammond: We certainly do keep in touch with the 
Quebec regulator, yes, we do. We exchange information. 


The Chairman: Is the Quebec regulator worried about 
this kind of thing, or does he think it is a good idea to 
have double counting of capital? 


Mr. Hammond: Well, I guess I cannot really speak for 
the Quebec regulator. 


The Chairman: Well, have you had discussions with 
him about this problem? 


Mr. Hammond: We have had discussions about the 
issue of double counting of capital, but I do not think it is 
fair for me to ascribe to him certain views. He certainly 
knows where I stand on the issue. 


The Chairman: All right. 


Mr. Hammond: As I said earlier, a lot of people seem 
to think this is a new concept. I just wanted to make it 
clear that for many years, one P and C company has been 
able to own another, and the section 103 test that we talk 
about so often now has rules embodied in that test to 
prevent the double counting of capital. 
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The Chairman: You have a chart on page 12 of Part III. 
Superintendent of Financial Institutions is noted. What do 
you have then? Are you in one of those blocks? Is 
someone else who is here in one of those blocks? The 
headings are as follows: Regulatory Policy, Planning and 
Resources, Deposit Taking Institutions, Insurance and 
Pensions Sector. 


Mr. Hammond: I am in the Insurance and Pensions 
Sector. Don MacPherson would be the Deputy 
Superintendent responsible for the Deposit Taking 
Institutions Sector; Suzanne Labarge would be the Deputy 
Superintendent responsible for Regulatory Policy, 
Planning and Resources; and Bob Emond, our Executive 
Director, is responsible for the Management Services 
Sector. 


The Chairman: I see a lot of budget under yours, $20 
million of $34 million. We know what you do, to some 
extent, but what does the Management Services Sector do? 


Why is there nearly as much money for Management 
Services as there is for supervising all of the banks and all 
of the trust companies that take deposits, plus all the 
foreign banks and literally billions of assets? 


Mr. Hammond: I will ask Mr. Emond to answer that 
question. 


The Chairman: How do you spend $5 million? 
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Le président: Ne collaborez-vous pas avec l’organisme 
de réglementation du Québec? 


M. Hammond: Absolument, 
renseignements. 


nous échangeons des 


Le président: L’organisme de réglementation du 
Québec s’inquiéte-t-il de tout cela, ou estime-t-il que le 
double comptage du capital est une bonne idée? 


M. Hammond: Et bien, j’hésite a parler au nom de 
Vorganisme de réglementation du Québec. 


Le président: Mais en avez-vous parlé avec lui? 


M. Hammond: Nous avons parlé du double comptage 
du capital, mais je ne crois pas pouvoir parler en son 
nom. II sait trés bien ce que j’en pense. 


Le président: Bien. 


M. Hammond: Comme je l’ai dit toute a l’heure, 
beaucoup semblent penser que cette idée est une idée 
nouvelle. Depuis plusieurs années déja, une compagnie 
d’assurance tous risques peut en posséder une autre, et 
article 103 dont nous parlons si souvent interdit le 
double comptage du capital. 


Le président: Un tableau figure a la page 12 de la partie 
III du budget. On y voit le surintendant des institutions 
financiéres. Et ensuite? Etes-vous cités la-dedans? 
Quelqu’un d’autre ici présent figure-t-il dans ce tableau? 
Les secteurs sont. les suivants: politique de la 
réglementation, de la planification et des ressources, 
institutions de dépots, assurance et pensions. 


M. Hammond: Je fais partie du secteur de l’assurance 
et des pensions. Don MacPherson est le surintendant 
adjoint responsable du secteur des institutions de dépdts, 
Suzanne Labarge est surintendante adjointe responsable 
de la politique de la réglementation, de la planification et 
des ressources, et Bob Emond est le _ directeur 
administratif chargé du secteur des services de gestion. 


Le président: Votre budget est impressionnant, 20 
millions de dollars sur 34 millions de dollars. Nous savons 
un peu ce que vous faites, mais que fait le secteur des 
services de gestion? 


Pourquoi le budget du secteur des services de gestion 
est-il presque aussi important que celui des institutions de 
dépdéts chargées de surveiller toutes les banques et toutes 
les compagnies de fiducie, ainsi que toutes les banques 
étrangeéres, ce qui représente littéralement des milliards de 
dollars? 


M. Hammond: Je vais laisser M. Emond répondre a 
cette question. 


Le président: Comment arrivez-vous a dépenser 5 
millions de dollars? 
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Mr. Emond: First of all, Management Services includes 
the Office of the Superintendent. Furthermore, it includes 
a lot of the support activities in relation to what would 
normally be called common services. 


Finance, personnel, administration, systems, what were 
called special services in the former Department of 
Insurance, do things like asset analysis. They do the 
receipt of the annual statements, etc. 


The Chairman: I thought the Insurance and Pensions 
Sector did that. Do they not do that too? 


Mr. Emond: No, Mr. Chairman. In fact, what we have 
done, in terms of structuring the office— 


The Chairman: What does Hammond do for his $18 
million? 


Mr. Emond: Let me first indicate that one of the 
factors in our main estimates are the liquidation dollars, 
all of which happen to be residing in the Insurance and 
Pensions Sector. The number, in terms of Operating 
dollars, is roughly about $6 million. 


The Chairman: Is that for his losses? 


Mr. Hammond: There is about $12 million in the 
budget for meeting the administrative expenses involved 
in carrying Out the liquidation. 


You will remember that under the insurance 
legislation there is a provision that, if the Superintendent 
of Financial Institutions is appointed as liquidator, then 
the administrative expenses involved in carrying out the 
liquidation are paid by the office and recovered from the 
industry. 


The objective of course is to preserve the estate of the 
troubled companies for the benefit of the policyholders, 
and not have it used up in meeting the ‘liquidators’ 
administrative expenses. 


The Chairman: Are all of the inspectors in the 
Insurance and Pensions Sector in your end of this block 
of payroll or are they part of Management Services? 


Mr. Hammond: No, they would be in my block. The 
persons who go around and do the on-site inspections 
would be in my block. 


The Chairman: Is there a person-year breakdown of 
those blocks? 


Mr. Emond: Mr. Chairman, when the office was 
sranted separate employer status, it was in fact, generally 
peaking, decontrolled on person-years. 


I can give you a head count number, and would be 
leased to do so. The best comparison, though, given that 
nost of Our money in terms of operating costs are in 
alary dollars, is to look at the dollar figure. 


[Traduction] 


M. Emond: Premiérement, le secteur des services de 
gestion comprend le bureau du surintendant. II comprend 
également un grand nombre d’activités de soutien qu’on 
appelle normalement les services communs. 


Ces services regroupent également ce qu’on appelait les 
services spéciaux dans l’ancien département des 
Assurances, c’est-a-dire, les finances, le personnel, 
l’administration, les systémes informatiques. C’est 1a ot 
l’on analyse les éléments d’actif, les états annuels, etc. 


Le président: Je croyais que c’était le secteur de 
l’assurance et des pensions qui en était chargé? 


M. Emond: Non, monsieur le président. En fait, nous 
avons organisé le bureau de maniere. . . 


Le président: Que fait M. Hammond avec ses 18 
millions de dollars? 


M. Emond: Le secteur de l’assurance et des pensions 
comprend le service de liquidation qui est important. Par 
exemple, le budget d’exploitation de ce secteur n’est que 
de 6 millions de dollars. 


Le président: Pour ses pertes? 


M. Hammond: Nous avons prévu environ 12 millions 
de dollars pour couvrir les dépenses administratives 
qu’entrainent les liquidations. 


Si le surintendant des institutions financiéres est 
nommé liquidateur, la loi prévoit que les dépenses 
administratives qu’entrainent ces liquidations sont payées 
par le Bureau et remboursées ensuite par l’industrie. 


Le but recherché est évidemment de préserver la 
succession des sociétés en difficulté pour le compte des 
détenteurs de polices et que cet argent ne serve pas a 
payer les dépenses administratives des liquidateurs. 


Le président: Tous les inspecteurs du secteur de 
l’assurance et des pensions sont-ils reémunérés par vous ou 
par le secteur des services de gestion? 


M. Hammond: Non, par moi. Les inspecteurs font 
partie de mon service. 


Le président: Quel est le nombre d’années-personnes 
pour chacun de ces secteurs? 


M. Emond: Monsieur le président, lorsque le bureau a 
recu son statut d’employeur distinct, ses années-personnes 
n’ont plus été assujetties au contréle du Conseil du 
Trésor. 


Je peux vous dire combien le Bureau du surintendant 
des institutions financiéres compte d’employés. La 
meilleure fagon de procéder, étant donné que notre 
budget d’exploitation se compose surtout des salaires 
versés, serait d’examiner le montant en dollars. 
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However, the 1988-89 projected head count for the 
office—in the chart it is designated as Regulatory Policy, 
Planning and Resources— 


The Chairman: Where is that chart? 


Mr. Emond: It is on page 12. The head count for the 
office would be 55; Deposit Taking Institutions, 80; 
Insurance and Pensions, 138. 


The Chairman: Regulatory is 55. 
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Mr. Emond: For Management Services, it is 74; and for 
the Office of the Superintendent it is 4. That totals— 


The Chairman: The Superintendent’s Office, where is 
that hidden? 


Mr. Emond: The dollars are in the Management 
Services Sector but there are four people in support— 


The Chairman: Oh, there are four people in the 
Superintendent’s Office up here. 


Mr. Emond: Yes. 


The Chairman: Head office runs with 4, but you have 
74. 


Mr. Emond: Again, I would just underline the fact that 
the Office of the Superintendent, as a separate employer, 
is decontrolled in the context of person-years, except for 
those functions that operate under an appropriation. This 
was specifically designed to permit the office to have 
flexibility, to respond to the deficiencies noted in relation 
to the commission review conducted by Justice Estey and, 
as I understand it, the recommendations of this 
committee. 


The Chairman: Yes. In other words, there is no table of 
person-years in this. .. They must be somewhere, are they 
not? 


Mr. Emond: The closest you will find, Mr. Chairman, 
is if you go to page 21. 

The Chairman: Oh, yes. We have 30 management 
people, 25 scientific people— 

Mr. Emond: Actuaries. 


The Chairman: —and 209 of these foreign service 
people. Who are the foreign service people we have? 


Mr. Emond: The bulk of those people are commerce 
officers, inspectors, examiners, analysts. This is the 
classification that is used at the present time. 


The Chairman: I see. It is certainly a few more people 
than you had at one time, when we started talking to Mr. 
Hammond back in 1979 or 1980. 


Mr. Hammond: Yes, Mr. Chairman. 
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Cependant, pour l’année 1988-1989, les employés du 
Bureau—le tableau les divise en secteurs, le secteur de la 
politique de la réglementation, de la planification des 
ressources. . . 


Le président: Ou se trouve ce tableau? 


M. Emond: Page 12. I] y a 55 employés dans ce secteur, 
80 employés dans le secteur des institutions de dépéts, 138 
employés dans le secteur de l’assurance et des pensions. 


Le président: Vous dites que le secteur de la 


réglementation compte 55 employés. 


M. Emond: Les services de gestion comptent 74 
employés et le Bureau du surintendant, 4; ce qui donne 
un total... 


Le président: Le Bureau du surintendant? Ou se cache- 
t-il? 


M. Emond: Les montants figurent dans le Secteur des 
services de gestion, mais il y a quatre employés de 
soutien. . . 


Le président: Le Bureau du surintendant compte donc 
quatre personnes. 


M. Emond: Oui. 


Le président: Le siége social a 4 employés et vous en 
avez 74. 


M. Emond: Encore une fois, je souligne que le Bureau 
du surintendant, en tant qu’employeur distinct, n’est pas 
assujetti au controle des années-personnes, sauf pour les 
fonctions qui relévent d’un crédit. Cette dérogation vise 
expressément a donner au Bureau la latitude nécessaire 
pour corriger les lacunes observées au cours de |’examen 
de la commission dirigée par le juge Estey et, si je 
comprends bien, pour tenir compte des recommandations 
de ce comité. 


Le président: Bien. Autrement dit, il n’y a pas de 
tableau d’années-personnes dans ce... Ils doivent se 
trouver quelque part, non? 


M. Emond: Tout ce que vous trouverez, monsieur le 
président, figure a la page 21. 

Le président: Ah, oui. [1 y a 30 membres de la gestion, 
25 membres de la catégorie scientifique. . . 

M. Emond: Des actuaires. 

Le président: ... et 209 employés du service extérieur. 
Qui sont-ils? 


M. Emond: La majorité sont des agents commerciaux, 
des inspecteurs, des examinateurs, des analystes. Voila la 
Classification employée actuellement. 


Le président: Je vois. Ils sont certainement un peu plus 
nombreux que quand nous avons commencé 4a parler a M. 
Hammond en 1979 ou en 1980. 


M. Hammond: Oui, monsieur le président. 
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Mr. Emond: Mr. Chairman, just in closing off that 
item, perhaps I might mention the fact that the numbers, 
as I am sure you and members of the committee will 
appreciate, are the best guesses within terms of the Office. 
Our main estimates were put together based on a 
projection of our needs. In the event that we do not need 
to use 351 people to carry out our responsibilities, we 
certainly would not have 351, 


The Chairman: Okay. Going at this from another point 
of view, one of the major concerns of this committee over 
the years has been the concentration of this Operation in 
Ottawa when there was Only one life insurance company 
with its head office in Ottawa, no P and C companies and 
not a single bank except the Bank of Canada, which you 
do not bother inspecting. 


Where are these people? Are all of your people in 
Ottawa? Or are they around the countryside with the 
Othera a2 


Mr. Emond: Mr. Chairman, I do have a few people in 
Toronto. Let me mention that the office is committed in 
1988 and 1989... in fact we have started the process of 
building our Toronto presence. 


The Chairman: All right. You have an office in 
Toronto. Where is that office in Toronto? 


Mr. Emond: In fact, we have two offices in Toronto in 
terms of locations. One at 155 University, who are the 
former employees of the Department of Insurance. There 
are some 54 employees there. We have the offices at 150 
York, which include Mr. McKenzie, the Superintendent’s 
Office, and at the present time a part of the trust and loan 
division from 155 and a few people who have banking 
backgrounds. 


Our strategy— 


The Chairman: How many people do you have at York 
Street? 


Mr. Emond: We have six on the bank side, including 
the superintendent. 


The Chairman: Yes. Are there just six? 


Mr. Emond: At the present time. Our plan is to move 
Toronto from a current strength level of 60 to a current 
level of 90 by the end of the 1988-89 fiscal year. In 
addition to that, our plan is to run our deposit-taking 
examinations out of Toronto. We will be moving in the 
fall to 1 Front Street where we will be all together. 


The Chairman: So you are going to have a new space at 
1 Front Street. 


Mr. Emond: Yes, sir. Public Works is working on that. 
Furthermore, you will recall that the appointments to the 
office were made under the Public Service Employment 

Act. 


[Traduction] 


M. Emond: Monsieur le président, avant de passer a un 
autre sujet, j’aimerais mentionner que les chiffres, comme 
vous et les membres du Comité le comprendrez, sont les 
meilleures estimations auxquelles nous sommes arrivés au 
Bureau. Notre budget des dépenses a été établi en 
fonction d’une projection de nos besoins. Si nous n’avons 
pas besoin de 351 personnes pour assumer nos 
responsabilités, nous n’en aurons certainement pas 351. 


Le président: D’accord. Envisageant la question d’un 
autre point de vue, le Comité s’est grandement inquiété 
au fil des années de la concentration des Opérations a 
Ottawa quand une seule compagnie d’asusrance-vie a son 
siége social 4 Ottawa, qu’il n’y a aucune compagnie 
d’assurance générale et pas une seule banque, sauf la 
Banque du Canada, que vous ne vous donnez pas la peine 
d’inspecter. 


Ou sont ces gens? Vos employés sont-ils tous a Ottawa? 
Ou un peu partout avec les autres. . .? 


M. Emond: Monsieur le président, j’ai quelques 
employés a Toronto. Le Bureau s’est engagé a ce que, en 
1988 et en 1989... de fait, nous avons commencé a établir 
une présence a Toronto. 


Le président: Trés bien. Vous avez un bureau 3 
Toronto. Ou est-il situé? 


M. Emond: En réalité, nous avons deux bureaux a 
Toronto. D’abord, celui du 155, av. University, ou se 
trouvent les anciens employés du Département des 
assurances. Il y a environ 54 employés dans ce bureau. II 
y a aussi les bureaux du 150, rue York, ou travaillent M. 
McKenzie, surintendant, et une partie de la division des 
fiducies et des préts, le reste étant au 155, et quelques 
personnes qui ont de l’expérience dans le domaine 
bancaire. 


Notre stratégie. . . 


Le président: Combien de personnes travaillent rue 
York? 


M. Emond: Six, 
surintendant. 


du c6té des banques, dont le 


Le président: Six personnes seulement? 


M. Emond: Pour le moment. Nous prévoyons faire 
passer l’effectif de Toronto de 60 employés actuellement a 
90 employés a la fin de l’exercice 1988-1989. De plus, 
nous voulons que l’examen des institutions de dépéts se 
fasse a Toronto. Nous emménagerons 4 |’automne au 1; 
rue Front, oW nous serons tous rassemblés. 


Le président: Vous aurez donc de nouveaux locaux au 
1, rue Front. 


M. Emond: Oui, monsieur. Le ministére des Travaux 
publics s’en occupe. Vous vous souviendrez aussi que les 
nominations au Bureau ont été effectuées en vertu de la 
Loi sur l’emploi dans la Fonction publique. 
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We have engaged the Public Service Commission in 
seeking an executive search firm to assist us in filling the 
senior jobs in Toronto. We plan to put seven senior 
personnel into the Toronto organization and, as I 
mentioned, run our deposit-taking institution 
examinations out of Toronto, close to the market. 


The Chairman: I would suspect you will probably have 
to pay more in wages in Toronto for your very senior 
people, certainly to move them there. What are your 
projections for your senior people? 


Mr. Emond: Mr. Chairman, at the present time we 
have not taken advantage of our separate employer status 
to come up with our own compensation plan. We are 
using the existing classification system of the Public 
Service of Canada that was used in the two former 
organizations. Therefore we are looking at levels, the most 
senior person in Toronto being executive level 4, or EX-4, 
one being executive level 2, or EX-2, and the balance, the 
other five, being EX-1s. 


Now, we have engaged Mercer to do a study of the 
compensation problem that was pointed out as being a 
difficulty in acquiring appropriate staff. We expect that 
report before the end of March. At that time it will be 
considered to see whether we should be going with a 
different type of classification system. 


The Chairman: When you tell me you are going to 
have 90 of your people in Toronto by the end of the year, 
are you still planning to leave the balance of the people in 
Ottawa, or are you going to open an office in Vancouver 
and an office in Montreal? 


Mr. Emond: Mr. Chairman, we expect to be fully 
loaded in Toronto by the end of the calendar year; not by 
the end of March, in other words. 


The Chairman: I appreciate that. 


Mr. Emond: We do have an office in Vancouver at 
present, as well as in Winnipeg and Montreal. We have 
seven people allocated in Montreal. These are all former 
Department of Insurance offices. We have four in 
Winnipeg, with the head count going to five, and in 
Vancouver we are going to have six. 


We are committed to looking at those regional offices 
to determine the degree to which we can in _ fact 
decentralize our activities, or alternatively, are required to 
build up our activities. Our attention at present, though, 
is on Toronto. We will be moving to these other issues 
early in the next fiscal year. It does take some time to 
structure and put in place an organization design for an 
office that is facing the challenges this one is. 


At present we are looking for people who have 
preferably a degree in economics or _ business 
administration, an accounting designation, and some 
experience in financial institutions. We have most 
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Nous avons demandé 4 la Commission de la Fonction 
publique de trouver une entreprise de recherche de cadres 
pour nous aider 4 combler les postes de niveau supérieur 
a Toronto. Nous comptons embaucher sept cadres 
supérieurs dans cette ville et, comme je l’ai mentionné, 
procéder 4 l’examen des institutions de dépdts de Toronto, 
prés du marché. 


Le président: Je suppose que vous devez probablement 
verser des traitements élevés a vos cadres supérieurs, pour 
les attirer la-bas. Quelles sont vos projections pour les 
cadres supérieurs? 


M. Emond: Monsieur le président, nous n’avons pas 
encore profité de notre statut d’employeur distinct pour 
mettre sur pied notre propre régime de rémuneération. 
Nous employons le systeme de classification actuel de la 
Fonction publique du Canada, comme le faisaient les 
deux organisations précédentes. Par conséquent, l’employé 
occupant le poste le plus élevé a Toronto serait un EX-4, 
il y aurait un EX-2 et les cinq autres cadres seraient des 
EX-1. 


Nous avons demandé a Mercer de mener une étude sur 
la rémunération, qui était comme une cause ressortie des 
difficultés €éprouvées pour trouver le personnel dont nous 
avons besoin. Nous attendons ce rapport avant la fin de 
mars. A ce moment-la, nous l’examinerons et déciderons 
si nous devrions adopter un autre type de systéme de 
classification. 


Le président: Vous affirmez que vous disposerez d’un 
effectif de 90 personnes 4 Toronto avant la fin de l’année, 
mais comptez-vous laisser le reste 4a Ottawa Ou Ouvrirez- 
vous des bureaux a Vancouver et a Montréal? 


M. Emond: Monsieur le président, nous nous 
attendons 4 disposer d’un effectif complet a Toronto 4 la 
fin de l’année civile, pas a la fin de mars, autrement dit. 


Le président: Je comprends. 


M. Emond: Nous avons un bureau a Vancouver 
actuellement, ainsi qu’a Winnipeg et a Montréal. II s’agit 
tous d’anciens bureaux du département des Assurances. Il 
y a sept personnes a Montréal. Il y a a Winnipeg quatre 
employés auxquels s’ajoutera un autre; a Vancouver, nous 
en aurons Six. 


Nous voulons examiner les bureaux régionaux pour 
déterminer dans quelle mesure nous pouvons 
effectivement décentraliser nos activités ou dans quelle 
mesure nous devons accroitre nos activités. Mais a l’heure 
actuelle, notre attention se concentre sur Toronto. Nous 
passerons 4 ces autres questions au début du prochain 
exercice. Il faut un certain temps pour structurer et 
mettre en place une organisation dans un bureau faisant 
face aux défis auxquels nous faisons face. 


Actuellement, nous recherchons de préférence des gens 
qui ont un dipléme en économie ou en administration 
des affaires, un titre comptable et une certaine expérience — 
dans des institutions financiéres. nous avons recruté, 
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recently been able to hire an individual for our Toronto 
office from the Royal Bank. 


The Chairman: You are having difficulty hiring 
competent people to do some of this more difficult work, 
are you? 


Mr. Emond: In fairness, Mr. Chairman, it would be 
premature to make that kind of judgment. To date we 
have received, in response to some interviews Mr. 
Mackenzie had last summer, approximately 240 résumés 
of individuals who have expressed an interest in joining 
the office, many of whom have the types of qualifications 
I have mentioned. That being said, it does take time to get 
an Organization such as this one off the ground and in a 
rational way. So I do not think it would be fair to assume 
at all that we would have difficulty in attracting 
competent people to the office. 


Mr. de Jong: One of the things you would want to do, I 
would expect, is to get as many people with experience 
and “street smarts” as possible. I suppose that is a double 
bind there, because very often the career pattern is you 
work for the regulator, you work for the government, you 
learn all about the rules and the tricks; and then you go 
and you sell your talent in the private sector. In part what 
you are trying to do is to reverse the process a bit here. 


Mr. Emond: In a sense we are. We certainly believe we 
need people who are quite well attuned to what is going 
On in the financial institutions. 
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As I recall, Mr. Mackenzie, in some of his comments 
last week, mentioned the fact that we had acquired a 
Specialist to look at treasury operations from an 
institution. We need that kind of skill. We have been 
fortunate to date in that, with the little recruiting we have 
done, we have been able to acquire it. 


Mr. de Jong: If the need arises tonight, would you 
consider asking the institutions themselves to allow you to 
get people on loan, so to speak? Also, what sorts of 
problems would that create? 


Mr. Emond: We have, you may know, under the 
former organizations, particularly the Inspector General 
of Banks, been involved with executive interchange. Two 
cases come to mind where an individual has come in 
from an institution and is on assignment. In fact, one 
today is on assignment in Toronto and has been around 
for a couple of years. At the same time, Mr. Hammond is 
looking for an exchange in relation, as I recall, to 
actuarial work. 


Mr. Hammond: Yes. 


Mr. Emond: Clearly, we have to be cautious in relation 
to what potentially could be perceived by the industry asa 
conflict of interest, and certainly we have to be cognizant 
of the fact that when these people go back into their 
institutions they understand clearly that they are not to 


[Traduction] 


récemment un ancien employé de la Banque Royale, pour 
notre bureau de Toronto. 


Le président: Vous avez du mal 4 embaucher des gens 
compétents pour effectuer certaines _taches peu 
commodes, n’est-ce pas? 


M. Emond: En toute justice, monsieur le président, il 
est trop tot pour porter ce genre de jugement. Jusqu’ici, 
nous avons recu, en réponse a quelques entrevues menées 
par M. Mackenzie 1’été dernier, environ 240 curiculum 
vitae de gens qui se sont montrés intéressés a travailler au 
Bureau et dont beaucoup possédent les types de 
compétences que j’ai mentionnées. Ceci étant dit, il faut 
du temps pour faire démarrer une Organisation de ce 
genre d’une maniére rationnelle. Je ne pense donc pas du 
tout qu'il soit juste de supposer que nous avons du mal a 
attirer des gens compétents au Bureau. 


M. de Jong: L’une des choses que vous voulez faire, je 
suppose, C’est trouver autant de personnes expérimentées 
que possible qui connaissent bien le marché. Je suppose 
que la difficulté est double, parce que bien souvent le 
profil de carriére consiste 4 travailler pour l’organisme de 
réglementation, pour le gouvernement, et a apprendre 
toutes les régles et tous les trucs, puis a aller vendre ses 
talents au secteur privé. Vous essayez en partie de 
renverser ce processus. 


M. Emond: En un sens. Nous sommes certainement 
convaincus que nous avons besoin de gens bien au 
courant de ce qui se passe dans les institutions financiéres. 


Si je me souviens bien, M. Mackenzie mentionnait la 
semaine derniére qu'il avait déniché dans une institution 
un spécialiste pour s’occuper des opérations de trésorerie. 
Nous avons besoin de ce genre de compétences. Malgré le 
peu de recrutement que nous avons fait, nous avons eu la 
chance jusqu’ici de trouver ces compétences. 


M. de Jong: Si le besoin se faisait sentir ce soir, 
envisageriez-vous de demander aux institutions de 
détacher des membres de leur personnel? Quelles seraient 
les difficultés susceptibles d’en découler? 


M. Emond: Comme vous le savez peut-étre, nous avons 
pu échanger des cadres, quand les anciennes organisations 
existaient encore, et tout  particuligrement chez 
l’Inspecteur général des banques. Deux exemples me 
viennent a l’esprit de cas ok un employé d’une institution 
a été affecté chez nous. De fait, il y a encore a Toronto 
une personne en affectation qui travaille pour nous 
depuis quelques années. Par ailleurs, M. Hammond 
cherche a organiser un échange dans le secteur de 
V’actuariat, si je ne m’abuse. 


M. Hammond: C’est exact. 


M. Emond: De toute évidence, nous devons étre 
prudents face a ce que l’industrie pourrait percevoir 
comme un conflit d’intéréts et nous devons stirement étre 
conscients du fait que lorsque ces personnes retournent 
dans leurs institutions, elles comprennent clairement 
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performance of their duties with the office. But we would 
hope, with the building up of the presence in Toronto 
and with, I think, more visibility associated with the 
office, to get into exchanges so we remain current on 
developments and also permit, in the context of our own 
people, an opportunity for them to go and acquire 
specialized skills, specialized sensitivity in relation to the 
institutions. That, in fact, was started through exchanges 
or training with a bank during this current fiscal year. 


The Chairman: I wonder if Ms Labarge could set out 
the detail of the article that appeared in The Globe and 
Mail today: “Federal Bank Regulator Sets Loan Loss 
Ceiling”. It is indicating that you have decided somewhere 
in your work that you might allow 45% as a reserve. Can 
you explain that one? 


Ms Suzanne Labarge (Deputy Superintendent, 
Regulatory Policy, Planning and Resources Sector, Office 
of the Superintendent of Financial Institutions): I would 
like to put the whole issue in perspective. 


As you know, we had a major increase in the 
provisions last summer. 


The Chairman: Yes. 


Ms Labarge: We had hoped at that point it would be 
quite sufficient. Since then, of course, there have been a 
number of discussions internationally, as well as evolution 
in the various markets, and there is ongoing discussion. It 
came to a head earlier this year when there were a couple 
of bank annual meetings suggesting that there should be a 
raising of the provision levels. 


We look at it, by the way, on a regular basis anyway. 
We have to review the 34 countries. We have to look at 
the level of provisions as part of our ongoing work. 


At that point we had said that we would come out with 
the guidelines for the banks within the-second quarter of 
this year, and we have been proceeding on that, as I say, 
doing a fair amount of analysis and discussion with 
interested parties, including foreign regulators, the Bank 
of Canada because of foreign exchange issues, and so 
forth. 


What happened in the last little while is that a number 
of analysts got, probably, over-enthusiastic—that might be 
the word—and were suggesting that the office was going to 
be recommending a 55% or 65% level of provisioning. 
They were then raising questions about what that would 
do to the ability of Canadian banks to make dividends, 
what that would do to their level of profitability, and— 


The Chairman: Indeed, today one agency reduced the 
credibility of four of our banks considerably, as you are 
perhaps aware. 


Ms Labarge: Yes. 


acquises dans l’exécution de leurs taches au Bureau. Mais 
nous espérons, grace a la présence que nous sommes en 
train d’établir 4 Toronto et grace a la visibilité accrue du 
Bureau, réaliser des €changes pour que nous restions au 
courant de l’évolution et pour que nos employés aient 
Voccasion d’acquérir des compétences spécialisées, de se 
sensibiliser davantage aux institutions. Nous avons déja 
commencé a le faire au cours de cet exercice au moyen 
d’échanges ou de formation avec une banque. 


Le président: Je me demande si M™* Labarge pourrait 
apporter des précisions sur l’article paru dans le Globe 
and Mail d’aujourd’hui et intitulé «Federal Bank 
Regulator Sets Loan Loss Ceiling». On y indique que vous 
avez décidé de prévoir une réserve de 45 p. 100. Pouvez- 
vous expliquer ce qu’il en est? 


Mme Suzanne Labarge (surintendante adjointe, secteur 
de la politique de reglementation, de la planification et 
des ressources, Bureau du surintendant des _ institutions 
financiéres): J’aimerais placer toute cette question en 
perspective. 


Comme vous le savez, nous avons augmenté fortement 
nos provisions l’€té dernier. 


Le président: Oui. 


Mme Labarge: Nous esp€rions, a ce moment-la, qu’elles 
seraient suffisantes. Depuis, il y a eu des discussions a 
l’échelle internationale, les divers marchés ont évolué et 
les discussions se poursuivent. L’idée est venue au début 
de l’année quand quelques banques ont laissé entendre, a 


leurs assemblées annuelles, qu’il faudrait peut-étre 
majorer les provisions. 
En passant, nous examinons la situation 


périodiquement. Nous devons passer 34 pays en revue. 
L’examen du niveau des provisions fait partie de nos 
Opérations courantes. 


A ce moment-la, nous avons déclaré que nous 
publierions des directives a l’intention des banques au 
deuxiéme trimestre de cette année, et nous avons pris des 
mesures en ce sens, par des analyses et des discussions 
assez nombreuses avec les parties intéressées, notamment 
les organismes de réglementation étrangers et la Banque 
du Canada, 4 cause des questions de change, et ainsi de 
suite. 


Récemment, des analystes se sont montrés 
probablement trop enthousiastes—voila peut-étre le bon 
terme—et ont laissé entendre que le Bureau allait 
recommander un niveau de provisions de 55 p. 100 ou de 
65 p. 100. Ils se sont ensuite demandé quelles seraient les 
conséquences pour la capacité des banques canadiennes de 
verser des dividendes, les conséquences pour la rentabilité, 
Gils o-c 


Le président: De fait, une agence a réduit fortement la 
cote de crédit de quatre de nos banques, comme vous le 
savez peut-étre. 


Mme Labarge: Je suis au courant. 
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They were doing an ongoing review; but the point is 
that what it was doing was creating major uncertainty in 
the markets that there would be another major loss 
recorded, as there was last year, and the view of the office 
and the view of the superintendent was that he wanted to 

put the rumours to rest. 


What the release essentially says is what we are not 
going to do rather than what we are going to do. Our 
guidelines will be coming out in due course before the 
end of the quarter, but what we have said is that we see no 
reason for going beyond 45%. 


You have to recognize that, because of the 
strengthening of the Canadian dollar, as well as certain 
treatment of Brazilian interests, certain banks are already 
over the 40% just by virtue of accounting practices. 


“T6206, 


So really what we are doing is looking at all these 
elements. We are looking at the countries involved and, as 
I say, we will be issuing the guidelines before the end of 
the second quarter of the banks, which means by April 


Mr. de Jong: Could you elaborate a bit on how you 
came to the 45%? Was it with darts? 


Ms Labarge: Mr. Chairman, it was not quite that 
unscientific. As you know, we have among the highest 
level of provisions in the world right now. The Canadian 
banks are well up there. I think there is a feeling that, if 
you look at the situation and compare where it was last 
summer and where it is today, there has not been a major 
change. There was always the view that we obviously want 
to make sure the banks have an adequate level of 
provisioning for any eventuality. That does not necessarily 
mean you should go to 100%. 


Really, it was looking at where the banks were, what 
has been going on in the market, and there is no reason 
for a major increase. There may be a slight shift, and as I 
Say, the guidelines are not out yet so the exact ranges have 
not been determined. But really it is just a feeling that, 
given where they were because of accounting and the 
foreign exchange, we do not see a reason for a major 
increase in provisions. We just do not think the situation 
has changed enough. There may have to be a slight shift 
to accommodate certain events, and that is really what it 
was about. 


Mr. de Jong: When you put the guidelines out, will the 
guidelines vary in terms of what the reserve should be 
from country to country and from type of loan to type of 
loan? Would you get that detailed? 


Ms Labarge: We have not taken the U.K. approach. 
The Bank of England is following the matrix approach, 
and it has a certain percentage for every single country. 
We have taken the way most of the other countries have, 
a basket approach. 


[Traduction] 


Il y avait un examen permanent, mais il créait une 
grande incertitude sur les marchés, qui craignaient une 
autre chute importante, comme celle de l’an dernier. Le 
Bureau et le surintendant ont jugé qu’il fallait faire taire 
cette rumeur. 


Ce que nous disons dans le communiqué, c’est ce que 
nous ne ferons pas, plut6t que ce que nous ferons. Nos 
directives viendront comme prévu avant la fin du 
trimestre, mais nous ne voyons aucune raison d’aller au- 
dela de 45 p. 100. 


Vous devez  reconnaitre que, en raison du 
raffermissement du dollar et d’une certaine fagon de 
traiter les intéréts brésiliens, des banques ont déja des 
provisions supérieures 4 40 p. 100, du simple fait des 
pratiques comptables. 


En réalité, nous examinons tous ces éléments. Nous 
tenons compte des pays en cause et, je le répéte, nous 
publierons des directives avant la fin du deuxiéme 
trimestre des banques, ce qui veut dire avant le 30 avril. 


M. de Jong: Pouvez-vous nous dire comment vous en 
€tes venus a 45 p. 100? En langant des fléchettes? 


Mme Labarge: Pas de facon aussi peu scientifique, 
monsieur le président. Comme vous le savez, nos 
provisions comptent parmi les plus élevées au monde 
actuellement. Les banques canadiennes ont des provisions 
trés élevées. Nous avons impression que la situation n’a 
pas beaucoup changé par rapport a 1’été dernier. Nous 
voulons toujours nous assurer que les banques ont des 
provisions suffisantes pour parer 4 toute éventualité. Ce 
qui ne signifie pas nécessairement des provisions de 100 p. 
100. 


Nous avons examiné la situation des banques, ce qui 
sest passé sur le marché, et nous pensons qu’il n’y a 
aucune raison d’imposer une hausse importante. II y aura 
peut-étre un léger changement, mais comme je Vai dit, les 
directives ne sont pas encore publiées, de sorte que les 
fourchettes exactes n’ont pas encore été déterminées. 
Nous avons simplement |’impression que, vu le niveau ou 
les provisions se trouvent a cause des procédés comptables 
et du taux de change, il n’y a pas lieu d’accroitre 
considérablement ces provisions. Nous n’estimons pas que 
la situation a assez changé pour justifier une telle hausse. 
Il y aura peut-étre une légére modification, pour tenir 
compte de certains faits, mais c’est tout. 


M. de Jong: Vos directives sur les provisions a établir 
varieront-elles selon le pays et selon le type de prét? Y 
aura-t-il des précisions de ce genre? 


Mme Labarge: Nous n’avons pas adopté l’attitude du 
Royaume-Uni. La Banque d’Angleterre a adopté la 
méthode des matrices et stipule un certain pourcentage 
pour chaque pays. Nous avons adopté la méthode 
employée par la plupart des pays, soit celle des paniers. 
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Right now we have 34 countries in the basket. We look 
at those, and occasionally there is a change at the margin. 
I think last year we added one and dropped them on. But 
they are minimal amounts in terms of the total amounts 
the banks have out. 


We have set a general level for all the countries. We 
have never gone specific for individual countries. We just 
do not think we can be that scientific to warrant going 
that approach. As I say, the U.K. has done it. It seems to 
work well enough for them. They are looking at a 
different set of countries from what we are. 


The Chairman: When do you think these debts can be 
paid back? 


Mr. de Jong: In the sweet by and by? 


Ms Labarge: In most cases, if you look at any country, 
be it Canada, the U.S. or Brazil, it is not usually a 
question of whether or not you ever get the principal 
back; it is a question of whether or not they service the 
interest and have sufficient funds so you can exit and 
somebody else can buy in. 


The Chairman: All right, when can our guys get out, 
and can they get out by selling their loans right now and 
be clean at 45¢ as a loss? 


Ms Labarge: I will go back. It is a question of an 
ongoing business versus distress sale. I guess we found out 
the hard way with the CCB, and it was something Mr. 
McKenzie mentioned last week, Mr. Chairman. As we 
found out with the Hongkong and Shanghai Banking 
Corporation buying the Bank of B.C., there was a 
considerable difference between what you could realize in 
an ongoing concern versus a distress sale. 


Our view would be that LDC countries are not a 
distress sale and that there are, as you know, steps being 
taken by various governments, by the central bank, to try 
to work and dissolve the LDC debt problem. It is not 
exclusively an individual bank problem, but the whole 
system. If these countries are able to get through the 
period we are in now through various mechanisms, such 
as the World Bank increasing its capital so it can provide 
more funding and allow the countries to get out of the 
trap they managed to get in over the last 10 years, yes, 
there is a possibility that these loans would return to a 
normal status. I guess the fact that we have reserves 
indicates that we think it may not be as soon as one would 
like and that it was only prudent to take reserves against 
the existing loans. 


The Chairman: The United States had an arrangement 
whereby they were prepared to guarantee a percentage of 
debt for their banks on Mexican loans. Has _ the 
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A Vheure actuelle, notre panier comprend 34 pays. 
Nous examinons ces pays et, de temps a autre, nous 
apportons une légére modification. L’année dernieére, 
nous avons ajouté un pays et en avons retranché un. Mais 
ils représentent des montants infimes par rapport aux 
sommes prétées par les banques. 


Nous avons fixé un niveau général pour tous les pays. 
Nous n’avons jamais établi de norme précise pour chaque 
pays. Nous ne pensons pas pouvoir €tre assez scientifiques 
pour adopter cette attitude. Comme je l’ai mentionné, le 
Royaume-Uni I’a fait et cela semble bien fonctionner dans 
leur cas. Ils font affaire avec un ensemble de pays 
différent du notre. 


Le président: Pensez-vous que ces dettes peuvent étre 
remboursées? 


M. de Jong: Un de ces beaux jours? 


Mme Labarge: Dans la plupart des cas, qu’il s’agisse du 
Canada, des Etats-Unis ou du Brésil, la question qui se 
pose n’est habituellement pas de savoir si l’on va se faire 
rembourser le principal un jour, mais plutét si les intéréts 
peuvent étre payés et s’il y a assez de fonds pour que l’on 
puisse se retirer et que quelqu’un d’autre prenne sa place. 


Le président: Trés bien, quand nos gens pourront-ils se 
retirer, et peuvent-ils le faire en vendant leurs préts 
maintenant, quitte 4 perdre 45c. par dollar? 


Mme Labarge: Je reviendrai en arriére. C’est une 
question d’affaires continues ou de ventes de biens saisis. 
Je crois que nous l’avons appris a nos dépens dans le cas 
de la Banque continentale et c’est un aspect que M. 
McKenzie a mentionné la semaine derniére, monsieur le 
président. Comme nous l’avons constaté quand la 
Hongkong and Shanghai Banking Corporation a acheté la 
Banque de la Colombie-Britannique, il y a une différence 
énorme entre ce qu’on peut réaliser quand les affaires 
continuent au lieu de vendre des biens saisis. 


Nous pensons que les pays en développement ne sont 
pas comme des ventes de biens saisis et que, comme vous 
le savez, les divers gouvernements et la banque centrale 
peuvent prendre des mesures pour aider a résoudre le 
probléme de l’endettement de ces pays. Le probléme ne 
touche pas uniquement les banques, mais tout le systéme. 
Si ces pays peuvent traverser la période que nous vivons 
actuellement grace a divers mé€canismes, tels qu’une 
augmentation du capital de la Banque mondiale pour que 
cette derniére puisse accorder plus de financement et 
permettre aux pays de se sortir du piége dans lequel ils se 
sont fait prendre au cours des dix derniéres années, il est 
possible que ces préts redeviennent normaux. Que nous 
ayons des réserves indique que nous ne pensons pas que 
cela se produira aussi tot que nous le voudrions et qu'il 
n’était pas prudent de prévoir des réserves pour les préts 
existants. 


Le président: Les Etats-Unis ont eu un mécanisme par 
lequel ils garantissaient un pourcentage des dettes dues a 
leurs banques par le Mexique. Le surintendant a-t-il fait 
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Superintendent made such a recommendation to the 
government with respect to our domestic banking 
industry? 
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Ms Labarge: To the best of my knowledge, all the U.S. 
government did was allow the Mexican government to 
purchase zero coupon bonds, to use them as collateral 
should banks wish to exchange their debt for bonds that 
would trade in the Luxembourg market. It was not a 
recommendation of the government to guarantee a 
portion of Mexico’s debts. What it did, as I say, was it 
allowed the Mexicans to buy, at market rates, zero coupon 
bonds. There is no such provision, I do not think, that— 


The Chairman: You made no effort to do that. 


Ms Labarge: That was initiated, Mr. Chairman, by the 
Morgan Bank. It was not initiated there by athe, US: 
government, it was initiated by the Morgan Bank. The 
Only thing that happened there was that the US. 
government and the equivalent of their Department of 
Finance agreed that the zero coupon bond could be sold 
to the Mexicans. But it was a private initiative from a 
private bank. It was not a government initiative. The US. 
government initiative has been the Baker plan and the 
increased funding of the World Bank. As you know, the 
Canadian government has participated in that. 


Mr. McCrossan: Thank you, first of all, for arranging 
for the release of the reports I referred to last Thursday. 


I will first ask a couple of questions on possible 
discussions that might have taken place with the Auditor 
General and the Comptroller General. 


The first-ever report on the judges’ pension plan 
indicates there is a total unfunded liability in excess of 
$300 million. Is it the intention of either the Auditor 
General or the Comptroller General to recognize that 
amount as a debt of Canada in their report? Have there 
been any discussions about recognizing this? We have 
never done an evaluation of the judges’ plan before. As I 
understand it, the benefits have just been promised. Now 
that we know an amount in excess of $300 million is 
involved, has there been any discussion about actually 
reflecting this amount in the books of Canada? 


Mr. Hammond: Mr. Chairman, I cannot speak on 
behalf of the Comptroller General or the Auditor 
General. As far as I know, there has been no discussion 
with our office on this issue. But with your permission, 
Mr. Chairman, I will ask the Chief Actuary to confirm 
that he has not had any discussion on that subject. 


He so confirms. 


Mr. McCrossan: Is the same thing true of the MPs’ 
pension plan, where the deficit is shown as $135 million? 


[Traduction| 


au gouvernement une recommandation en ce sens en ce 
qui concerne notre secteur bancaire national? 


Mme Labarge: A ma connaissance, tout ce qu’a fait le 
gouvernement américain c’est permettre au gouvernement 
mexicain d’acheter des obligations sans coupons et de s’en 
servir comme garantie si les banques_ souhaitaient 
échanger leur dette contre des Obligations négociées sur le 
marché luxembourgeois. Il n’a pas recommandé de 
garantir une portion de la dette mexicaine. II a 
simplement permis aux Mexicains d’acheter, au prix du 
marché, des obligations sans coupons. Il n’y a pas de 
disposition, 4 mon avis. . . 


Le président: Vous n’avez fait aucun effort en ce sens. 


Mme Labarge: Cette mesure a été prise par la Morgan 
Bank, pas par le gouvernement américain. Tout ce qu’a 
convenu le gouvernement américain et Véquivalent du 
ministére des Finances c’est que les obligations sans 
coupons pouvaient étre vendues aux Mexicains. Mais il 
s’agissait d’une initiative privée d’une banque privée. Il ne 
S’agissait pas d’une mesure du gouvernement. Les mesures 
prises par le gouvernement ont été le plan Baker et une 
hausse du financement de la Banque mondiale. Comme 
vous le savez, le gouvernement canadien y a participé lui 
aussi. 


M. McCrossan: Je vous remercie d’abord de nous avoir 
transmis les rapports auxquels j’avais fait allusion jeudi 
dernier. 


Je poserai quelques questions sur les discussions 
susceptibles d’avoir eu lieu entre le vérificateur général et 
le controleur général. 


Le premier rapport jamais publié sur le régime de 
retraite des juges indique qu’il existe un passif non 
financé de plus de 300 millions de dollars. Le vérificateur 
général ou le contr6leur général ont-ils l’intention de 
considérer ce montant comme une dette du Canada dans 
leur rapport? Y a-t-il eu des discussions a ce propos? Nous 
n’avons jamais évalué le régime des juges. Si je comprends 
bien, les prestations ont simplement été promises. 
Maintenant que nous sommes au courant d’un passif de 
plus de 300 millions de dollars, y a-t-il eu des discussions 
pour tenir compte de ce montant dans les comptes du 
Canada? 


M. Hammond: Monsieur le président, je ne peux parler 
au nom du controleur général ni du vérificateur général. 
A ma connaissance, il n’y a pas eu de discussions sur cette 
question a notre bureau. Mais avec votre permission, 
monsieur le président, je demanderai au chef de 
l’actuariat de confirmer qu’il n’y a pas eu de discussion a 
ce sujet. 


C’est confirmé. 


M. McCrossan: En est-il de méme du régime de retraite 
des députés, pour lequel il y aurait un déficit de 135 
millions de dollars? 
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Mr. Hammond: Yes, that is my understanding. Again I 
will ask, with your permission, the Chief Actuary to 
confirm that there has been no discussion with the 
Comptroller General or the Auditor General. 


Perhaps Mr. Riese should 
permission, Mr. Chairman. 


join us, with your 


The Chairman: Yes. 


Mr. Walter Riese (Chief Actuary, Office of the 
Superintendent of Financial Institutions): Mr. Chairman, 
in the last few years there has been an item in the Public 
Accounts showing the unfunded liabilities for the various 
superannuation accounts. In the last year I think it 
included as well the Members of Parliament. 


Mr. McCrossan: Are you saying it was in the year-end 
figures, even though the report had not been published? 


Mr. Riese: They were estimates, made as of March 31, 
1987. 


Mr. McCrossan: Right. So we would expect to see both 
these amounts reflected in the accounts of Canada in the 
year closing March 31, 1988, at the end of this month. 


Mr. Riese: I believe they would be shown in the items 
showing the unfunded liability. 


The Chairman: May I ask a supplementary on that? 
This unfunded liability is based on the assumption that 
Parliament closes tomorrow and all the civil servants of 
the government are laid off tomorrow and they all go on 
pension and there are no more contributions, is it not? 


Mr. Riese: No, that is not the assumption. The 
assumption is that there are no future benefits. 


The Chairman: And there are no future contributors. 


Mr. Riese: That is right. But all the past benefits are 
paid as they would normally be paid. 
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The Chairman: I see. But these schemes were never 
designed to be funded, is that not correct? 


Mr. Riese: Well, Mr. Chairman, the Public Service 
Superannuation Account and the Canadian Forces and 
the RCMP Superannuation accounts have been 
maintained on an actuarial basis for many years. It is only 
the indexing part that has not been on an actuarial basis. 
The Members of Parliament, I believe, have not been on 
an actuarial basis. 


The Chairman: It was never intended to be, though. Is 
that not fair to say? The pension was paid immediately— 
the act was fast—to Members of Parliament then retiring. 


Mr. Riese: Well, I do not know what the intent was, 
but I believe there is no provision for any funding of any 
unfunded liabilities in the Members of Parliament retiring 
allowances. 
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M. Hammond: Je le crois. Encore une fois, avec votre 
permission, je demanderai au chef de l’actuariat de 
confirmer qu’il n’y a pas eu de dicussions avec le 
contréleur général ni avec le vérificateur général. 


M. Riese pourrait peut-étre se joindre a nous, si vous le 
permettez, monsieur le président. 


Le président: D’accord. 


M. Walter Riese (chef de l’actuariat, Bureau du 
surintendant des institutions financiéres): Monsieur le 
président, depuis quelques années un poste des comptes 
publics indique le passif non financé de divers comptes de 
pension de retraite. L’an dernier, je crois qu’il comprenait 
aussi le régime de retraite des députes. 


M. McCrossan: Affirmez-vous qu’il faisait partie des 
chiffres de fin d’exercice, méme si le rapport n’avait pas 
encore été publié? 


M. Riese: Il s’agissait d’estimations effectuées au 31 
mars 1987. 


M. McCrossan: D’accord. Nous pourrions donc nous 
attendre que ces deux montants figurent dans les comptes 
du Canada pour l’exercice se terminant le 31 mars 1988, a 
la fin de ce mois. 


M. Riese: Je crois qu’ils feraient partie des éléments du 
passif non financé. 


Le président: Puis-je poser une question 
supplémentaire a ce sujet? Ce passif non financé repose 
sur l’hypothése que le Parlement cesse ses activités 
demain et que tous les fonctionnaires du gouvernement 
sont mis a pied demain, prennent leur retraite et qu’il n’y 
a plus de cotisations, n’est-ce pas? 


M. Riese: Non, l’hypothése est qu’il n’y a plus de 
prestations futures. 


Le président: Et qu’il n’y a plus de cotisations futures. 


M. Riese: C’est exact. Mais toutes les prestations échues 
sont versées comme prévu. 


Le président: Je vois. Mais ces régimes n’ont jamais été 
congus pour étre financés, n’est-ce pas? 


M. Riese: Eh bien, monsieur le président, le compte de 
régime de retraite de la Fonction publique et les comptes 
de régime de retraite de l’armée canadienne et de la GRC 
ont tous été tenus d’aprés les principes actuariels depuis 
de nombreuses années. Seule la partie indexée ne repose 
pas sur ces principes. Si je ne m’abuse, le régime des 
députés ne se fonde pas sur les principes actuariels. 


Le président: [1 n’en a jamais été question, cependant. 
On peut l’affirmer, n’est-ce pas? La retraite était versée 
immédiatement—le geste était rapide—aux députés qui 
prenaient leur retraite. 


M. Riese: J’ignore quel en était l’objet mais, si je ne 
m’abuse, il n’y a aucune disposition relative au 
refinancement d’un passif quelconque au chapitre des 
allocations de retraite destinées aux députés. 
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The Chairman: Assuming we continued to have 282 or 
299, or whatever it is, Members of Parliament and 
assuming they continue to be elected from time to time 
and continue to contribute the massive amounts we are 
required to contribute— 


Mr. Dorin: It is $520.50 a month. 


The Chairman: —when will the government in fact 
have to put some money up to pay our pension and not 
rely just entirely on the contributions we individually 
make to pay our own pensions? 


Mr. Riese: Well, we have made no studies when the 
fund might be exhausted. 


The Chairman: When will the government put up a 
nickle toward Members of Parliament pensions that the 
members have not already put up themselves? 


Mr. Riese: The contributions that are made now are 
matched by the government. 


The Chairman: If indeed there were matching, which 
there is not, would there in fact be more money than 
something in the neighbourhood of $20 million or $30 
million on hand? 


Mr. McCrossan: That is not surplus. 


Mr. Dorin: Money is money, you know. Cash is cash. 


Mr. McCrossan: No, no. I think it is fair to say the 
assets—combined assets—matching are $30 million and 
combined liabilities are $165 million. 


The Chairman: There is no liability at all. As long as 
people are still serving there is no liability. You do not 
pay a pension as long as somebody is working. As long as 
somebody is working in that job, you always have some 
contributor there. The poor slob is paying for someone 
else. 


Mr. McCrossan: I think these are largely liabilities for 
people who have left service. Is that correct? 


Mr. Dorin: If we were to assume, for example, that all 
the current members continue to serve until they die, in 
actual fact the liability is pretty small, would it not be? At 
that point only our widows might be entitled to 
something, whatever that would be. 


Mr. McCrossan: Well, 
assumption. 


that is not a _ reasonable 


Mr. Dorin: It may not be a reasonable assumption, 
put 


The Chairman: What I want to know is why would you 
treat it as a liability when every year that goes by, the 
money actually paid out by the Government of Canada to 
retired members, their widows and their infant children 
or orphans, is in excess of or is less than the money that 
members in fact contribute? Why would you treat it as 
any liability? Is it not a fact that the members in fact pay 
their own pension completely? 


[Traduction] 


Le président: En supposant que nous continuons 
d’avoir 282 ou 299 députés, peu importe, et en supposant 
quiils continuent a étre élus et a verser les cotisations 
énormes que nous devons verser. . . 


M. Dorin: 520,50$ par mois. 


Le président: ... le gouvernement devra-t-il délier les 
cordons de la bourse pour payer nos pensions au lieu de 
se fier uniquement aux cotisations que nous versons 
chacun de notre cété pour préparer notre retraite? 


M. Riese: Nous  n’avons pas fait d’études pour 
déterminer quand le fonds pourrait venir a sec. 
Le président: Quand le gouvernement versera-t-il 


quelques sous pour les pensions des députés en plus de ce 
que les députés paient déja eux-mémes? 


M. Riese: Le gouvernement verse maintenant une 
contribution égale aux cotisations. 


Le président: Si tel était le cas, ce qui n’est pas vrai, n’y 
aurait-il pas plus de quelque 20 ou 30 millions de dollars 
dans les caisses? 


M. McCrossan: I] ne s’agit pas d’un excédent. 


M. Dorin: De l’argent, c’est de argent vous savez. Du 
comptant, c’est du comptant. 


M. McCrossan: Non, non. II est juste d’affirmer que 
Vactif global—les avoirs combinés—se chiffre A 30 
millions de dollars et le passif combiné, a 165 millions de 
dollars. 


Le président: Il n’y a aucun passif. Tant qu’il y a des 
gens en poste, il n’y a pas de passif. On ne paie pas une 
pension, tant que quelqu’un travaille. Tant que quelqu’un 
occupe le poste, il y a toujours un cotisant. Le pauvre 
bougre paie pour quelqu’un d’autre. 


M. McCrossan: Je crois qu’il s’agit surtout d’un passif 
pour ceux qui ont cessé de travailler. Ai-je raison? 


M. Dorin: En supposant, par exemple, que tous les 
députés actuels continuent de 1’étre jusqu’a leur mort, le 
passif serait assez faible, n’est-ce pas? A ce moment-la, 
seules nos veuves auraient peut-étre droit a quelque chose. 


M. McCrossan: Cette hypothése n’est pas raisonnable. 
M. Dorin: Elle n’est peut-étre pas raisonnable, mais. . . 


Le président: Ce que je voudrais savoir, c’est pourquoi 
on considére ce montant comme un passif quand, a 
chaque année que le bon Dieu améne, les montants versés 
par le gouvernement du Canada aux députés a la retraite, 
a leurs veuves et a leurs enfants sont supérieurs ou plutdt 
inférieurs aux cotisations des députés? Pourquoi parler de 
passif? N’est-il pas vrai que les députés paient leur propre 
pension presque en entier? 
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Mr. Riese: Well, Mr. Chairman, actually that is a 
feature in most pension plans. 


The Chairman: Yes. That is why pension plans are 
profitable and actuaries seem to get away with murder. 


The truth of the matter is that if you give us any kind 
of interest on our money, we pay our own pensions. I do 
not know why we should be told that we are $165 million 
short when the truth of the matter is that we pay all the 
money in and we only take out what we put in. The 
government makes a profit on it. 


Mr. McCrossan: Mr. Chairman, since you have raised 
that issue, it seems to me there is a table here which 
indicates that the value of the pensions is something 
like—let me just find it here... 


The Chairman: Not worth anything. 


Mr. McCrossan: I assume you will give yours up at the 
end of the meeting. 


The Chairman: Yes, sir. I have to get my money back. 


Mr. McCrossan: We get a raise in salary, if you trade it 
for the pension. 


If we look at members only, the pension is worth 48% 
of payroll, you calculate, and the members contribute 
10%. This is on page 19, in appendix I. 
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Mr. Riese: Yes. That is the subsidiary cost calculation. 


Mr. 
then? 


Mr. Riese: It is actually in the certificate on page 2. It 
comes to 44.02%, on the assumption that members’ 
salaries increase at the rate of CPI less 1%. 


McCrossan: What are the main cost calculations 


Mr. McCrossan: I am just looking at a member’s 
account. For Ministers, it is 51.5%—in round numbers— 
for which they pay 11%. 


Mr. Riese: That is correct. Those are the additional 
salaries. 


Mr. Dorin: Let me ask you a question, because I think 
this whole thing is nonsense. I am with the chairman on 
this, in spite of normally being in agreement with Paul, 
because we deal with things on a fundamentally sound 
accounting basis. I think when you look at certain 
categories of people—and Members of Parliament are 
exactly that—there is no comparison to what would be a 
normal career, say, Or a Career civil servant. 


Maybe you can clarify this. I will take my own case. 
For example, if I continue to be re-elected and choose to 
serve until the age of 65, and then I retire and collect 
whatever pension at the same rate that is given now— 
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M. Riese: C’est une caractéristique de la plupart des 
régimes de retraite, monsieur le président. 


Le président: En effet. Voila pourquoi les régimes de 
retraite sont rentables et les actuaires semblent s’en tirer a 
bon compte. 


La vérité est que si vous nous donnez des intéréts sur 
notre argent, nous payons nos propres pensions. Je ne 
comprends pas pourquoi on nous dit que nous avons un 
déficit de 165 millions de dollars quand, en réalité, nous 
payons tout et nous ne retirons que ce que nous avons 
versé. Le gouvernement réalise un profit sur cet argent. 


M. McCrossan: Monsieur le président, puisque ovus 
avez soulevé la question, il me semble qu’il y a un tableau 
révélant que la valeur des pensions est de l’ordre de— 
laissez-moi retrouver le chiffre. . . 


Le président: Pas la peine d’en parler. 


M. McCrossan: Je suppose que vous renoncerez a la 
votre a la fin de la réunion. 


Le président: Oui, monsieur, je veux récupérer ma 
mise. 


M. McCrossan: Nous obtenons une hausse de nos 
traitements, si vous renoncez a la pension. 


Dans le cas des députés, la caisse de retraite représente 
48 p. 100 de la rémunération, calculez bien, et les 
cotisations des députés, 10 p. 100. Ces chiffres se trouvent 
a la page 19 de l’annexe I. 


M. Riese: Oui. C’est le calcul de cout subsidiaire. 


M. McCrossan: 
principal? 


Quel est donc le calcul de cout 


M. Riese: II se trouve en fait dans le certificat a la page 
2. €a nous donne 44,02 p. 100 en partant du principe que 
le salaire des députés augmente au rythme du cout de la 
vie, moins 1 p. 100. 


M. McCrossan: Je regarde justement le compte des 
députés. Dans le cas des ministres, c’est 51,5 p. 100—en 
chiffres ronds—sur lesquels ils paient 11 p. 100. 


M. Riese: C'est 
supplémentaires. 


exact. Ce sont. les _ salaires 


M. Dorin: Je voudrais vous poser une question, car il 
me semble que tout cela est insensé. Je rejoins le 
président sur ce point méme si de maniére générale je 
suis d’accord avec Paul, parce que nous devons nous 
référer 4 des principes comptables généralement acceptes. 
Je considére que lorsqu’on s’adresse a des catégories bien 
particuliéres de gens—ce qui est bien le cas lorsqu’on 
parle de députés—il n’y a aucune possibilité de 
comparaison avec une carriére normale, disons celle d’un 
fonctionnaire. 


Peut-étre pourriez-vous nous donner quelques 
éclaircissements. Prenons mon propre cas. Si, par 
exemple, je continue a étre réélu et si je choisis d’occuper 
ma fonction jusqu’a 65 ans, pour ensuite prendre ma 
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forgetting inflation and all that—chances are I am going 
to put in more money than I ever get out. Now, I realize 
you are trying to balance that off for somebody who may 
not serve that long, but it seems to me pretty difficult to 
make any assumptions about the tenure of a Member of 
Parliament. 


Like the chairman, I have difficulty saying you have 
this problem until such time as the Government of 
Canada and Parliament decide they are going to have to 
chip in some money to make up a cash shortfall. I do not 
see any great problem, because by and large Parliament 
could decide to change the rules tomorrow. In fact, the 
Minister of Finance announced some time ago he was 
going to change the rules. It just seems to me this is 
somewhat of a red herring. The assumptions would be 
questionable. I guess I would put it that way. In order to 
come up with a number, you have to make certain 
assumptions, and I am not sure you could defend those 
assumptions very well in this particular case. 


Mr. McCrossan: Could I just clarify that by asking a 
question? As I read appendix VI of the report, you valued 
the cost of this benefit on 21 different dates—after each 
election in the last seven elections, the seven triennial 
years or 21-year period ending in 1985, and the 21-year 
period ending in 1983—and the figures do not seem to 
change. They are very stable indeed, depending on actual 
historical experience. Sure, some members like Stanley 
Knowles serve forever, and some members are defeated 
early. 


Effectively, the appendix seems to indicate the cost of 
this plan is very stable, notwithstanding the fact that some 
members have very short careers and other members have 
very long careers. On average, the normal cost is 
consistently in the low-to-mid-40% of payroll. Is that not 
the conclusion you draw from those 21 valuations? 


Mr. Riese: That is the conclusion we came to, Mr. 
Chairman. 


Mr. McCrossan: So while some individual members 
may come in at a very young age and serve forever, others 
come in at an older age and serve for a short time. It 
seems to stabilize very consistently over 21 different years 
of valuations. 


At the last meeting, I was asking about the valuation of 
property and casualty companies. Under the acts we 
passed last year, valuation certificates by an actuary are 
required in 1991 but can be required by you at an earlier 
date. I understand you have already been requiring 
evaluation certificates by an actuary in a number of 
companies. 


[Traduction] 


retraite et retirer une pension au taux qui s’applique a 
heure actuelle—sans tenir compte de facteurs comme 
Vinflation—il est bien possible que je verse davantage 
d’argent que je vais en retirer. Certes, je me rends bien 
compte que vous vous efforcez d’équilibrer les choses en 
faveur de ceux qui n’exerceront pas leur mandat sur une 
aussi longue période, mais il me parait bien difficile de 
préjuger de la longueur du mandat d’un député. 


Comme le président, j’éprouve de la réticence a vous 
dire que vous étes confrontés a ce probléme tant que le 
gouvernement du Canada et que le Parlement n’auront 
pas décidé de verser un peu d’argent a la caisse pour 
combler le déficit de trésorerie. Je ne pense pas que la 
Situation soit trés grave car de maniére générale le 
Parlement peut décider dés demain de changer les régles. 
Le Ministre des finances a d’ailleurs annoncé il y a 
quelque temps qu’il allait changer les régles. Ca me parait 
€tre tout simplement un pont aux anes. Je dirais que les 
hypothéses sont contestables. Pour arriver A un chiffre, 
vous formulez certaines hypothéses et je ne suis pas sar 
qu’elles se défendent véritablement dans ce cas particulier. 


M. McCrossan: _ J’aimerais apporter _ certains 
éclaircissements en posant une question. A la lecture de 
l’annexe 6 et du rapport, je constate que vous avez évalué 
le cout de cette prestation a 21 dates différentes—aprés 
chacune des 7 derniéres élections, tous les trois ans sur la 
période de 21 ans qui prend fin en 1985 et tous les trois 
ans sur la période de 21 ans qui se termine en 1983—et il 
ne semble pas que les chiffres changent. Ils restent en fait 
trés stables au cours de cette période historique. Bien 
évidemment, certains députés comme Stanley Knowles 
paraissent indéboulonnables alors que d’autres subissent 
trés tot la défaite. 


Effectivement, l’annexe semble indiquer que le coat du 
régime est trés stable en dépit du fait que certains députés 
ont des carriéres trés courtes et d’autres des carriéres 
prolongées. En moyenne, le coat normal se situe 
réguliérement entre 40 et 45 p. 100 de la fiche de paie. Est- 
ce bien 1a la conclusion que vous tirez de ces 21 
évaluations de cout? 


M. Riese: C’est la conclusion a laquelle nous sommes 
arrivés, monsieur le président. 


M. McCrossan: Donc, alors que certains députés sont 
€lus trés jeunes et ne partent plus, d’autres arrivent 4 un 
age plus avancé et ne restent pas longtemps. Il semble que 
la situation se stabilise assez bien au cours de la période 
d’évaluation de 21 ans. 


Lors de la derniére réunion, j’ai posé une question au 
sujet des mesures d’évaluation se rapportant aux 
compagnies d’assurance tous risques. En vertu des lois 
adoptees l'année derniére, il sera exigé en 1991 un 
certificat d’évaluation émanant d’un actuaire, mais vous 
pouvez l’exiger 4 une date plus rapprochée. Si je 
comprends bien, vous avez déja exigé qu’un actuaire 
fournisse un certificat d’évaluation dans le cas d’un 
certain nombre de compagnies. 
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Mr. Hammond: Mr. Chairman, that is correct. Under 
the legislation that was passed, we have the authority to 
require a certificate or an opinion by an evaluation 
actuary notwithstanding the transition provisions. Indeed, 
as of the end of 1987, a number of companies have been 
required to provide us with an actuarial opinion with 
respect to the adequacy of their claims, reserves and their 
unearned premium reserves. 


Mr. McCrossan: Could I have some idea of the number 
of companies requiring actuarial certicates compared to 
the total federally registered companies? 


Mr. Hammond: The number of companies required to 
provide actuarial certificates is in the order of 20 to 25, as 
compared to some 200. 


Mr. McCrossan: Were 
required after the fact? 


these evaluation certificates 


Mr. Hammond: No, the companies were told in early 
November. We sent quite an extensive memo to all the 
companies in the property and casualty insurance 
industry indicating what we were expecting in terms of 
the content of the report, and what we were looking for. 
Some of these have a lot of long tail business and others 
have narrower capital and surplus margins than other 
companies. It is just based on our knowledge of the 
company’s operations and our history of examination 
results. We contacted those companies in November and 
we told them we were expecting them to provide an 
actuarial opinion with respect to their reserves as of the 
end of the year. 


Mr. McCrossan: Would those actuarial opinions 
normally be due at the end of this month or have they 
been received already? 


Mr. Hammond: Some of them have been received. Yes, 
they are due this month. 


Mr. McCrossan: At this point, I wonder whether you 
are in a position to make observations about the levels of 
the claims reserves required when an actuarial certificate 
is provided versus the prior level of claims reserves. 


Mr. Hammond: Mr. Chairman, it is too early to 
provide you with any sort of definitive response because 
the reports did not start to come in until March 1. They 
were not due until the March 1 and the staff is now 
reviewing them. If I could give some sort of preliminary 
indication, my staff is telling me there are some signs of 
reserve strengthening. It is too early to give you a definite 
response to that question. 


Mr. McCrossan: As you know, the meeting of the 
Canadian Institute of Actuaries is taking place in Ottawa 
yesterday and today and the council meeting was on 
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M. Hammond: C’est exact, monsieur le président. En 
vertu de la législation que nous avons adoptée, nous avons 
le pouvoir d’exiger un certificat ou un avis remis par un 
actuaire méme s’il ne s’agit encore que de dispositions 
transitoires. D’ailleurs, a la fin 1987, un certain nombre 
de compagnies avaient déja da nous fournir un avis 
d’actuaire justifiant d’un bon €équilibre dans leur 
comptabilité entre leurs demandes de remboursement, 
leurs réserves et leurs réserves correspondant a des primes 
non gagnées. 


M. McCrossan: Pouvez-vous nous donner une idée du 
nombre de compagnies devant fournir un _ certificat 
d’actuaire par rapport au total des compagnies constituées 
en société au niveau fédéral? 


M. Hammond: II est de l’ordre de 20 a 25, sur un total 
de 200. 


M. McCrossan: Ces certificats d’évaluation ont-ils été 
exiges a posteriori? 


M. Hammond: Non, les compagnies ont été informées 
au début novembre. Nous avons fait parvenir une note 
assez complete a toutes les compagnies d’assurance tous 
risques, en leur indiquant ce qu’elles devaient faire figurer 
dans leur rapport, ce que nous voulions y voir. Certaines 
d’entre elles sont de véritables conglomérats et d’autres 
ont un capital et un excédent plus faibles que leurs 
concurrentes. Nous sommes intervenus en fonction de ce 
que nous savions sur le fonctionnement de ces entreprises 
et des résultats que nous avions pu examiner par le passé. 
Nous avons contacté ces compagnies en novembre et nous 
leur avons demandé de nous fournir un avis d’actuaire 
concernant leurs réserves a la fin de l’année. 


M. McCrossan: Ces avis d’actuaire doivent-ils 
normalement vous parvenir a la fin du mois ou les avez- 
vous déja recus? 


M. Hammond: Nous avons déja regu certains d’entre 
eux. Oui, ils doivent nous parvenir avant la fin du mois. 


M. McCrossan: Parvenu 4a ce point, je me demande si 
vous étes en mesure de faire un certain nombre 
d’observations sur l’évolution du montant des réserves 
nécessaires pour faire face aux demandes. de 
remboursement par rapport a la situation antérieure 
lorsqu’un certificat d’actuaire est fourni. 


M. Hammond: Monsieur le président, il est encore trop 
t6t pour vous donner une réponse définitive car les 
rapports n’ont commencé a arriver que le 1°" mars. La 
date limite était fixée au 1°" mars et notre personnel est 
en train de les examiner. Je peux vous donner une 
premiére indication en vous disant que mon personnel 
m’indique qu'il y a certains signes de renforcement des 
réserves. Il est encore trop tot pour vous donner une 
réponse définitive sur ce point. 


M. McCrossan: Comme vous le savez, l’assemblée de 
l’Institut canadien des actuaires s’est tenue hier a Ottawa 
et s€ poursuit aujourd’hui, et le conseil doit se réunir 
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Sunday. I had occasion to talk to a number of actuaries 
who suggested that reserve increases of the order of 15% 
might not be uncommon. 


Mr. Hammond: It is too early for me to comment on 
that. Certainly, the staff who are reporting to me are 
" Saying they are sensing increases, but it is really too early. 
I could not confirm 15%. 


Mr. McCrossan: This comes back to the issue I was 
discussing with you with respect to the income tax action 
in releasing a proportion of the long tail reserves. How 
soon would we be in a position to have some idea of the 
representative strengthening, if indeed, Strengthening is 
occurring where certificate is required? Essentially, if we 
have a 10% sample, and that is the sort of sample you 
Suggested, and there is a consistent or an apparent pattern 
of reserve strengthening, I think it puts even more of a 
question in our mind as to the assumption that reserves 
can be released as a result of the Proposed changes in the 
Income Tax Act. 


Mr. Hammond: Mr. Chairman, I would say that in mid- 
April we should be able to have some sort of report on 
Our assessment of the changes. 


* 1650 


Although we have required actuarial reports with 
respect to the companies I mentioned, we would hope we 
would get more actuarial reports than that. Of course, we 
are required to get reports from persons who are not 
actuaries in the case of the other companies. 


Mr. McCrossan: If we see this pattern, would that 
prompt you to expand the number of companies you 
require to have actuarial certificates next year? Up until 
now, you are allowing certificates by people who are 
acceptable to you. 


Mr. Hammond: That is right. 


Mr. McCrossan: Would you foresee requiring more 
companies to file actuarial certificates if there is a pattern 
of under-reserving, once appropriate certification has 
taken place? 


Mr. Hammond: I could foresee that. Certainly it was 
Our intention to review the results of the implementation 
of the new legislation as of the end of 1987—review that 
this year and then decide on what our approach should be 
for next year. 


Mr. McCrossan: The business that is particularly 
affected by the income tax measures is the the long 
liability business. Is the strengthening primarily 
concentrated in that area, or is it a strengthening across 
the board? 


Mr. Hammond: Again, it is too early for me to say. I 
cannot really give you a definitive reply in that regard. 


[Traduction] 


dimanche. J’ai eu l’occasion de parler a un certain 
nombre d’actuaires qui m’ont indiqué que les réserves 
pourraient augmenter de 15 p. 100. 


M. Hammond: II est encore trop tot pour que je puisse 
commenter ce chiffre. Mon personnel me dit bien qu'il 
devrait y avoir augmentation, mais il est encore trop tot. 
Je ne pourrais pas confirmer ce chiffre de 15 p. 100. 


M. McCrossan: Cela nous raméne 4 la question dont je 
traitais avec vous au Sujet de l’application en matiére 
d’impot sur le revenu de mesures permettant de dégager 
une partie des réserves a long terme. Quand serez-vous en 
mesure de nous dire si un véritable renforcement des 
réserves a eu lieu, si on assiste a un renforcement 
lorsqu’un certificat est exigé? A la base, si nous travaillons 
sur un échantillon de 10 p. 100, et c’est la le type 
d’échantillon que vOus avez proposé, et si le renforcement 
des réserves apparait généralisé ou uniforme, je pense que 
cela nous améne a nous interroger davantage sur notre 
hypothése qui veut que l’on puisse dégager des réserves 4 
la suite des modifications proposées a la Loi de l’impét 
sur le revenu. 


M. Hammond: Monsieur le président, je vous 
répondrai a la mi-avril, lorsque nous aurons pu évaluer 
impact des changements. 


Tout en ayant exigé des rapports d’actuaire au sujet des 
compagnies que je vous ai mentionnées, nous espérons en 
obtenir davantage. Bien entendu, il nous faut obtenir des 
rapports €manant de personnes qui ne sont pas actuaires 
pour les autres compagnies. 


M. McCrossan: Selon ce schéma, allez-vous étre amené 
a augmenter le nombre de compagnies qui seront tenues 
de fournir des certificats d’actuaire année prochaine? 
Jusqu’a présent, vous autorisez les certificats émanant de 
personnes ayant recu votre agrément. 


M. Hammond: C’est bien cela. 


M. McCrossan: Envisagez-vous de demander 4 
davantage de compagnies de fournir des certificats 
d’actuaire au cas oW vous constateriez de trop faibles 
réserves, une fois que les agréments appropriés auront été 
faits? 


M. Hammond: C’est une possibilité. Nous avions de 
toute fagon l’intention de réexaminer application de la 
nouvelle loi a la fin 1987, les résultats de la révision de 
cette année déterminant la méthode adoptée l’année 
prochaine. 


M. McCrossan: Ce sont les entreprises d’assurance 
responsabilité a long terme qui sont les plus touchées par 
les mesures fiscales concernant Vimpot sur le revenu. Le 
renforcement se constate-t-il surtout dans ce secteur ou est- 
il généralisé? 


M. Hammond: La encore, il est trop tot pour que je 
puisse me prononcer. Je ne peux pas vraiment vous 
donner de réponse définitive a cet égard. 
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[Text] 


Mr. McCrossan: Could I come back to the issue we 
were talking about a little earlier with respect to the 
banks. It was mentioned earlier that the banks’ credit 
rating has been recently downgraded somewhat. But one 
thing that has occurred to me is since the strengthening of 
the reserves on sovereign loans and other loans to Third 
World countries, three of our banks have now increased 
dividends, I believe—the TD right on the day they 
strengthened the reserves, and two banks this quarter. Is 
that right? 


The Chairman: The TD’s credit is the highest of all the 
banks. 


Mr. McCrossan: I understand that. But essentially, is it 
three out of the six that have increased dividends? 


Ms Labarge: I do not know offhand the dates they have 
increased. Certainly I notice that two of them have 
increased this quarter. 


Mr. McCrossan: The third was the TD last year. 


Ms Labarge: Yes. 


Mr. McCrossan: So two have this quarter. You 
mentioned the consultation was taking place 
internationally. My understanding of a more typical 
international pattern is indeed that dividends have been 
decreased to accommodate these loan write-offs, and 
indeed you were referring to the speculation about 
possible losses. Is there anything peculiar to the Canadian 
market that allows an increasing rate of dividend at a time 
when these reserves are being set up? 


Ms Labarge: I would like to indicate I do not think in 
many cases there has been a decrease in dividends. There 
was considerable speculation, particularly about the 
American banks. 


Mr. McCrossan: Right. Manufacturers Hanover, in 
particular. 


Ms Labarge: That is right, whose dividend yield is 18%, 
and where a decision was definitely made not to cut 
dividends. There are many reasons for increasing 
dividends, and one is the yield in terms of the 
marketability of shares, for example. There are a number 
of items. Obviously the retention of capital and how 
much they can retain are factors taken into account. It 
has been rare. 


I believe the National Bank several years ago did 
decrease dividends. I would have to have that confirmed, 
but it is in the pattern of North American and European 
banks. Dividends tend to be a fixed item and not a 
variable. It just happens to be the pattern of capital 
markets, and that is true of most companies. I do not 
think our banks are an exception on that one. 


[Translation] 


M. McCrossan: J’aimerais revenir a la question que 
nous avons abordée précédemment au sujet des banques. 
On a dit un peu plus tot que la cote de solvabilité des 
banques avait récemment été quelque peu abaissée. 
Toutefois, il m’est apparu que depuis le renforcement des 
réserves au titre des préts effectués aux pays souverains et 
aux divers pays du Tiers monde, trois de nos banques 
avaient augmenté leurs dividendes; Toronto Dominion, je 
crois, le jour méme ow les réserves ont été renforcées, et 
deux autres banques ce trimestre. Est-ce bien cela? 


Le président: La cote de solvabilité de la Toronto 
Dominion est la plus élevée de toutes les banques. 


M. McCrossan: Je sais bien. Mais, a la base, ce sont 
trois banques sur six qui ont augmenté leurs dividendes, 
n’est-ce pas? 


Mme Labarge: Je ne sais pas exactement 4 quelle date 
elles les ont augmentés. Je suis str par contre que deux 
d’entre elles ont augmenté leurs dividendes ce trimestre. 


M. McCrossan: La troisiéme est la Banque Toronto 
Dominion |’année derniere. 


Mme Labarge: En effet. 


M. McCrossan: Deux |l’ont donc fait ce trimestre. Vous 
nous avez parlé des consultations qui avaient lieu au plan 
international. D’apreés ma connaissance du 
fonctionnement des finances internationales, il me parait 
plutét que les dividendes auraient du étre diminués pour 
tenir compte du fait que ces préts ont été passés par pertes 
et profits et vous nous avez d’ailleurs parlé de spéculations 
au sujet des pertes éventuelles. Qu’a de particulier le 
marché canadien pour que l’on puisse augmenter les 
dividendes au moment méme ou |’on doit constituer ce 
genre de réserves? 


Mme Labarge: J’aimerais préciser que bien souvent je 
ne pense pas que les dividendes aient diminué. On en a 
beaucoup parlé, particuli¢rement en ce qui concerne les 
banques des Etats-Unis. 


M. McCrossan: En effet. Manufacturers Hanover, en 
particulier. 


Mme Labarge: C’est bien cela. Les dividendes de cette 
banque rapportent 18 p. 100 et elle a décidé finalement de 
ne pas réduire ses dividendes. Il y a de nombreuses 
raisons d’augmenter les dividendes, Vune d’entre elles 
étant le rendement qui permet de vendre les actions sur le 
marché,- par exemple. De nombreux facteurs 
interviennent. La préservation du capital et la quantité 
que l’on est en mesure de préserver sont des facteurs qui 
jouent eux aussi leur réle. Cela a été rare. 


Il me semble que la Banque nationale a du diminuer 
ses dividendes il y a quelques années. Il faudrait que la 
chose soit confirmée, mais c’est conforme au mode de 
fonctionnement des banques de |’Amérique du Nord et 
d’Europe. Les dividendes ont tendance 4 étre fixe et a ne 
pas fluctuer. Il semble tout simplement que ce soit 1a la 
fagon dont opérent les marchés financiers et cela vaut 
pour la plupart des sociétés. Je ne pense pas que nos 
banques fassent exception a la régle. 


8-3-1988 Finances et affaires économiques 142 : 29 


[Texte] 


Mr. McCrossan: When you are in a period where you 
are paying particular attention to bank solvency margins 
as a result of this debt situation, would it be normal for 
banks to consult the superintendent’s office in advance of 
a change in dividend policy? 


Ms Labarge: No, it probably would not be. The only 
time I would imagine a discussion would go on is if we 
had raised concerns with the banks about their level of 
Capital adequacy, and that has not been an issue with 
Canadian banks. 


#1655 


Mr. Warner: Some time ago, representatives of the 
property and casualty industry came before the committee 
and expressed grave concern about changes in the Income 
Tax Act and how these changes would affect their 
solvency. Last week we mentioned this to you. 


Have these companies or their representatives, in your 
dealings with them, mentioned directly to you this same 
concern? 


Mr. Hammond: They certainly did mention to us, last 
fall, their concerns about some of the proposals for 
changing the taxation system with respect to property and 
Casualty insurance companies. But, as I indicated at the 
last meeting of this committee, my understanding is that 
there have been extensive discussions between the people 
in tax policy and representatives of the property and 
casualty insurance industry and that an accommodation 
has been reached. I cannot say, as far as I know, that the 
property and casualty insurance industry is completely 
happy, but certainly they have not been knocking on our 
door in the last few weeks saying that they think a disaster 
is pending. 


Mr. Warner: I understand that there have been 
discussions, and last night Mr. Dodge indicated that he 
thought the discussions were going well. I suggested that 
perhaps you should be involved in analysing the situation 
and seeing that they actually are going well. I have had. . . 
it is not an official indication, but some member 
companies are still concerned. 


Perhaps you will be in a better situation to analyse this 
than the policy people will be. I hope that negotiations 
have been successful and I hope that there are certain 
accounting procedures that will successfully accommodate 
this change. Perhaps the tax policy concept you have 
mentioned is legitimate and fine, but if it does affect the 
solvency of any company inadvertently then I would hope 
that your department would express this concern to the 
Minister or the policy people and you might see as 
adequate further changes in accounting procedure. I 

_ believe this would be your responsibility and if you saw a 
flaw in the accounting or in the procedures, then you 
_ would bring this to the Minister’s attention and perhaps 
avoid something that could be a problem. 


[Traduction] 


M. McCrossan: Dans une période comme la nétre ou 
Von accorde une attention toute particuliére aux marges 
de solvabilité des banques en raison des dettes impayées, 
serait-il normal que les banques consultent a l’avance le 
bureau du surintendant si elles désirent modifier leur 
politique de dividendes? 


Mme Labarge: Non, il est probable que non. Je ne 
peux entrevoir la possibilité d’une discussion de ce genre 
que si l’on s’inquiétait au sujet des réserves en capitaux 
des banques et la question ne s’est pas posée pour les 
banques canadiennes. 


M. Warner: Il y a quelque temps, les représentants de 
Vindustrie des assurances tous risques se sont dits fort 
inquiets des modifications apportées a la Loi de Vimpot 
sur le revenu et des conséquences qu’auraient ces 
modifications sur leur solvabilité. Nous vous en avons 
parlé la semaine derniére. 


Lors des entretiens qu’ils ont eus avec vous, ces 
compagnies ou leurs représentants, vous en ont-ils fait 
part? 


M. Hammond: Ils nous ont bien entendu fait part 
l’automne dernier de leurs préoccupations au sujet d’un 
certain nombre de modifications fiscales touchant. les 
compagnies d’assurances tous risques. Toutefois, comme 
je Vai indiqué lors de la derniére réunion de ce comité, 
j'ai impression qu’a la suite des nombreux entretiens qui 
ont eu lieu entre les responsables du fisc et les 
représentants de cette industrie, l’on a réussi a trouver un 
compromis. Je ne dis pas que les compagnies d’assurances 
tous risques sont totalement satisfaites, mais il n’en reste 
pas moins qu’on ne les a pas vus ces derniéres semaines 
cogner a notre porte en annongant l’imminence d’un 
désastre. 


M. Warner: Je sais qu’il y a eu des entretiens et hier 
soir M. Dodge a fait savoir qu’il estimait que les 
négociations étaient en bonne voie. J’ai émis le souhait 
que vous puissiez analyser la situation et veiller a ce que 
tout se passe bien. J’ai eu... ce n’est pas officiel, mais 
certaines compagnies membres restent inquietes. 


Vous serez peut-étre mieux en mesure d’analyser cette 
situation que les gens du service politique. J’espére que les 
négociations ont abouti et que l’on aura mis au point des 
méthodes comptables permettant de s’adapter avec succés 
a ce changement. II est possible que le principe de la 
politique fiscale que vous avez exposé soit légitime et 
approprié, mais si par ricochet il remet en cause la 
solvabilité des entreprises, j’espére que votre ministére 
saura faire part de ses préoccupations au ministre ou au 
responsable de l’élaboration des politiques pour s’assurer 
que l’on modifiera de maniére appropriée les méthodes 
comptables. Je considére que cette responsabilité vous 
appartient et qu’a partir du moment ou vous découvrez 
une faille au niveau de la comptabilité ou des méthodes, il 
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[Text] 


This issue does not seem to be entirely clear right now, 
but in the next couple of months perhaps the situation 
will become clearer. 


Mr. Hammond: If we did become aware of the fact that 
the taxation system might cause a company to become 
insolvent, then indeed it would be our responsibility to 
raise that with the Minister, and we would do that. 


Mr. Warner: Thank you very much. 


Mr. McCrossan: To follow that up, the new tax 
proposals will require reserves to be discounted for 
interest. If an actuarial certificate is required and at the 
same time the actuary requires a much higher level of 
reserves for the first time because there is an actuarial 
certificate, is that higher level of reserves accepted for tax 
purposes? 


Mr. Hammond: I cannot really comment on that. I 
have not been party to the most recent discussions. [ am 
only aware of the fact that there seems to have been some 
accommodation. So I cannot really respond to your 
question. 


Mr. McCrossan: May I ask a similar question with 
respect to AIDS? I have been reading, over the last year 
since you were here, some reports by Mr. Black of the 
CLHIA to the effect that mortality is going to have to be 
strengthened. 


Is your office playing any role at all in suggesting new 
standards of mortality or what appropriate action might 
be taken to set up reserves for the AIDS risk? 


* 1700 


Mr. Hammond: The simple answer to that question, 
Mr. Chairman, is not yet, but we are monitoring the 
situation very carefully. We are looking at what is 
happening in the United States, what is happening in the 
United Kingdom. One of the things we will be looking at 
this year, in reviewing the reports from the valuation 
actuaries, is whether there is any special comment or any 
special provision relating to mortality that might be 
caused by AIDS. 


When we visit the companies, we are starting to take a 
new approach, which is in response to Mr. Mackenzie’s 
initiative to do an across-the-system look. When our 
examiners visit a company, they will be taking with them 
some people from our actuarial staff. We will be sitting 
down and discussing with the actuary of the company the 
AIDS issue and trying to decide what if any initiative the 
office should be taking. 


The Chairman: Have any of the companies taken any 
provisions themselves? 
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vous incombe de la signaler au ministre afin d’éviter ce 
qui pourrait constituer un probleme. 


Les choses ne sont pas encore trés nettes pour l’instant, 
mais dans un ou deux mois il est possible que la situation 
devienne plus claire. 


M. Hammond: Si nous constations que les mécanismes 
d’imposition sont susceptibles de rendre insolvable une 
compagnie, nous aurions bien entendu le devoir de porter 
ce fait a la connaissance du ministre, et nous ne 
manquerions pas de le faire. 


M. Warner: Je vous remercie. 


M. McCrossan: Pour continuer dans la méme veine les 
nouvelles propositions fiscales exigeront que l’on ne 
tienne pas compte des réserves au titre des intéréts. A 
partir du moment ow I’on exige un certificat d’actuaire et 
ou l’actuaire demande dans un premier temps que l’on 
reléve le niveau des réserves pour fournir le certificat, ce 
niveau supérieur de réserves sera-t-il accepté a des fins 
fiscales? 


M. Hammond: Je ne peux pas vraiment faire de 
commentaires sur ce point. Je n’ai pas participé aux 
derniéres discussions. Je sais seulement qu’il semble que 
certains compromis ont été faits. Je ne peux donc pas 
vraiment répondre a votre question. 


M. McCrossan: J’ai une question semblable a vous 
poser au sujet du SIDA. J’ai lu, au cours de l’annee qui 
s’est Ecoulée depuis votre derniére visite, dans un rapport 
de M. Black de l’ACCAPI, qu’il convenait d’augmenter 
les provisions pour les risques de mortalite. 


Votre bureau joue-t-il un rdle quelconque en 
établissant de nouveaux barémes de mortalité ou en 
proposant les mesures susceptibles d’étre prises en ce qui 
a trait a la constitution de réserves au titre des risques 
posés par le SIDA? 


M. Hammond: La réponse, monsieur le président, est 
pas encore, mais nous suivons la situation de prés. Nous 
regardons ce qui se passe aux Etats-Unis, au Royaume- 
Uni. L’une des choses que nous allons regarder cette 
année dans les rapports des actuaires chargés des 
évaluations, c’est un commentaire particulier ou une 
provision spéciale touchant la mortalité susceptible d’étre 
causée. par le SIDA. 


Lorsque nous rendons visite aux compagnies, nous 
inaugurons une nouvelle approche pour répondre a la 
décision prise par M. Mackenzie d’examiner l’ensemble 
du systeme. Lorsqu’ils vont rendre visite a une 
compagnie, nos inspecteurs seront accompagnés des 
membres de notre personnel d’actuaires. Ils rencontreront 
Vactuaire de la compagnie et discuteront avec celui-ci du 
probleme du SIDA pour chercher a savoir si le Bureau 
doit prendre une initiative quelconque. 


Le président: Les compagnies elles-mémes ont-elles 
déja pris certaines dispositions? 


Texte] 


Mr. Hammond: I am not aware of any specific 
provisions, but as I say, we will be looking for that in our 
review of the valuation actuaries’ reports this year, which 
We are just now receiving. 


Mr. McCrossan: Ms Menke will recall that last May or 
June we made a provision in the CDIC Act for premiums 
to be assessed on different levels when there was a 
concentration of risk for various factors. Have you 
recommended to the CDIC that differential premiums be 
set for any institution, or indeed, to the best of your 
knowledge, have differential premiums been set with 
respect to any institution currently insured by the CDIC? 


Mr. Hammond: [ have not made any such 
recommendations. I am no longer responsible for deposit- 
taking institutions. I am not aware of whether any such 
recommendations have been made, and I am not aware 
that anybody is being charged a differential premium. 


Mr. McCrossan: Would it be appropriate to ask the 
CDIC? 


Mr. Hammond: I would say yes. 


Mr. McCrossan: So nobody in the superintendent’s 
office is charged with making such a recommendation. Is 
that correct? 


Mr. Hammond: Indeed, the office does carry out 
examinations of the federal companies and certain 
provincial companies on behalf of the CDIC. I have just 
said that I no longer do that, and I have not done it since 
the new office was created. I am not aware whether any 
such recommendation has been made. That 
recommendation would not come from me. 


Mr. McCrossan: But it would come from inside. 


Mr. Hammond: It would come from Mr. Mackenzie or 
Mr. MacPherson. 


Mr. Dorin: I was going to ask a question with regard to 
a deposit-taking institution. However, I will not ask it. 


The Chairman: Some companies on page 17 of your 
Part III are still in a recovering situation. It indicates that 
you expect to recover $11.6 million from the liquidation 
of Pitts, Cardinal, Northumberland, and so on. When are 
you going to be able to get off this problem of these 
Outstanding companies? 


Mr. Hammond: Unfortunately, the liquidation of an 
insurance company is a very long-term project. In the 
case of Pitts, for example, which was our first, the 
liquidator has now paid 100¢ on the dollar to the 
policyholders, but there are still some claims that remain 
with respect to the claims that have been settled. There 
sare still a few claims that are before the courts and they 
have not been settled. 


The Chairman: | see. 
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[Traduction] 


M. Hammond: Je ne sais pas si des dispositions précises 
ont été prises mais, comme je viens de le dire, nous 
chercherons 4 savoir si certaines figurent déja dans les 
rapports d’évaluation des actuaires que nous allons 
examiner et que nous sommes en train de recevoir. 


M. McCrossan: M™€ Menke se souviendra qu’en mai 
Ou juin dernier, nous avons prévu dans la Loi sur la 
SADC que les primes soient évaluées A différents niveaux 
lorsqu’il y avait concentration du risque au titre de 
différents facteurs. Avez-vous recommandé a la SADC de 
fixer des primes différentes pour un é€tablissement en 
particulier ou, d’aprés ce que vous avez pu savoir, des 
primes différentes ont-elles été fixées au sujet d’un 
établissement actuellement assuré par la SADC? 


M. Hammond: Je n’ai pas fait aucune recommandation 
de ce genre. Je ne suis plus responsable des établissements 
de dépdts. Je ne sais pas si une telle recommandation a 
déja été faite et si un établissement en particulier se voit 
appliquer des primes différentes. 


M. McCrossan: Ne serait-il pas bon de poser la question 
ala SADC? 


M. Hammond: Oui, en effet. 


M. McCrossan: Donc, personne au bureau du 
Surintendant n’est chargé de faire une recommandation de 
ce type. C’est bien cela? 


M. Hammond: En fait, le bureau inspecte les 
compagnies fédérales et certaines compagnies provinciales 
pour le compte de la SADC. Je viens de vous dire que 
c’est une chose que je ne fais plus et je ne l’ai plus faite 
depuis la création du nouveau bureau. Je ne Sais pas si 
cette recommandation a été faite. Elle ne viendrait pas de 
moi. 


M. McCrossan: 
internes? 


Mais elle viendrait des services 


M. Hammond: Elle viendrait de M. Mackenzie ou de 
M. MacPherson. 


M. Dorin: J’allais poser une question au sujet des 
institutions de dépéts, mais je m’abstiendrai de le faire. 


Le président: Certaines compagnies qui figurent a la 
page 17 de la partie III de votre document sont encore en 
recouvrement. On voit que vous espérez récupérer 11,6 
millions de dollars de la liquidation de Pitts, Cardinal, 
Northumberland, etc. Quand allez-vous étre en mesure de 
vous débarrasser du probléme causé par ces compagnies 
en instance de liquidation? 


M. Hammond: La liquidation d’une compagnie 
d’assurance est malheureusement un projet a trés long 
terme. Dans le cas de Pitts, par exemple, qui a été la 
premiere sur notre liste, le syndic a maintenant 
remboursé intégralement les détenteurs de police 
d’assurance, mais il reste encore certaines réclamations a 
régler. Il reste quelques réclamations litigieuses devant les 
tribunaux qui n’ont pas encore été réglées. 


Le président: Je comprends. 
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Mr. Hammond: In essence, the claimants who have 
settled have received 100¢ on the dollar and we are now 
starting to work on paying something to the other 
creditors. 


With respect to Northumberland, which is our major 
company in liquidation, there have been a number of 
very tricky legal issues which have had to be decided. For 
example, the Supreme Court of Ontario indicated in a 
decision that the liquidator must accept contingent claims. 
The liquidator in response to that court decision put out a 
call for claims and received notice of some $8 billion of 
contingent claims. 


SOS 


The Chairman: Did they not receive certain claims in 
connection with Connaught Laboratories? Is that not one 
of the major claimant problems? 


Mr. Hammond: That is one of the major claimants, yes. 


The Chairman: It was in connection with certain 
vaccines produced and whether there would be claims on 
those vaccines. 


Mr. Hammond: That was one of the policyholders, that 
is correct. 


Many of these contingent claims exceed the policy 
limits, so the liquidator now has the responsibility to sort 
out with the court how we are going to deal with these 
contingent claims. Many of them exceed the policy limits, 
and even if the company were continuing and those 
claims did arise—and it is by no means sure those claims 
are going to arise; these are just contingent claims—we 
have to deal with that issue. That takes time to deal with. 


There are number of things like this. A number of 
those Northumberland claims are claims that will take 
time to settle. Unfortunately it is a lengthy process. As the 
members of this committee well know, the objective we 
have to achieve in the future is to avoid these liquidations, 
because once you start down that road it is a very long 
process in the case of a property and casualty company, 
particularly one that has done long-term business or long- 
tail business. 


The Chairman: How do you propose to handle a 
situation where an insurance company goes under if you 
do not liquidate it? 


Mr. Hammond: Certainly you do have to liquidate it. 
In fact, as I indicated, we are making— 


The Chairman: There is another way. You could make 
it a Crown corporation and we could have another loser. 


[Translation] 


M. Hammond: En substance, les bénéficiaires de police 
d’assurance dont le dossier a été réglé ont regu 
Vintégralité de leur argent et nous sommes désormais en 
train de nous occuper du paiement des autres créanciers. 


Pour ce qui est de Northumberland, notre principale 
compagnie en cours de liquidation, un certain nombre de 
problémes juridiques trés complexes ont du étre tranchés. 
Ainsi, par exemple, la Cour supréme de |l’Ontario a 
indiqué dans son jugement que le syndic devait accepter 
les demandes de remboursement exigibles. A la suite de 
cette décision judiciaire, le syndic a lancé un appel pour 
connaitre les demandes et s’est vu notifié des demandes 
de remboursement éventuellement exigibles portant sur 8 
milliards de dollars. 


Le président: N’ont-ils pas regu certaines demandes se 
rapportant aux laboratoires Connaught? N’est-ce pas la 
Yun des principaux problémes concernant les demandes 
de remboursement? 


M. Hammond: c’est l’un des 


photagonistes. 


Oui, principaux 


Le président: C’était au sujet de certains vaccins 
produits par ce laboratoire qui allaient peut-etre donner 
lieu a des demandes d’indemnisation. 


M. Hammond: C’est bien cela, c’était l’un des titulaires 
de police d’assurances. 


Nombre de ces demandes de remboursement exigible 
dépassent les limites des polices et le syndic doit donc 
essayer de savoir avec les tribunaux ce que l’on va pouvoir 
en faire. Nombre de demandes de remboursement exigible 
dépassent le plafond et méme si la compagnie avait 
poursuivi ses activités et si les demandes s’étaient 
matérialisées, ce qui est loin d’étre certain puisqu’il s’agit 
de demandes éventuelles, il aurait fallu régler la question. 
Il faut beaucoup de temps pour régler ce genre de 
question. 


Il y ade nombreux problémes de ce genre. Nombre de 
demandes d’indemnisation de la Northumberland vont 
prendre du temps avant d’étre réglées. Le mécanisme est 
lent, malheureusement. Comme les membres du comité le 
savent bien, notre objectif est de parvenir a éviter a 
V’avenir ce genre de liquidation parce qu’une fois que l’on 
a mis le doigt dans l’engrenage, on n’en finit jamais dans 
le cas d’une compagnie d’assurance tous risques, surtout 
lorsqu’il s’agit d’une entreprise ayant des activités a long 
terme. 


Le président: Comment allez-vous alors faire face a la 
sitution a partir du moment ou une companie d’assurance 
fait faillite, si vous ne la liquidez pas? 


M. Hammond: II faut bien sur la liquider. En fait, 
comme je l’ai indiqué, nous faisons. . . 


Le président: Il y a une autre solution. Vous pourriez 
la transformer en société d’Etat et nous aurions ainsi un 
nouveau canard boiteux. 
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[ Texte} 


Mr. Hammond: We certainly have been making 
progress in the liquidations. 


Mr. Dorin: Maybe we have to have an actuarial 
evaluation that shows it is insolvent. 


The Chairman: Like our pension plans. 


Mr. Hammond: Progress is being made in the 
liquidations, but it is not always as quick as one would 
like, because of some of the tricky legal issues. 


The Chairman: Would you foresee being able to wind 
up some of these liquidations? You have half a dozen of 
them here. 


Mr. Hammond: We could see most of them being 
wound up within the next five years or so, but I would 
envisage that Northumberland would go beyond five 
years. 


The Chairman: Are you not just spinning your wheels 
and spending money on fees and liquidators and lawyers 
and officers and so on? 


Mr. Hammond: No, I do not think so, Mr. Chairman, 
because as I indicated, for example, with Pitts we have 
now paid 100¢ on the dollar to the policyholders. So that 
is an achievement. They have had to wait a period of 
time, but that has been achieved. In some of the other 
Cases we have made significant payments, too. 


It does take longer than one would like, but the 
liquidator is acting as expeditiously as possible. An 
industry advisory committee has been set up to provide us 
with advice. We are accepting that advice and certainly 
trying to get on with it. 


Mr. Dorin: Given that you have paid out 100¢ on the 
dollar, does that not call into question whether it was ever 
insolvent to begin with and whether it should have been 
liquidated? 


Mr. Hammond: It might in some people’s minds. But 
you have to remember— 


Mr. McCrossan: It is as if I promised to pay you 100¢ 
ten years from now on every dollar I earn today. 


Mr. Hammond: That is right. You have to take into 
account the time value of money. Some of these people 
have had to wait for their money. Besides, the other thing 
we must not forget is that if the company had been 
Ongoing, it would have had to meet the expenses involved 
in settling these claims; and these expenses have been paid 
by the industry. The administrative expenses involved in 
Carrying out the liquidation have been paid by the 
industry. If it were an ongoing company, the company 
would have to meet those expenses from its own 
resources. That is the whole objective of that provision in 
the legislation: to improve the pay-out to the 
policyholders. 


[Traduction| 
M. Hammond: II est certain que nous avons réalisé des 
progrés en ce qui a trait aux liquidations. 
M. Dorin: II serait 


disposer d’une 
insolvabilité. 


peut-étre bon que nous puissions 
€valuation actuarielle prouvant son 


Le président: Comme pour nos régimes de pensions. 


M. Hammond: Nous faisons des progrés au sujet des 
liquidations, mais ils ne sont pas toujours aussi rapides 
que nous le souhaiterions en raison des complications 
juridiques. 


Le président: Envisagez-vous de pouvoir mettre fin a 
une partie de ces liquidations? Vous en avez une demie- 
douzaine en cours. 


M. Hammond: Nous prévoyons que la plupart des cas 
seront réglés dans les cinq prochaines années, mais le 
délai sera plus long a mon avis pour la Northumberland. 


Le président: N’étes-vous pas tout simplement en train 
de faire du sur place et de gaspiller votre argent en 
honoraires de syndic, d’avocats, de dirigeants 
d’entreprises, etc.? 


M. Hammond: Non, je ne le pense pas, monsieur le 
président, car, comme je vous l’ai dit, Pitts a pu par 
exemple rembourser la totalité de l’argent aux détenteurs 
de polices d’assurance. C’est une réussite. Ils ont da 
attendre un certain temps, mais nous y sommes parvenus. 
Dans un certain nombre d’autres cas, nous avons par 
ailleurs réussi a faire des versements non négligeables. 


C’est plus long qu’on le voudrait, mais le syndic fait 
aussi vite qu’il le peut. Un comité consultatif de 
Vindustrie a été mis sur pied afin d’apporter des conseils. 
Nous acceptons ces conseils et nous nous efforgons bien 
sur de les mettre en pratique. 


M. Dorin: Etant donné que vous avez réussi a 
rembourser l’intégralité des sommes dues, ne peut-on pas 
se demander si cette compagnie était vraiment insolvable 
et s’il €tait utile au départ de la mettre en liquidation? 


M. Hammond: C’est ce qui peut traverser Vesprit de 
certaines gens. Mais il ne faut pas oublier. . . 


M. McCrossan: C’est comme si je promettais de 
rembourser l’intégralité de chaque dollar gagné dans dix 
ans. 


M. Hammond: C’est vrai. Il faut tenir compte de 
l’'augmentation de la valeur de l’argent 4 mesure que le 
temps passe. Une partie de ces gens ont di attendre pour 
toucher leur argent. Il faut aussi bien voir que si la 
compagnie avait poursuivi ses activités, il lui aurait fallu 
défrayer le reglement de ces demandes d’indemnisation 
alors quwil a été défrayé par l’industrie. Les frais 
administratifs de la liquidation ont été payés par 
Vindustrie. Si elle était restée en activité, la compagnie 
aurait du payer ces frais en prélevant l’argent sur ses fonds 
propres. C’est la le véritable objectif de cette disposition 
de la loi: augmenter les sommes qui sont remboursées aux 
détenteurs de polices d’assurance. 
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[Text] 


The Chairman: We advocated in our November 6, 
1985, report some type of an insurance-paid-in-advance 
fund rather than the paid-in-arrears type of system you 
presently are operating under. There was some discussion 
at that time amongst the companies, and you were trying 
to work out something on a voluntary basis. What has 
happened? What is going on? Are we still in the same 
position as we were then? 


sh70 


Mr. Hammond: Mr. Chairman, there has indeed been 
some progress. I think the decision made by the 
provincial governments and the federal government is 
that the property and casualty insurance industry should 
be given the opportunity to take the initiative to establish 
an industry-financed and industry-run plan. The latest 
development is that the plan should be in operation by 
the end of this year. 


The Chairman: Will it be as sound as what the security 
dealers have? 


Mr. Hammond: Mr. Chairman, it is going to be a post- 
assessment fund. 


The Chairman: In other words, if we have any real 
trouble, we will have to come in and bail them all out 
and there will not be any money there to collect. 


Mr. Hammond: There will be a provision for assessing 
all the companies registered to carry on property and 
casualty insurance and there will be an obligation for 
those companies to pay. I am sure if the industry-run and 
financed scheme does not work, the governments will 
take the initiative to establish their own plan. Based on 
the explanations we have received to date, we think the 
industry plan should be able to operate effectively. 


Mr. McCrossan: Will it be on the same basis as CDIC 
where the government will put up the money and recoup 
it through assessments? 


Mr. Hammond: No, no. As soon as there is an 
indication of a problem, there will be an immediate 
assessment on the industry by the compensation 
corporation and the corporation will use those funds to 
pay the claim. 


Mr. McCrossan: I wonder how this will differ... was it 
Ohio or Indiana that had some problems with Baldwin- 
United Corporation? Because of the size of the failure, the 
assessment would have threatened the viability of the 
remaining companies. Having more or less endorsed the 
plan, the state had to step in. 
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[Translation] 


Le président: Nous avons préconisé dans notre rapport 
du 6 novembre 1985 l’instauration d’un certain type de 
caisse d’indemnisation 4 l’avance en matieére d’assurances, 
de préférence au type de caisse d’indemnisation a 
posteriori que vous avez a VWheure actuelle. Des 
discussions ont eu lieu a l’€poque entre les différentes 
compagnies et vous avez cherché a mettre sur pied un 
systeme volontaire. Que s’est-il passé? Qu’en est-il 
aujourd’hui? En est-on toujours au méme point? 


M. Hammond: Monsieur le président, il y a eu en fait 
quelques progrés. Je pense que la décision qu’ont prise les 
provinces et le gouvernement fédéral, c’est qu’il convient 
de donner a J’industrie de l’assurance contre les 
dommages causés aux biens et les accidents la possibilité 
de prendre l’initiative de mettre sur pied un régime 
financé et administré par |’industrie. Aux dernieéres 
nouvelles, ce régime devait étre en place a la fin de 
année. 


Le président: Sera-t-il établi sur des bases aussi solides 
que celui des courtiers en valeur mobiliére? 


M. Hammond: Monsieur le président, ce sera un fonds 
imposant des quotes-parts @ posteriori. 


Le président: En d’autres termes, si nous sommes 
véritablement en difficulté, il faudra que nous allions leur 
sauver la mise et il ne nous restera plus d’argent a 
percevoir. 


M. Hammond: Une disposition permettra de procéder 
a Vévaluation de toutes les compagnies inscrites dans le 
domaine de l’assurance contre les dommages causés aux 
biens et les accidents et ces compagnies seront tenues de 
payer. Je suis sir que si le régime administré et financé 
par l’industrie ne donne pas _ satisfaction, les 
gouvernements vont intervenir et mettre sur pied leur 
propre régime. Sur la foi des renseignements qui nous ont 
été donnés jusqu’a présent, nous pensons que le régime 
mis sur pied par l’industrie devrait bien fonctionner. 


M. McCrossan: Va-t-on opérer sur les mémes bases que 
la SADC, le gouvernement mettant l’argent sur la table et 
le récupérant en imposant des quotes-parts? 


M. Hammond: Non, absolument pas. Des qu’une 
difficulté apparaitra, la société d’indemnisation 
demandera immédiatement a |’industrie de payer sa quote- 
part et elle se servira des fonds ainsi recueillis pour payer 
la demande d’indemnisation. 


M. McCrossan: Je me demande quelle sera la difference 
avec... N’était-ce pas en Ohio ou dans |’Indiana qu’il y a 
eu des problémes avec la société Baldwin-United? En 
raison de la dimension de la faillite, il était impossible de 
faire payer une quote-part aux compagnies restantes sans 
risquer de les rendre insolvables. L’Etat, qui avait plus ou 
moins entériné le régime, a dU intervenir. 


8-3-1988 Finances et affaires économiques 142 535 


[Texte] 


Mr. Hammond: Our objective at OSFI is to catch these 
things before the situation is so serious the assessment 
would wipe out the industry. 


Mr. McCrossan: As [ recall, there was a $1 billion 


‘shortfall in the case of Baldwin-United Corporation. 


Mr. Hammond: It was very large. 


The Chairman: In other words, we have a post- 
assessment that has not yet gone into effect. [ suppose the 
Same applies to the life insurance industry. Again, there is 
a post-assessment plan with no money in the till. We are 
depending on everybody and hoping that none of the big 
fellows go broke. 


Mr. Hammond: Mr. Chairman, that is the Situation and 
both of these plans are supposed to be in Operation by the 
end of this year. 


The Chairman: The plan the security dealers have is 
exactly that kind of a plan. The $18 million will put them 
in bankruptcy. 


Mr. Hammond: Mr. Chairman, for example, the 
annual assessment that can be made with respect to the 
property and casualty insurance industry will be $60 
million a year. It is planned and the industry is aware of 
that. 


Mr. McCrossan: That is a maximum assessment. 
Mr. Hammond: Per year. 


Mr. McCrossan: What happens if the claims are higher, 
if the defaults are higher than $60 million? Is there less of 
a guarantee? 


Mr. Hammond: As the plan is conceived, if the 
assessments cannot fund the guaranteed benefits over a 
period of years, the benefits will be cut. Barring some sort 
of disaster, our assessment is that the $60 million should 
be sufficient to meet the claims requiring to be paid. 


Mr. McCrossan: Did you discuss with the industry 
establishing any sort of starting contingency fund with an 
initial assessment in either the life or the P and C 
industry? 


Mr. Hammond: It has been discussed. The industry is 
not enthusiastic about the possibility. I think the 
assessment of the people involved in these discussions is 
that it is important to get a plan established. We think a 
plan along the lines that has been discussed is feasible. Let 
us get it established. If it does not work, we will fix it from 
there. 


[Traduction] 


M. Hammond: L’objectif du Bureau est d’intervenir 
avant que la situation soit devenue tellement grave que 
Vimposition d’une quote-part entraine la ruine de 
l'industrie. 


M. McCrossan: Si je me souviens bien, le déficit était 
de 1 milliard de dollars dans le cas de la société Baldwin- 
United. 


M. Hammond: C’était une somme énorme. 


Le président: En d’autres termes, nous avons un 
systeme de quotes-parts a posteriori qui n’a pas encore été 
mis en place. J’imagine qu’il en est de méme dans le 
secteur de l’assurance-vie. La encore, nous avons un 
régime imposant le paiement de quotes-parts a posteriori 
sans qu'il y ait d’argent dans le tiroir-caisse. Nous faisons 
confiance a4 la collectivité en espérant que personne, 
parmi les grosses compagnies, ne va faire faillite. 


M. Hammond: Voila quelle est la situation, monsieur 
le président, et ces deux régimes devraient étre en place a 
la fin de l’année. 


Le président: C’est exactement le genre de régime 
qu’ont les courtiers en valeur mobiliére. Les 18 millions 
de dollars vont les mettre en faillite. 


M. Hammond: Pour vous donner un exemple, 
monsieur le président, la quote-part qu’il pourra étre 
demandé de verser au cours d’une année donnée a 
Vindustrie de l’assurance contre les dommages causés aux 
biens et les accidents sera de 60 millions de dollars par an. 
C’est a cela que se montent les prévisions et l’industrie ne 


ignore pas. 
M. McCrossan: C’est un maximum. 
M. Hammond: Par an. 


M. McCrossan: Que se _ passe-t-il si les demandes 
d’indemnisation sont plus élevées, si les cessations de 
paiement s’élévent a plus de 60 millions de dollars? La 
garantie se limite-t-elle a cela? 


M. Hammond: Tel que le régime est cong¢u, si les 
quotes-parts ne permettent pas de garantir les prestations 
au cours d’un certain nombre d’années, les prestations 
diminueront. A moins d’une catastrophe, nous estimons 
que ce montant de 60 millions de dollars devrait suffire a 
payer les demandes d’indemnisation qui seront présentées. 


M. McCrossan: Avez-vous  envisagé avec les 
responsables de l’industrie la création d’un certain fonds 
d’urgence alimenté au départ par Vimposition d’une 
certaine quote-part aux entreprises oeuvrant dans 
l’assurance-vie ou dans l’assurance contre les dommages 
causés aux biens et les accidents? 


M. Hammond: Nous en avons discuté. L’industrie n’est 
pas trés chaude face a cette éventualité. A mon avis, les 
gens qui ont participé a ces discussions considérent qu’il 
est important de mettre sur pied un régime. Nous pensons 
qu’un régime ayant a peu prés les caractéristiques que je 
viens d’évoquer a des chances de fonctionner. 
Commengons par le mettre sur pied. S’il ne donne pas 
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[Text] 


The Chairman: Are there any other questions? 


I am going to say thank you very much for coming. It 
was an excellent chat. We enjoy having you. We may have 
you back, maybe sooner than you think. 


Mr. Hammond: Thank you, Mr. Chairman. 


Mr. H. Bert Waslander (Director of Research): Mr. 
Chairman, a paper has been distributed to the members 
this afternoon. If you have a chance to look at it before 
the meeting, we will see if we can make some progress 
tonight. It was distributed to your offices. 


il} 


The Chairman: This meeting is adjourned until 8 p.m. 
in Room 112-N. 


[Translation| 


satisfaction, nous procéderons aux modifications 
nécessaires. 


Le président: Y a-t-il d’autres questions? 


Merci d’étre venus nous rencontrer. C’était un 
excellent entretien. C’est un plaisir de discuter avec vous 
et nous vous reverrons certainement, peut-étre plus tot 
que vous le pensez. 


M. Hammond: Merci, monsieur le président. 


M. H. Bert Waslander (directeur de la recherche): 
Monsieur le président, un document a été distribué aux 
membres du Comité cet aprés-midi. Si vous avez la 
possibilité de le consulter avant la reunion, nous pourrons 
peut-étre faire quelques progrés ce soir. Ce document 
vous a été distribué a votre bureau. 


Le président: La séance est levée et reprendra a 20 
heures dans la salle 112-N. 


peeiiV 


Pit 1Ot 


2272 1iw 
Oe Acuna gy chs torre ch une 


wm a kc<~2er) 6. Inter a a it Ww eH on 

| : Ki ma 
af Pulp igi! i tire} 
C7 7 


i wile q vert! w & 


TOTTI BE) SSI ipa) OCs Se Muse sin 2s‘) 


vn Aolinsiat ray wf, ug .undwmnvetl. yf : 
armed annieese ip 
iw Denies 


ia 
(Mio? epuiy 

q —_ 
styJ i iii eg ut ih Deepinrieyud quaed \ 

j Pclesi ney a! ah. naires $07 60. au iloo 


Be eed Hae qriin , 
jo Veen Ga 


Meena? ye rot iisigsd Wien ieee ims) Me 


Hin segrne ebm 
; eos 
“a Wh te» ro ines inebisiiivins 


nv 


MF 
inet yee wAutty , ead arty 1900? cats Polit som Selle 
. ’ i 


on ie 


‘2h . 
yf reer Pr er oe 
= , eee ca 
- 


WITNESSES 


From the Office of the Superintendent of Financial 
Institutions: 


R.M. Hammond, Deputy Superintendent, Insurance 
and Pensions Sector; 


R.M. Emond, Executive Director, Management 
Services Sector; 


Suzanne Labarge, Deputy Superintendent, Regulatory 
Policy, Planning and Resources Sector; 


Walter Riese, Chief Actuary. 


Available from the Canadian Government Publishing Centre, 
Supply and Services Canada, Ottawa, Canada K1A 0S9 


Canada Postes 
: Post Caneda 
Postage paid Por paye 


Book Tarif 


rate des livres 


K1A 0S9 
OTTAWA 


if undelivered, return COVER ONLY to. 
Canadian Government Publishing Centre, 
Suppty and Services Canada, 

Ottawa, Canada, K1A 0S9 


En cas de non-livraison, 

retourner cette COUVERTURE SEULEMENT a 
Centre d'edition du gouvernement du Canada, 
Approvisionnements et Services Canada, 
Ottawa, Canada, K1A 0S9 


TEMOINS 


Du bureau du Surintendant des institutions financiéres: 


R.M. Hammond, surintendant adjoint, Secteur de 
l’assurance et des régimes de pensions; 


R.M. Emond, directeur exécutif, Secteur des services de 
gestion; 


Suzanne Labarge, surintendant adjoint, Secteur de la 
politique de réglementation, de la planification et 
des ressources; 


Walter Riese, actuaire en chef. 


En vente: Centre d’édition du gouvernement du Canada, 
Approvisionnements et Services Canada, Ottawa, Canada K1A 0S9 


780 


ti 
yet Tee ab 
++ aa ; ; 7. | 
7 pt ro : 
a = . 


a 


= 
Tee t¢ 7 7 Fi 


A 


JUL 1 9 1989 


SND satay 
Vetaeed pled 

They, 

HOARE HOF AG 


WAS en Set Aba E DE Sony 
GE Aid Chet rabe es 
i bt, Rare RAL LV ECE Red 


Ni Be vied 
adie gl 
TUNSES isay anes Pate veuie 


Medd Vs diehatiades Weep e Sty 
Ps priate ae bal Pe Oe Aik ane 
Shey WENNER ALA AM fi 

Rat SCaeen 


anbe Miyata 
ih WH tea AQe dS 
phy 


AED pa) ta 
ae i 


Abie vinta) 
fextey hit BEUE 


siete a i 4 “aes 
ake A " pes 
ees \ Vong RE avi 
nds adie 


tinh i 
Bann z 


i ipustshevee 
ce: “Apeta 


re rea 
piers ire 
A i Wen uo el 
SEMAN: 
sa an 


aro deine kew 
Poeun enna i 

WERE i a gues wit 
ath } Ae ae 
ents Ge 


abperigathy 


ay Neg 
4 


Ute 
‘S Oy ve Me ANY May Rent 
nas nt LAH uM HALT at 


LeVian bey aay 
Ci eon ee oe 


“ Soe bhatt 


Mab Hedy Beer ghey 
! Bas y 

rs } ? : Bev 
HAMA RS Babb Lethe th cad ive ty tts ad 


whe 
NERA ofthe 
Doe Cat 


TUM Tour ae 
LL CLA 1 


ek ayatgeatuau 
Ld Gly 


a a Vu ay 
fas hw a 


ee 


Wate yee sareveas val 


vady Revie} ap 


i We eataes 
: ahead ‘ i Uh ts Uys okgnd hed ia ny Aas 


Pele 
i) aN 


sree bel 


iis 


Wes lee me 
Dea Or rr 


Niamh (aati 


ie 


Nera arm 


Coke 


a 

be 4: *y j 

a Sat i F Var jell a 

ate nae ne ad aa Ste Br 

" Meth Copbeky baby lads \ ‘ 
i lometeknt a) ‘ epeNy : Aen CRAG Riccio 
Brion 4 eclss M "4 hy 1 Wiss i > i 
seater i y 


co 


: ie 
otal 
fey a 
ee Ea ie ‘i 
qa sh pial reed guts bed Hite 
eet i set Hh ce Csr ean ite ey Pricaceetanyigeceysn ey 
tal \ Va ay Hae 


iS 
peat 


Ves, aus 


i ayy 

ee a ce Liat cd a ie 
iat AN sh rity ees ai LeRoi on sy Tene 

ne ee, eae oe ! seni 
of ‘sh a 


Mt. i St 
ae FAP PE uuu ignayoanin et 
iy H ’ 


ue 


(Meare V0 
wens 


AW a hake ft 


baie 
iden diapers 


rOalipltt 
ey Mi i 
a8) , 


ens é ihe ree : : efi j fae ‘ ae ayy 
on a | fi ie Fhe rete igre i : Orlipasek ay " vith : 
He tales hk ! by () Va Ta eede | t te ba hipied ge er ry pth tell bel 


sh Fens eee tt ltd auras 


H : 
rue he esti fer ah wakes ci Zcuighnil’s : 

abl i Ms ie, i ‘t Beet te Para LT : ele reds % aes 
aid a4 } fA H 

aint 


Wlveog eh ads 
“ited aah gal eye, ate 


eh annly a whet 


ati 


Lali, “Ys 
chal Fie toceet eds 
aid ka ebigt phon ee a ynintate 
a esiikaved abacibeds 5 
x3 et 


Nth 


Jy hpt 
Nave 


wick th \ i 
if 7 5 F of wine 
i sda ule USC aati enone lth 
t a trae ate i ee 


ratte 


Ny Hee i ; vi, / \ : y 
‘iat oe one Pajhrs nor Le bedgteee %, 
ines RUA Patt i : Raa Na Ma nO bent ca eel bik 
holy (ates Wk cit ae Hay 
“ 3 Hap tg nite 
root 4 yp Ww rete Cie * 
Hid Arepesheiebans pg a 


erent # 
ws agate te * ones a he 


sn 


at oe 3 y iy 
dite. iv : vite ae 


ee 
inet 

ce : aud PH en Ot at ERA ‘ sy Le tte 

ie ee vay! hit ncyl ose 2 ‘ ia kon F r Wit PGS 

rghit tag ata a in Ks iy eee 


a 
‘4 i aseie eV ih 


fee 

ae vigae Let aide a yt 
eae bee anit vires ; r Bi 

Uateee it fe ee dre tes EUSe Pt Me pac aS: 
Ne anit ‘ AYO thd eae 2 4} ¢ G a " 


fal He ue SARA Skee ay ys petite. 
y es Bi sl ah aidemahdtaivespagrnlie weed ee ih KI aeelate i i ence ire Petes necrnnanys 
Haar Ca Steen ve trast al ween tysito | ‘ : p ANY 
Ai ey Poa da 4 Ne y M cage 
Kok ney #f ne ate ey 
Wt 9n ite Net tinaa mene 
Be Mrtonee ste ie iit a: Winn 5 PUR AA Mi PK hiNe 
al hy eh cy . i Vaan iy aout y's prey im 
‘ fa Leweh sinners bo 
ve v 


ra 


“tha 
aye 


anny 3 2 css 

i Meter taal ny e BE nent 
t : 

MT 9 (Sharge 


ite 


LLL WS 
Hi eetieet Kae sy it Dine R tee 

LN Rude av Obi fot. : patie) 

Peehe Disry ie 


